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Introduction

Ambassador Tang Guogiang, Chair,
China National Committee for Pacific Economic Cooperation

The year 2014 marks the twenty-fifth anniversary of the first APEC
Ministerial Meeting and the twentieth anniversary of APEC’s Bogor
Goals. It’s time to shape the future by building on past achievements. If
we look at the past 25 years of economic cooperation and integration in
the Asia-Pacific region, I think it can be roughly divided into three stages.

The first stage started in 1989, when the Asia-Pacific Economic Coop-
eration (APEC) Ministerial Meeting was held in Canberra, Australia,
marking the official inception of Asia-Pacific regional economic coopera-
tion and integration. The climax of this period was the announcement of
the Bogor Goals by APEC leaders, who were committed to realizing trade
and investment liberalization by 2010 in the industrialized economies and
by 2020 in the developing economies. However, the East Asia financial
crisis of 1997 and the failure of the Early Voluntary Sectoral Liberaliza-
tion program cast a pessimistic outlook for economic integration and
cooperation in the Asia-Pacific region.

The second period started in 1997 and lasted until the global economic
crisis in 2008. During this period, economies in East Asia—especially
Northeast Asia—initiated a new wave of regionalism, with ASEAN as the
driver. The United States under the George W. Bush administration explic-
itly practiced the strategy of competitive liberalization. Some economies in
the region, such as South Korea, Singapore, and Chile, successfully engaged
the big economies in various bilateral free trade agreements (F'TAs). Still,
some smaller economies formed groups, such as the Trans-Pacific Strate-
gic Economic Partnership (P4). Both China and Japan proposed future

I
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directions for East Asia regionalism, with one preferring the East Asia
Free Trade Area, while the other favored the Comprehensive Economic
Partnership of East Asia.

The third stage features mega-regional trade agreements (RTAs). When
the US government announced that it would join the Trans-Pacific Part-
nership (TPP), first by the Bush administration in 2008 and then by the
Obama administration in 2009, the third stage of regional economic
cooperation and integration was ushered in. East Asia came up with a
new design named the Regional Comprehensive Economic Partnership
(RCEP), with ASEAN playing a central role. At the same time, the
Latin American members of the Pacific region started the Pacific Alliance,
another mega-RTA with great prospects. Paradoxically, these mega-RTAs
reflect the need for deeper regional economic integration on the one hand,
while creating a situation of fragmentation on the other. Twenty-five years
ago, when APEC was just founded, there were only three cooperation
forums and three free trade agreements in the Asia-Pacific region. Now
there are 25 cooperation mechanisms and 56 F'TAs.

In retrospect, Asia-Pacific regional economic cooperation and integra-
tion has grown much deeper since the 1980s, when the Pacific Economic
Cooperation Council (PECC) was promoting the effort as a tripartite,
nongovernmental regional organization. Although APEC has encountered
challenges, it has developed a strong economic growth strategy, enabling
the Asia-Pacific region to act as an engine for the global economy and
giving it a more prominent position in the global economic landscape.
APEC has worked to bring about the big changes of economic trans-
formation and reform. It has pursued important visions, with the Bogor
Goals at the heart. APEC was the first to set out the ambitious goal of
a Free Trade Area of the Asia-Pacific (FTAAP), thus greatly boosting
trade and investment liberalization and facilitation in the Asia-Pacific
region and advancing regional integration. It has pooled the efforts of both
developed and developing members to advance economic and technical
cooperation, enhancing trade and development capabilities of its mem-
bers. It has always stayed the course in its pursuit of regional economic
cooperation and integration.

However, if regional economic cooperation is to go further, it is imper-
ative that APEC champion regional economic institution building;
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promote sound interactions between competitive mechanisms in an
open, inclusive, cooperative, win-win, transparent, and flexible manner;
and prove its credibility with the Bogor Goals and a meaningful post—
Bogor Goal agenda.

It is high time for APEC to become an incubator of big ideas and
work out a meaningful and credible roadmap toward the realization of an
FTAAP. In the past eight years, the APEC-branded FTAAP has devel-
oped into a far-reaching vision and worthy objective. Numerous studies
have also shown that an FTAAP will bring about maximum economic
welfare to the Asia-Pacific region.

In practical terms, there is a sound basis for cooperation among APEC
members on creating an FTAAP. First, both developed and developing
economies in the region are committed to economic restructuring and
reform. Second, APEC has made well-known progress in macroeconomic
policy coordination, trade and investment liberalization and facilitation,
connectivity, and ecotechnology, as well as functional cooperation. Third,
the bilateral and regional free trade arrangements have established new
areas, new standards, and new methods, which can serve as very good
inputs in the design of long-term goals. Finally, the TPP, the RCEP, and
other regional free trade agreements can be useful references for a new
regional arrangement.

Therefore, actions should be taken to substantiate the FTAAP idea.
People cannot wait for another eight years of merely talking about the
concept. On the basis of consensus, an FTAAP roadmap should be created,
defining its objectives and principles, and a draft 10- to 15-year timetable
designed for achieving an FTAAP. In the roadmap, we also need to identify
a series of actions that can be taken, each based on stocktaking. To make
the roadmap credible and meaningful, a few deliverables, such as a feasi-
bility study, should be launched in 2014 and implemented consecutively
by the hosts of subsequent APEC meetings.

APEC should also play a constructive role to improve the smooth
interaction between the TPP and the RCEP. Given the overlapping mem-
berships, the TPP and the RCEP are actually complementary arrangements.
They both have the same ultimate objective of economic integration at a
higher level and with a greater scope. They may not completely converge,
but they may well coexist to satisfy the varying needs of the economies.
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There are also areas shared by the two, and in these areas, attempts should
be made to harmonize the rules.

In this connection, it may be possible to create and launch an FTA
information exchange mechanism to facilitate communication and interac-
tion among the TPP, the RCEP, and other free trade arrangements—to
learn from, promote, converge with, and complement each other.

Whatever way forward, one thing is essential. That is the intellectual
input needed for making well-informed policy decisions. The Pacific Eco-
nomic Cooperation Council (PECC) and its 26 members and associate
members have been committed to this practice over the years. Last year,
tollowing PECC’s renewed commitment to the vision of an open and
integrated region at the general meeting in Vancouver, a bilateral meeting
between the China National Committee for Pacific Economic Coopera-
tion (CNCPEC) and the United States National Committee for Pacific
Economic Cooperation took place. In the meeting, Dr. Charles Morrison
endorsed my proposal that PECC-member committees take the initia-
tive to reenergize the intellectual contribution process. We agreed to do
something together to promote regional economic cooperation in ways
that align with the PECC tradition. In July 2013, Professor Peter Petri
sent me a joint action plan for the year 2014, when China plays host to
the APEC meetings. One of the suggestions was a joint publication on
regional economic integration.

The success of the international symposium New Development and
Future Direction of Asia-Pacific Regional Economic Integration, which
was hosted by my committee in Beijing on November 14-15, 2013, rein-
forced our idea to do so. Then, the APEC 2014 Symposium, which was
hosted again by my committee back-to-back with the APEC Informal
Senior Officials Meeting, gathered many important views about the future
of APEC. Armed with new insights, we were determined to continue
with our plan of publishing a book of essays, with Peter and me as co-
editors. The East-West Center, headed by Dr. Charles Morrison, generously
financed the publication of the present book.

'The contributors were all participants of the above-mentioned two
symposiums. It was not only challenging to secure them for the events,
but also extremely challenging to get them to carve out time in their busy
schedules to develop these articles, which are based on their presentations.
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Yet each of them did. Peter and I would like to extend our sincere thanks
for the invaluable contributions made by the many participants. By the
way, it should be acknowledged that the views of the contributors are their
own. They do not represent the views of the CNCPEC, the United States
Asia Pacific Council (USAPC), the East-West Center, or the PECC.

Last but not least, I would like to give thanks to the people on both
sides who worked hard on various aspects of this book, especially Peter.
Besides his personal participation in our academic activities, his great
efforts in planning, efficient coordination, and careful review of the drafts
have made the present book a reality.

Beijing, June 2014






The

Trans-Pacific
Partnership
Negotiation






The Trans-Pacific Partnership
Looking Ahead to Next Steps

Deborah Kay Elms, Director, Asian Trade Centre in Singapore

THE UNFINISHED BUSINESS IN THE END GAME

After more than four years of negotiations, officials have been scram-
bling to conclude the Trans-Pacific Partnership (TPP) among the
current 12 participating members: Australia, Brunei, Canada, Chile,
Japan, Malaysia, Mexico, New Zealand, Peru, Singapore, the United
States, and Vietnam. After dozens of rounds of very complex bargain-
ing across an expanding set of members, negotiators are down to the
final political decisions on how deep, wide, and ambitious the TPP
agreement will ultimately become.

Most of the final sticking points could have been (and were) predicted
at the outset of the negotiations. Rather than rehash specific problem
areas, such as sugar, dairy, rice, intellectual property rights, or the
environmental chapter (Elms 2013a, Schott et al. 2013), the focus
here is on some of the broader issues that remain in the negotiations.!
This chapter discusses the context of the negotiations, the concept of a
“living agreement,” and the importance of creating a TPP Secretariat,
and it engages in a discussion of future admission procedures for new
members.?
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These broader issues are likely to be critical to the future success of
the TPP. Many of these ideas were discussed at length at the very outset
of negotiations, starting in March 2010 in Melbourne. However, once
officials began getting serious about the technical issues, most of the
deeper concerns fell by the wayside. As officials limp toward the fin-
ish line, the urgency in finding creative solutions to these far-reaching

aspects of the agreement has only increased.

THE CLUSTER APPROACH

One of the biggest challenges in getting the TPP to reach the highest
aspirational goals of the “twenty-first century, high quality” agreement
set forth from the beginning has been prodding trade officials to think
as broadly as possible about the implications of their actions. Since the
TPP-12 has been so active in negotiating free trade agreements (FTAs)
in the past, many of the officials involved view the TPP as just another
trade agreement, albeit one that is bigger and harder to negotiate than
many of the others.

In the initial round of negotiations in Melbourne, officials wanted
to think creatively. Rather than split themselves into traditional “chap-
ters” for discussions (goods, services, investment, intellectual property,
etc.), they tried dividing themselves into clusters. These clusters were
supposed to consider overarching themes that ran across multiple issue
areas and that might better conform to the “real world” of business than
past F'TA practices. However, the cluster idea quickly broke down once
the discussions started moved into substantive areas. Officials reached
for the familiar settings of traditional chapters, and the whole “cluster”
approach was rapidly abandoned.

The only exception was the “horizontal” chapter, where nearly ev-
erything new and innovative about the TPP was tossed. This included
ideas such as fostering small- and medium-sized enterprises, encourag-
ing supply chains, bringing about regulatory coherence, and all things
related to development and cooperation.

A moment’s reflection, however, will suggest that this approach was
also going to be problematic. Placing all these diverse issue areas into
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one basket left a handful of officials grappling with a wide range of topics
and concerns. To compound the difficulties, these were all issues that had
never before been addressed in a trade agreement—mostly because they
were extremely tough to tackle. Now they were all bundled together and
handed to one team.? It is therefore not particularly surprising that the
results from the horizontal chapter will be deeply disappointing to many.

The efforts to assist small- and medium-sized enterprises quickly de-
volved into a website.* Much of the “meat” of the supply chain/business
connectivity issues got pulled out and placed elsewhere in the agree-
ment. This is fine, except that many in the supply chain industry, partic-
ularly those in logistics, have argued for years that the primary problem
for supply chain operators is precisely that their issues fall in between
ministries and, therefore, are never appropriately managed by anyone.
'The TPP was supposed to represent a rare opportunity to pull together a
host of issues into one place and keep governments focused on this criti-
cal web of interlocking elements for business in the twenty-first century.
By pulling these items out of their own special “chapter” and placing
them back into various substantive chapters, such as goods or services,
some of the synergies that were supposed to be unlocked by bundling
them together will have been lost.

The regulatory coherence agenda may be the most disappointing of
all. Whenever officials in the TPP have been asked about the twenty-
first century components of the agreement, they cite regulatory co-
herence. The idea was that all the economies would try to harmonize
standards in food, agriculture, and other areas if such a thing were
possible. If not, they would at least try to accept as small a set as pos-
sible of compatible, multiple standards. As an example, if Economy A
permitted a certain type of food safety inspection for apples, Economy
B would be willing to accept this certification, even if their own apple
inspection might be different. They would not be forced to harmonize
standards to the same degree (which was seen as fo0 ambitious), but
they would go beyond what is typically found in an FTA—especially
one with multiple parties.

The November 12, 2011, the Trans-Pacific Partnership Leaders’
Statement highlighted regulatory coherence in particular, noting that
members pledged to “work to improve regulatory practices, eliminate
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unnecessary barriers, reduce regional divergence in standards, promote
transparency, conduct our regulatory processes in a more trade-facili-
tative manner, eliminate redundancies in testing and certification, and
promote cooperation on specific regulatory issues.”

Such high ambition proved problematic to implement. It was espe-
cially difficult to get regulators from different ministries and agencies
to cooperate with trade officials in the TPP around a broad agenda of
increasing market access for members. In the end, the TPP chapter on
regulatory coherence will be about the institutional framework for co-
herence. It will contain information on inquiry points and procedures for
obtaining information and promoting transparency. It will not really dis-
cuss standards at all. Some of this material got put into the specific chap-
ters on sanitary and phytosanitary standards (SPS) or technical barriers
to trade (TBT). But in general, it proved too difficult to get regulators to
cooperate in the TPP.’ The final result will be much less ambitious and
twenty-first century than the early rhetoric would have suggested.

A LIVING AGREEMENT

All is not yet lost. One of the best ideas of the TPP from the beginning
was to create the TPP as a “living agreement.” The idea gained momen-
tum after officials observed problems in the World Trade Organiza-
tion’s (WTO) Information Technology Agreement (ITA), which was
being renegotiated at the same time that the TPP was getting under-
way. In the ITA, the electronics sector was liberalized and unleashed
tremendous growth, especially in Asia. However, officials soon came to
recognize that it had a serious flaw—given the method of negotiations
(a positive list), technology was only liberalized if it was included on the
list (c.f., Beltz 1997, Lee-Makiyama 2011, Lin 2011). This meant that
as new technology was developed, it was not automatically included for
market opening. Over time, and in a rapidly evolving industry, the ITA
became less and less relevant as fewer and fewer traded products were
covered. Record players might be eligible, but not smart phones, for
example. Getting economies to sit down and reopen negotiations also
proved extremely difficult and tedious.
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It is true that FTAs usually have a clause for regular reviews. How-
ever, in practice, such reviews are frequently not held or are largely
superficial. Even when economies take the review process seriously, the
revisions undertaken generally consist of changes to the legal language
of the document to bring sections into conformity with one another,
or to try to bring different FTA provisions into compliance with one
another. But periodic reviews have not, so far, been used for major re-
negotiations of an FTA.

Officials are not oblivious to these problems in other agreements.
There are generally two different approaches taken to avoid creating ob-
solete commitments in “modern” FTAs. First, officials try to negotiate
on the basis of a “negative” list. This approach means that new sectors
are automatically opened for partner preferences, unless members spe-
cifically meet and declare reservations to opening the sector. The TPP
uses a negative list for both services and investment, partly as a mecha-
nism for remaining relevant in the future without the need for complex
revisions to the agreement. It ensures that new industries and sectors
are automatically opened for investment or foreign competition.

Second, most next-generation F'TAs have complex committee struc-
tures built into their agreements from the beginning. The parties may
agree to create a general trade committee that meets every year or ev-
ery two years. This is supplemented with specific committees on goods,
services, investment, government procurement, and so forth. These sub-
committees or working groups are also scheduled to meet regularly—
often every two years.

However, while these committees have made arrangements to meet,
the actual practice of holding consistent, productive meetings has yet to
be seen. In many of the latest generation of FTAs, it is frankly too soon
to tell how well these committee structures will work because many have
only just been completed and no reviews have been held. If there is an
obvious flaw in the agreement, the committees will allow the parties to
correct the problem. But modifications or improvements to the agreement
to make it work better overall are less likely to happen. In most cases,
committee meetings will probably be short affairs attended by junior staft.

Recall the promiscuity of many TPP members, as they signed mul-
tiple FTA agreements. Chile has agreements with 60 economies. By the
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time it joined the TPP, Mexico had 12 F'TAs linking 44 economies. By
2013, Singapore had 20 agreements, with another 5 under negotiation.
Many of these deals come with complex committee structures for man-
agement. In most of the TPP economies, some portion of their trade
ministry officials could spend their whole careers just preparing for one
FTA committee review after another.

Because of this, TPP officials suggested a slightly different approach
early on in the talks. This FTA would become a “living agreement.”
This meant that it would not just be opened for annual reviews. Instead,
it would be up for regular and ongoing discussions and revisions going
forward. In this way, the TPP would never be out of date.

From an institutional perspective, a benefit of a living agreement is
that TPP member economies would dedicate specific individuals to
oversee and monitor their TPP commitments. The TPP would not just
be examined in the every-two-years committee period.

A living agreement could, for example, take the rather limited frame-
work for regulatory coherence in the original TPP document and, over
time, turn it into something much more substantial.® Regulators from
across the TPP economies could engage in ongoing meetings and be-
come accustomed to coordinating their regulations with one another
before proceeding with changes that might impact the membership.
New elements like sub-federal-level entities or states could be added
to the government procurement commitments relatively easily under a
living agreement provision. Reservations in specific service sectors or
subsectors could be removed over time without requiring a wholesale
renegotiation of the agreement.

The idea of the living agreement was discussed at length early on in
the TPP negotiations. It was then largely dropped from conversations
for most of the next three years while officials moved on to more sub-
stantive conversations about specific chapters. At the time of the end-
game negotiations in 2014, it is not clear whether the idea will survive at
all, or whether it will simply be a puffed up or enhanced version of the
regular FTA review mechanisms.
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A TPP SECRETARIAT

If it is to survive and be meaningful, a living agreement cannot be man-
aged without a robust secretariat dedicated to supervising the TPP
agreement. The intention of the TPP is to continue to expand in the
future—at least in terms of membership. If the living agreement idea
gains traction, the issue areas and coverage of the agreement will also
increase over time.

Even if it does not expand any further, the TPP includes nearly 30
chapters and 12 member economies. Many of the rules go well beyond
anything promised in the WTO or other FTAs. Commitments will be
phased in over the implementation period(s), with different start dates
likely for many members. This will add to the complexity of administer-
ing the agreement.

The TPP will require a dedicated staff to monitor implementation
and reach out to the business community in each of the member econo-
mies. Otherwise, the provisions negotiated at great cost and difficulty
through so many years are likely to be underutilized.

For example, many of the commitments in the agreement go well
beyond obligations made in the WTO. This will make it impossible to
use WTO dispute settlement for many issues in the TPP. Like most
FTAs, the TPP has its own dispute settlement mechanism (DSM).
However, unlike most F'TAs, the TPP DSM has been designed to
be actively used. Managing dispute cases will require an institutional
structure. If the DSM picks up momentum over time, the case load
could increase. It might even be possible to imagine a scenario under
which the TPP develops a standing dispute system (more similar to
the WTO).

Even leaving dispute settlement aside, such a complicated agreement
cannot be managed by trade officials in the Asia desk, as in many other
bilateral FTAs. Existing regional F'TAs do not extend nearly as far, nor
do they include such deep, behind-the-border commitments. The fact
that these FTAs have worked without a secretariat is not a convincing
argument for managing the TPP in the future. As it stands, many TPP
officials have already complained about the difficulties of coordination
in the negotiation stage.
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Some have suggested that the APEC Secretariat could be used as
the TPP Secretariat. After all, the TPP is officially one of the four
possible pathways to the Free Trade Area of the Asia-Pacific (FTAAP)
for APEC.” So far, all TPP members are also APEC members. The ac-
cession clause for the TPP privileges APEC members as well.® Leaving
aside the issue of whether or not the TPP might eventually become the
FTAAP, let us focus instead on whether or not the APEC Secretariat
could do double-duty as the TPP Secretariat as well.

There are at least three reasons why using APEC is problematic. First,
APEC’s own statement of purpose is to “serve as an incubator of ideas.”
'This function would be lost if the secretariat were to become somehow
divided between staff responsible for monitoring the TPP, and staff
incubating ideas in a nonbinding manner. APEC already has a very
complex organizational structure of its own, and an extremely small
secretariat staff to manage hundreds of meetings and thousands of par-
ticipants in a rotating set of locations.

Second, not all of the APEC members are also members of the TPP.
It is highly likely that the non-TPP members of APEC would find the
suggestion to convert APEC into the TPP Secretariat quite objection-
able. Even if only a portion of the APEC Secretariat was kept busy with
TPP tasks, it would run the risk of diluting the non-TPP portion of the
agenda.

Third, two of the possible pathways to the FTAAP are currently in
play—the TPP and the Regional Comprehensive Economic Partner-
ship (RCEP). The RCEP involves 16 parties in Asia, and may also need
a secretariat at some point in the future, depending on if this agreement
also progresses to become a kind of deep integration effort similar to the
TPP. But this would mean that the APEC Secretariat would eftectively
be split into three different elements—a nonbinding ideas hub in APEC,
the deeply ambitious TPP, and the (slightly?) less ambitious RCEP.

It is possible to argue that, in the long run, these functions might
merge again in the FTAAP. In the meantime, the costs involved in
setting up the institutional structure of a TPP Secretariat could
be significant. However, even if the TPP eventually evolves into the
FTAAP, such an outcome is likely to be well over a decade (and more
likely two decades) away. In the interim period, businesses could
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substantially benefit from a strong institutional structure to effectively
implement the complicated TPP agreement.

In short, using the APEC Secretariat as the TPP Secretariat is a
poor idea. The two ought to coordinate, but they must remain separate
to provide the best service to both institutions. The TPP needs its own
dedicated secretariat to manage this complex, binding agreement.

ACCESSION OF NEW TPP MEMBERS

In addition to the institutional issues around a secretariat, another
broader, long-term issue that must be sorted out prior to closure of the
TPP agreement is the procedures for accession of new members. Un-
der the current “rules,” new members have been admitted after first ap-
plying to the current members. Each prospective member must then
engage in a series of bilateral meetings to discuss possible irritants in
the relationship that may prove problematic for the group as a whole.
These issues may require resolution or progress toward resolution prior
to entry to avoid having them interfere negatively on negotiations with
others. Finally, the whole TPP membership has to collectively approve
the new member for admission. New members must then wait for final
domestic procedures to be completed before they are allowed to see the
negotiating texts and formally sit down with other members at the table.’

A further informal provision introduced when Canada and Mexico
joined in late 2012 prevented new members from “reopening” any closed
chapters or provisions that had already been agreed upon by the exist-
ing members. Outstanding issues (those remaining in square brackets,
which is how negotiators signal disagreements over specific points in a
text) could be discussed and new issues tabled, but anything resolved
could not be taken up again.

Taken as a package, these accession procedures suggest that, going
forward, the next tranche of TPP members will have no room for nego-
tiating on the TPP rules. New members will engage in bargaining over
their own market access commitments in goods, services, investment,
government procurement, and so forth, but they will have no input into
the rest of the document.
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From the perspective of those who have just spent more than four
years negotiating over every comma, clause, and paragraph in the ex-
isting agreement, such provisions make a great deal of sense. They do
not see any need for new members to be able to reopen any portion of
the document that was finally nailed down. After all, many probably
feel that the agreement was open to new members (particularly from
APEC economies) at any point starting in 2008. If any new economy
had wanted to enter at the negotiating stage, they could simply have
put their hand up, gotten in, and negotiated for whatever priorities they
might have wanted.

However, a lack of flexibility collides with one important political
reality. The TPP would be substantially strengthened if China—cur-
rently with world’s second-largest economy—enters. After all, one of
the most important factors driving this mega-regional is the opportu-
nity to knit together global value chains in a seamless trade agreement
that contains not just tariff reductions but also substantial behind-
the-border provisions. Since many of the presumptive second tranche
of members, such as China, South Korea, Hong Kong, and Chinese
Taipei, are deeply enmeshed in value chains across the Asia-Pacific re-
gion, getting them into the TPP would provide significant economic
benefits (Wignaraja 2013; Baldwin and Kawai 2013; Petri, Plummer,
and Zhai 2012).

For China, in particular, joining the existing TPP with no oppor-
tunity at all for discussing any of the existing provisions may present
political difficulties at the domestic level. This suggests that current
TPP members would be wise to think carefully about a mechanism
that would apply specifically to the first batch of new entrants in the
next tranche of negotiations. To write into the agreement that accession
terms are to be negotiated later with each new entrant will be unaccept-
able to many. Some sort of clarity, therefore, is needed on what sort of
accession provisions will be required of new aspirants.

One suggestion is that officials think creatively now about a clause
that gives certain measures of flexibility to the first set of members en-
tering the TPP. Such a clause will not allow a wholesale rewriting of the
agreement, but might allow for some modest changes, or perhaps par-
ticipation in writing new rules or new chapters. Done carefully, it would
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satisty the demands for new members to put their collective stamp on
the agreement, while not prolonging new negotiations.

Such a mechanism would also encourage any economy considering
membership to declare its interest. This would have the added benefit of
getting all potential new members into the deal at the same time. The
alternative could be to add new members on an ongoing and regular
basis, which would be deeply problematic.

Some sort of clause in the agreement that privileges entrants in the
first wave of new applicants could be extremely helpful in pushing TPP
expansion in the near term. The clause does not need to allow wholesale
changes to the existing text, but some ability to show flexibility may be
necessary to encourage new entrants. Otherwise, entry becomes a “take
it or leave it” proposition and increases the risk that prospective mem-
bers may opt to “leave it.”

CIRCLING BACK TO THE LIVING AGREEMENT

Managing revisions is tricky, of course. It also comes with one final
caveat for officials. Although there are some strong incentives to cre-
ate a living agreement overall that allows for general flexibility and
improvements to the document going forward, there is at least one
challenge to be addressed. For economies that require a ratifica-
tion procedure for approval of the TPP, there is, presumably, some
threshold level of change than cannot be exceeded in the docu-
ment before it triggers a new ratification process. In other words, it
remains to be worked out how much change can take place within
the TPP in terms of revisions to the text, rules, schedules, commit-
ments, new members, and so forth without going back to member-
state domestic procedures for ratification. These conditions should be
specified as clearly as possible in advance of closing the agreement so
that members know what to expect from one another in the future.
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CONCLUSIONS

Pressure has been building for closure of the TPP. Getting the deal
done is important. The economic benefits from this 12-party agreement
are likely to be substantial. But the TPP is not just another FTA. It
represents the chance to set a trade agenda for the future across a wide
range of topics for economies throughout the Asia-Pacific region. This
means that the agreement should not be settled in haste. More impor-
tantly, it also means that key decisions need to be reached about broader
issues related to the institutional structure of the TPP. These decisions
must be made now, before the deal is closed, on issues such as creat-
ing the TPP as a living agreement, setting up a TPP Secretariat, and
clarifying entry conditions for future members. These choices must be
made deliberately and carefully, even while officials are struggling to
get closure on the most highly sensitive issues remaining in settling the
agreement. It will not be easy, but wise decisions are necessary now to
ensure the long-term success of the TPP.

NOTES

1. To show how deep and enduring the sticking points have been in these
talks, the book by Lim, Elms, and Low (2012) is likely to have highlighted
nearly every problem area still contested in October 2013, although the
book was completed by the team of authors very early in 2012.

2. See also a longer version in “The Trans-Pacific Partnership Agreement:
Looking Ahead to the Next Steps,” Asian Development Bank Institute
Working Paper Series, No. 443, December 2013.

3. Of course, officials will quickly argue that they had other individuals they
could engage as resources whenever and wherever needed. But I believe
that history will show that most of the teams on the horizontal chapter
managed the bulk of the details on their own.

4. And, I would argue, this is even worse than it sounds—unless the TPP
creates a meaningful secretariat, such a website will rapidly collapse since
no one will be responsible for maintaining it.
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. If the living agreement idea takes off, this may not be a fatal blow, as
regulators would meet regularly to discuss changes and, perhaps, move
toward harmonization.

. Other than the European Union, perhaps the closest trade agreement to
a “living” agreement idea is the Australia—New Zealand Closer Economic
Relations (Leslie and Elijah 2012). Another potential model might be
APEC itself, where commitments made by member states evolve over

time. The difference, of course, with APEC is that APEC is not binding.

. 'The others are what is now called the Regional Comprehensive Economic
Partnership (RCEP) or ASEAN-Plus-Six, consisting of the 10 members
of ASEAN plus China, Japan, South Korea, India, Australia, and New
Zealand; ASEAN-Plus-Three; and “other.”

. 'The relevant clause is drawn from the original P4 agreement and reads,
“The Agreement is open to any APEC economy or any other State (Article
20.6), subject to terms to be agreed among the Parties.”

. In practice, this basically means that if a new member did not have

clearance from the US Congress in the form of existing coverage under

trade promotion authority (TPA), the new member had to wait for the

Office of the US Trade Representative (USTR) to inform Congress of
the intention to begin negotiations. New members then wait 90 days for

comments inside the United States before US domestic procedures were

considered concluded. For the existing members, Malaysia already “had”
approval under a stalled bilateral negotiation and could join the talks

almost immediately, but Japan, Mexico, and Canada did not and had to

wait 90 days before entry. This was true even though TPA technically

was expired, since the USTR was acting “as it ”’TPA rules were in place

tor TPP negotiations. For details on what is now called TPA, see Destler

2005, Fergusson et. al., 2013.
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Japan’s Approach to the TPP

Masahiro Kawai, Project Professor, Graduate School
of Public Policy, University of Tokyo

INTRODUCTION

Japan joined the Trans-Pacific Partnership (TPP) negotiations in July
2013 despite strong opposition from the domestic agricultural lobbies.
Since then, it has been negotiating on trade and investment rules with
other member economies multilaterally, and on trade liberalization
measures with other members, particularly the United States, bilaterally.
The TPP is expected to be a comprehensive, high-quality, twenty-first
century free trade agreement (F'TA), which covers 21 areas—market
access, rules of origin, services, investment, intellectual property rights,
competition policy, government procurement, the environment, labor,
and other areas. These are truly twenty-first century issues needed to
support supply chains developed in the Asia-Pacific region.

'The TPP is important for Japan, and will help to achieve economic
recovery after two decades of stagnation and to restore sustained growth.
It is part of the “Abenomics” growth strategy. In addition, pursuing
the TPP is consistent with Japans economic partnership agreement
(EPA) policies toward East Asia through the Regional Comprehensive
Economic Partnership (RCEP), and toward the EU through the Japan-
EU EPA.The TPP and the economic partnership agreements attempt to

23
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further connect Japan with the major centers of the world economy and,
thus, to generate significant economic benefits for Japan.

'This paper attempts to answer several key questions: What is the progress
so far from the Japanese perspective? What are important challenges for Ja-
pan to successfully complete a TPP agreement? What is next after the TPP?

_]APAN’S ECONOMIC CHALLENGES AND TRADE
POLICY STRATEGY

'The Japanese government considers it vital for the economy to recover
from two decades of economic stagnation. Without growth, Japan can-
not solve various important problems, such as securing and expanding
employment, maintaining a reliable social security system in an aging
society, and reducing public debt to a sustainable level.

From international comparative perspectives, the Japanese economy
has been relatively closed in terms of trade and foreign direct invest-
ment (FDI). Figure 1 demonstrates that Japan’s trade (both exports
and imports) and FDI stock (both outward and inward), measured as
a ratio of GDP, are low. This suggests that Japan can further open its
economy and integrate itself with the global market and to enhance its
growth potential.

Traditionally, Japan has been trading with and investing in the United
States and Europe. But in recent years, its trade and FDI relations with
emerging economies in Asia have deepened. Japanese multinational cor-
porations (MNCs) were the first that developed extensive production
networks and supply chains throughout emerging Asia, helping to cre-
ate “factory Asia” through advanced technological capabilities. Figure 2
shows that Japan’s trade dependence on China has been rising rapidly, as
have fears of overdependence on China and the perceived “China risk.”

As a result of heavy investment in Asia’s emerging economies, Japa-
nese firms have accumulated sizable FDI stocks in emerging Asia, which
have exceeded those in the United States and Europe (see Figure 3A).
Figure 3B demonstrates that the computed rate of return on FDI is
higher in emerging Asia—with the exception of those years immedi-
ately following the Asian financial crisis—than in the rest of the world.
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FIGURE 1 Japan’s Trade/GDP and FDI (Stock)/GDP Compared Globally
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This suggests the continued importance of emerging Asia for Japanese
businesses.

Given that mature markets in the United States and the EU re-
main important for Japanese MNCs, and that emerging Asia has been
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growing rapidly, it is natural for Japan to focus its trade and FDI poli-
cies on strengthening economic ties with the United States, the EU, and
emerging Asia.

Japan’s Trade Strategy

Japan had long taken a policy of liberalizing trade through the GATT/
WTO. In about 2000, however, Japan shifted from a WTO-only ap-
proach to a multi-track approach that uses both the WTO process and
economic partnership agreement (EPA) policies.

So far, Japan has implemented 13 EPAs with 1 region (ASEAN) and
12 economies (7 ASEAN economies, Mexico, Chile, Switzerland, India,
and Peru). Japan has just concluded an EPA with Australia and is now
under official negotiations with Canada, Colombia, the EU, the GCC,
and Mongolia, as well as with other ASEAN-Plus-Six economies (for
a RCEP), China and South Korea (for a trilateral EPA), and 11 Asia-
Pacific economies (for the TPP).

Until recently, several problems have stymied Japan's EPA approach.
One problem has been the low trade coverage of its EPA partners, which
at only 19 percent is lower than other developed economies (see Figure
4A). This reflected the fact that Japan had never forged EPAs with its
major trade and FDI partners—the United States, the EU, and China.
Recent efforts to start negotiations on the TPP, the Japan-EU EPA, the
China-Japan-Korea FTA (CJK FTA), and the Regional Comprehen-
sive Economic Partnership (RCEP) are potential solutions for address-
ing this problem. Indeed, these EPAs provide excellent opportunities
for Japan to further connect with the United States and the Pacific
side of Latin America, the EU, and China. They will also help Japan in
achieving greater openness in its economy and greater diversification of
its trade and FDI relationships.

Another problem has been that Japan’s FTA/EPA liberalization ra-
tio has been low, in the range of 84 percent to 88 percent (see Figure
4B). This is in sharp contrast with the liberalization ratios of most of its
trading partners. For example, the United States, the EU, South Korea,
Malaysia, and a few others have consistently achieved liberalization ra-
tios of more than 95 percent. The low liberalization ratio in Japan is a
result of protecting too many products, mainly in the agricultural sector.
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The elimination of tariffs has been hampered by policy considerations
toward the agricultural sector, which has been regarded as internation-
ally noncompetitive and in need of tariff protection. An important chal-
lenge for Japan is how to strengthen productivity and competitiveness of
its agricultural sector so that it could withstand pressures from greater
market opening and see eventual elimination of tariffs.

HIGHLIGHTS OF THE TPP

The TPP is often characterized as a comprehensive, high-quality, twen-
ty-first century free trade agreement (F'TA). This means that it aims to
eliminate all tariffs in principle, and includes trade and investment rules
that strongly support international supply chains. Twelve APEC econo-
mies are currently negotiating on the TPP, and South Korea, the Philip-
pines, and Thailand may join in the near future. The negotiations cover 21
areas (with 29 chapters), including market access to goods (tariff elimi-
nation), rules of origin, services, investment, and so forth.!

One of the distinct features of the TPP is the diversity of its nego-
tiating members, which include developed and developing economies,
as well as agricultural exporting and importing economies.” Reaching a
meaningful, high-quality agreement among them has been a difficult task,
though some progress has been made. The most contentious issues have
been market access, intellectual property rights (IPR), competition policy
(particularly state-owned enterprise [SOE] reform), government pro-
curement, investment (particularly the investor-state dispute settlement
[ISDS] system), the environment, and labor. Table 1 provides a summary
of the issues and different views among the negotiating members.

Market access issues are negotiated bilaterally between a pair of econ-
omies under the TPP framework.* The most serious bilateral negotiations
have been taking place between the United States and Japan. Japan has
been aggressive about opening US markets for manufactured products,
particularly automobiles and home electric appliances, while it is defen-
sive about protecting its own agricultural product markets. As another
example, Vietnam has been aggressive about opening US markets for
textiles, while the United States has been defensive.
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TABLE 1 Contentious Issues in T'PP Negotiations as of June 2014

Economies most

Areas . Issues
involved
The US claims that Japan's tariffs on agri-
Market access | US vs. JPN cultural products should be substantially

reduced. Japan claims that auto tariffs in the
US should be eliminated.

The US claims that data for pharmaceutical
products and copyrights (for novels, movies,

(NZL, MAS)

Intellectual US (UJPN) vs. MAS :
roperty rights | & VIE music, etc.) should be protected for a long
propertyrig period, while Malaysia and others claim that
such protection should be for a short period.
The US claims that policies that favor SOEs
Competition US (AUS, JPN) vs (such as subsidies) should be abolished to
oIicp MAS VII—f BRU ' establish a level playing field against private
policy ' ' firms, while Malaysia and others argue against
such a claim.
Government SIN (US, JPN) vs Singapore and others argue that government
rocurement MAS VIILZ BRU ‘ procurement should be opened to foreign
P ' ’ firms, while Malaysia and others are reluctant.
The US and others argue that an investor-
Investment US (JPN) vs. AUS state dispute settlement (ISDS) system

should be introduced, while Australia and
others are against it.

Environment

US (CAN, JPN) vs.
VIE, MAS

The US and others argue that environmental
standards for firm activity should be improved,
while Vietnam and others are reluctant.

Note: AUS=Australia, BRU=Brunei, JPN=Japan, MAS=Malaysia, NZL=New Zealand,
SIN=Singapore, US=United States, VIE=Vietnam.

Source: Compiled by the author from various sources.

Trade and investment rules are negotiated multilaterally among all
economies. On IPR issues, the United States currently protects data for
new pharmaceutical products for five years (as do Malaysia, Vietnam,
Australia, and New Zealand) in principle, but insists that the protection
period should be lengthened to 10 years. On copyright protection for
novels, movies, and entertainment products, the United States argues
for the protection period to last for 70 years (as done in the US, Singa-
pore, Australia, Chile, and Peru), while Mexico protects for 100 years
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and other economies (Japan, Malaysia, Vietnam, New Zealand, Brunei,
and Canada) offer 50 years of protection.

Ensuring a level playing field in markets where state-owned enterpris-
es (SOEs) have significant presence is also a contentious issue. Malaysia
and Vietnam are vehemently resisting US demands that SOEs should
stop receiving favorable treatment from the government. The Malaysian
government claims that such reforms would force it to reconsider its
long-standing policy of promoting indigenous Malays and, thus, could
change the foundation of the society.

Government procurement is another sensitive area. Economies that
have opened procurement processes in their central governments and,
at least partially, in their local governments include Japan, the United
States, Australia, Canada, and Peru. Economies that have opened their
central government procurement to foreign firms are Mexico, Chile,
New Zealand, Singapore, and Brunei.* For those economies that have
not opened any procurement—namely, Malaysia and Vietnam—the
challenges are significant.

Developing-economy members may need somewhat different treat-
ments in most of these areas. For example, the protection period for
data of some pharmaceutical products (to combat contagious diseases,
for example) may have to be shorter in developing economies than in
developed ones, as the former need low-cost generics. A sufficiently long
period should be allowed for SOE reforms in developing economies. It
is noted that Malaysia and Vietnam represent the interests of many de-
veloping and emerging economies, a role that China would play if it were
a negotiating member of the TPP.

Income Gains under Alternative TPP Scenarios

A study by Petri, Plummer, and Zhai (2012) has examined the impact of
the TPP and other scenarios on incomes of TPP member economies, as
well as others. Figure 5A demonstrates that the TPP has a positive im-
pact on world income, measured by the percentage change in 2025 from
baseline scenarios, but that this impact is less than that of the RCEP
and much less than that of a Free Trade Area of the Asia-Pacific (FTA-
AP). Thus, the study suggests that once the TPP has been agreed upon,
APEC members should combine the TPP with the RCEP to forge an
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FIGURE 5 Income Gains under Alternative Scenarios

FTAAP, as this would generate higher income from a world perspec-
tive. Figure 5B shows that Malaysia and Vietnam, which are engaged in
many contentious negotiations with the developed economies, will actu-
ally be big winners as a result of the TPP. They are advised to conclude
the TPP by pursuing domestic reforms, which would lead to agreement
on contentious trade and investment rules. In addition, the study shows
that as membership grows, income gains for each member will also rise.

OPPORTUNITIES AND RISKS OF TPP FOR JAPAN

Japan decided to join TPP negotiations in July 2013 in the midst of ex-
tensive domestic debate. The business sector strongly supported partici-
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pation in TPP negotiations, while the agricultural lobbies were strongly
opposed to such a move. A central feature of Prime Minister Shinzo
Abe’s growth strategy, announced in June 2013, included economic part-
nerships such as the TPP.

Opportunities for Japan

As a key pillar of the growth strategy, the TPP can (1) stimulate for-
eign firms’ investment in Japan; (2) increase Japanese producers’ access
to goods and services markets in member economies with whom Japan
has not had EPAs, particularly the United States; and (3) provide more
confidence for Japanese multinational corporations investing in member
economies through more equal treatment of foreign investment and IPR
protection in host countries. It also provides opportunities for Japanese
small- and medium-sized enterprises to conduct business through sim-
pler trade procedures and movements of business people.

But the largest intangible benefit for Japan would be that it could
participate in designing trade and investment rules for the twenty-first
century Asia-Pacific region. As the TPP is potentially a step toward an
FTAAP, the rules under the TPP will likely form the basis for future
common rules in the Asia-Pacific region.

The TPP can have other benefits as well. It can strengthen Japan-US
political relationships and allow diversification of Japan’s trade, given the
fear of overdependence on China and the perceived China risk. It also
rectifies Japanese firms’ disadvantageous positions in the US markets
relative to South Korean firms, which enjoy preferential tariffs. The TPP
negotiations can induce China to be more firmly committed to RCEP
negotiations, as well as push the EU to accelerate official negotiations on
a Japan-EU economic partnership agreement. Finally, the TPP provides
an opportunity to reform and strengthen Japan’s agricultural sector in a
fundamental way.

The advantageous position given to South Korean firms is worthy of
further explanation. With the implementation of the South Korea-US
(KORUS) FTA in January 2012, Japanese firms have become less com-
petitive in the US market relative to South Korean manufacturers. South
Korean firms now enjoy preferential tariffs in the United States (and in

the EU with the implementation of the South Korea—EU FTA in July
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2011), while Japanese firms do not. For example, Japanese car producers
face a 2.5 percent tariff on automobiles and a 25 percent tarift on trucks,
while South Korean producers face zero tariffs. Tariffs are levied on
Japanese producers of bearings (9 percent), polyethylene and polyester
(6.5 percent), and color televisions (5 percent), while their South Korean
counterparts can export tariff-free. The TPP can correct this imbalance.

Initial Concerns about the TPP

While Japan’s government decided to join TPP negotiations, various
concerns were expressed by the public about possible negative conse-
quences of the TPP.

First, the TPP would require the immediate tariff elimination on all
products, thereby exposing domestic noncompetitive sectors—such as
the agricultural sector—to fierce competition from abroad and result-
ing in the collapse of these sectors. If the agricultural sector is severely
affected, food self-sufficiency would also be further reduced and food
security threatened.

Second, the TPP would weaken the Japanese social security system,
particularly its universal health and medical insurance system, because it
would allow private firms to enter the medical industry (such as hospi-
tal management). In addition, higher protections of pharmaceutical IPR
would lead to higher costs of medical drugs (such as generics). Critics ar-
gued that a private sector—driven health and medical system could create
a huge divide between the haves and the have-nots, and reduce the quali-
ty of services to low-income people. According to them, this would not be
consistent with the idea of a universal healthcare system. Compounding
the problem, less-qualified medical professionals might immigrate from
abroad, reducing the overall quality of medical services in Japan.

Third, insurance services provided by Japan Post Insurance (JPI) and
cooperative credit institutions would be prohibited from receiving favor-
able treatment from the government, and would be required to behave
as if they were private entities. The reason is that JPI, as a government-
owned insurance provider, enjoys a number of statutory, regulatory, and
other governmental privileges. Cooperatives offering insurance also en-
joy business, tax, and regulatory advantages over foreign insurance pro-
viders, which would distort market competition with the private sector.’
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The fear is that once these insurance providers stop receiving favorable
treatments, people in local or remote areas might lose access to such ser-
vices as a result of their transformation into private-like entities.

Fourth, the TPP would open local government procurement to for-
eign firms, shifting business opportunities away from domestic firms. It
would allow foreign investors’ legal disputes against the state to expand
and might undermine national sovereignty. In addition, the TPP might
also allow more imports of unsafe food because of relaxed food safety
standards.

Most of these initial concerns were based on misinformation and/or
misunderstanding of the TPP. As information on the bilateral negotia-
tions between the United States and Japan has been revealed, most of
these concerns have dissipated. However, concerns over the negative im-
pact of the TPP on agriculture have persisted, and they deserve further
attention.

Economic Impacts of the TPP on Japan

Government reports about the impact of the TPP on agriculture have
been contradictory. The Ministry of Agriculture, Forestry, and Fishery
(MAFF) emphasized serious negative impacts, while the Cabinet Office
and the Ministry of Economy, Trade, and Industry (METI) reported
positive impacts.

MAFF estimated that the TPP would cause significant damage to
both Japan’s agriculture and the overall economy. Under the assumption
that all tariffs on agricultural imports were eliminated, the report found
that agricultural production would decline by 4.1 trillion yen, the value
of multifunctional agriculture would drop by 3.7 trillion yen, employ-
ment opportunities would be lost in the amount of 3.4 million jobs, and
GDP would decline by 7.9 trillion yen. The food self-sufficiency rate
would decline substantially, from 40 percent to 14 percent.

A Cabinet Office report (2010 supported by Kawasaki 2011) con-
cluded that Japan’s participation in the TPP, and its elimination of tariffs,
would raise real GDP by 0.48 percent to 0.65 percent (see Figure 6).° It
also found that Japan’s nonparticipation in the TPP (while South Korea
implemented FTAs with the United States, the EU, and China) would
cause a decline of Japan’s real GDP by 0.13 percent. The reason for this
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FIGURE 6 Benefits of Various F'TA Scenarios for Japan (% of GDP)

is that Japan’s exports and production of automobiles, electric and elec-
tronic products, machinery, and other manufacturing goods will decline,
as firms in these sectors lose market shares in the United States, the EU,
and China due to competition from South Korean firms. These negative
impacts on the manufacturing sector would be large if Japan did not
participate in the TPP.

An analysis conducted by METT showed that Japan’s failure to par-
ticipate in the TPP and conclude EPAs with the EU and China (while
South Korea implemented FTAs with China in addition to the United
States and the EU) would reduce Japan’s real GDP by 1.53 percent in
2020, relative to the benchmark case. There would be a loss of 812,000
jobs. Japan’s exports, production, and GDP would all decline.

An additional finding was that Japan’s participation in the TPP would
make a notable difference to some Asian members, particularly Vietnam
and Malaysia. The reason for this is that the economic size of Japan is
large enough to create additional benefits to smaller developing econo-
mies. Thus, Japan’s participation in the TPP benefits not only Japan, but
also developing member economies in Asia.
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PROGRESS ON THE TPP NEGOTIATIONS

The most difficult issue for Japan in its bilateral negotiations with the
United States has been the tarift reduction of agricultural products, par-
ticularly pork and beef. The second difficult issue is the auto market in
both Japan and the United States. The results of bilateral negotiations
between the United States and Japan are important for the TPP nego-
tiations as a whole, given that the combined GDP of the two economies
accounts for more than 80 percent of the total GDP of all negotiating
members.

Tariff Reductions on Agricultural Products

The Japanese government identified five critical product categories to
be protected from tariff elimination. These were rice, wheat, beef and
pork, dairy products, and sugar. The five categories include 586 tariff
line products. Table 2 shows that there are altogether 9,018 tariff line
products in Japan. Of these, 8,089 tariff line products have been subject
to tariff elimination (with the maximum potential liberalization rate of
89.7 percent) and the remaining 929 tariff line products—including
the five critical product categories (586 tariff line products) and other
sensitive products (343 tariff line products)—have never been subject
to tariff elimination.

The bilateral negotiations have revealed that the United States is not
particularly interested in opening the Japanese rice market. Rather, it is
interested in opening the pork and beef markets and, to a lesser extent,
the dairy product market. The United States is the largest producer of
beef in the world, and the second-largest producer of pork (following
China). It exports about US$7 billion worth of beef and US$6 billion
worth of pork. Japan is the largest importer of US pork. Figure 7 shows
that in the Japanese beef market, Japanese producers are the largest sup-
plier (accounting for 42 percent), followed by Australian (36 percent)
and US (15 percent) producers. In the Japanese pork market, Japanese
producers account for 55 percent of total supply, and the United States
is the largest foreign supplier of pork, accounting for 18 percent of the
market. For US producers of pork and beef, Japan is indeed one of the
most attractive markets in the world.
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TABLE 2 Classification of Japan’s Import Products

Products that have
never been subject
to tariff elimination
(929 tariff lines,
10.3%)

Five critical prod-
uct categories
(586 tariff lines,
6.5%)

Rice (58)
Wheat (109)

Beef (51) and pork (49)

Dairy products (188)

Sugar (131)

Other sensitive
product cat-
egories (343 tariff
lines, 3.8%)

Agricultural, for-
estry, and fishery
products (248)

Fishery (91)

Beans (16)

Konjak (3)
Prepared food (30)
Plywood (34)

Manufactured products (95)

Products that have been subject to tariff elimination
(8,089 tariff lines, 89.7%)

Total number of Japanese imports (9,018 tariff lines)

Source: Compiled by the author from various sources.

Market for beef (thousand tons)

Mexico 20

New
Zealand
30

Australia
310

Other 10

Mexico 50

Denmark
120

Market for pork (thousand tons)

Chile 30

Canada
170

Source: Ministry of Agriculture, Forestry, and Fishery.

Other 100

FIGURE 7 Japanese Markets for Beef and Pork: Major Supplier Countries , 2012
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'The United States and Japan have been negotiating intensively on the
extent of tariff reductions, the time frame for tariff reductions, condi-
tions for triggering safeguard measures, and use of low- or zero-tariff
import quotas. Japan would like to protect their beef and pork produc-
ers by maintaining high tariffs, pursuing gradual reductions over long
time periods (more than 10 years), and adopting easily usable safeguard
measures.” In contrast, the United States would like to open the Japa-
nese beef and pork markets by reducing tariffs as deeply and quickly as
possible, and by constraining implementation of safeguard measures. It
appears that it would not insist that tarifts be completely eliminated
on the five critical agricultural categories, as long as US producers can
meaningfully increase exports of their products.

In the case of rice and wheat, it is likely that the current high tariffs
will remain, while Japan will introduce special tarift-free import quotas
for US rice and wheat under private trading. For dairy products, Japan is
considering setting up low- or zero-tarift import quotas on cheese. Sugar
has not been discussed.

Thus, tariff reductions are expected for beef and pork, but tariff elimi-
nation is unlikely to occur. This poses a problem with regard to the lib-
eralization ratio for Japan. To achieve a high liberalization rate, such as
95 percent or higher, tariffs need to be eliminated among the five critical
product categories and other sensitive categories that have never been
subject to tariff elimination. It turns out that of the five critical product
categories (586 tariff line products), 181 tariff line products have not
been imported over the 2008-2012 period, and can potentially be sub-
ject to tariff elimination. If the Japanese government can further identify
269 tarift line products for tarift elimination from these critical and sen-
sitive categories, the liberalization ratio could reach 95 percent.

Japanese and US Automobile Market Issues

The United States has been insisting that the Japanese automobile mar-
ket is closed. Figure 8 shows that Japanese automobiles account for 95.5
percent of the Japanese market, and foreign automobiles account for
only 4.5 percent. In contrast, US automobiles account for 47 percent
of the US market and Japanese automobiles account for 35 percent of
the US market. The United States interprets these figures as an indica-
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tion that Japan’s automobile market is closed, while the US market is
open. As Japan’s tariff on auto imports is zero, the United States argues
that nontariff barriers to trade are responsible. That is, Japan’s automo-
tive regulations—such as safety standards—make it hard for US autos to
be imported. They argue that auto sector rules and regulations in Japan
are often developed in a nontransparent manner without consultation
with foreign producers. In addition, Japan provides preferential treatment
to a specific car segment, the tiny kei (light) car, which is manufactured
only in Japan. Japanese automakers, on the other hand, believe that the
Japanese market is fully open, and wonder what the United States really
wants. Although it seems to want Japanese safety standards to be relaxed
and the preferential treatment of light cars to be dismantled, it is not clear
whether US auto sales in Japan would expand even with these changes.

Japanese automakers would like to see auto tariffs in the United States
(2.5 percent for automobiles and 25 percent for trucks) eliminated. The
United States seems to be agreeable, but tarift elimination could take
place over the longest possible time frame allowed under the TPP, such
as 20 years. This is not an acceptable proposition for Japan.

CONCLUSIONS

Japan needs to further open its economy and integrate with the global
economy, particularly the United States, the EU, and emerging Asia. The
TPP, now led by the United States, aims to achieve high levels of open-
ness among like-minded economies and is a key step toward an FTAAP,
together with a RCEP. Japan can benefit from joining the TPP because
it affords greater market access, protection of its investment abroad, en-
forcement of IPR rules, and attraction of foreign investment.

The bilateral negotiations between the United States and Japan have
revealed that the TPP would not require immediate elimination of tar-
iffs on all products, but that many exceptions could be allowed. Japan’s
rice tariffs will most likely remain untouched. The US auto market will
likely achieve zero tariffs on Japanese autos, but over a long time pe-
riod. These developments run counter to initial expectations of the TPP.
Nonetheless, the progress that has been made should be valued highly.
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FIGURE 8 Auto Markets in Japan and the US

A major challenge for Japan to successfully complete the TPP is to
improve the productivity and competitiveness of the agricultural sector,
particularly beef and pork producers, through comprehensive reforms.
Japanese authorities may consider changing the mode of protection away
from border measures (such as tariffs and quotas) to domestic measures
(such as income transfers) if agricultural protection is to continue long
term. It is important for Japan to open the beef and pork markets to the
maximum extent for the benefit of domestic consumers, and to see tariff
elimination on autos in the United States within the shortest possible
time frame. Another challenge is to remove or reduce behind-the-border
regulations, which would also be required for a Japan-EU EPA.

The US negotiators must obtain trade promotion authority (TPA) to
make sure that the TPP will be ratified without major problems and de-
lays. Otherwise, other negotiating members might not be able to make
maximum possible concessions as the US Congress could force renego-
tiation without the TPA.

Once the TPP is implemented, the Asia-Pacific economies need to

connect the TPP with the RCEP to forge a greater FTAAP. This is likely
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to take the form of an increasing number of RCEP members joining
the TPP. In this sense, the TPP has the role of setting a benchmark that
other developing and emerging economies, such as China, India, and
Indonesia, will eventually accept.

'The next step would be for member economies of the TPP and TTIP
to work together to further connect the two mega-regionals, starting
with the adoption of common trade and investment rules, particularly
rules of origin. This would be a bottom-up approach to global integra-
tion that counterbalances the WTO’s top-down, often poorly function-
ing approach. Hopefully, this process will put pressure on the WTO to
restore its function of promoting global integration without discrimina-
tion.

NOTES

1. 'There is a discussion in the US as to whether the TPP should include a
currency manipulation clause. Currency manipulation is said to be present
when foreign exchange market intervention prevents currency appreciation
in the presence of a large current account surplus.

2. In the case of the US-EU FTA, called the Transatlantic Trade and
Investment Partnership (TTIP), negotiating members are all developed
economies and relatively homogeneous. In this sense, given the diversity
of WTO members, the TPP could be a model for future multilateral trade
and investment liberalization. This model might be pursued by a future
WTO,if the organization could be significantly reactivated and remodeled.

3. 'This means that any one country’s agreed on tariff tables will not be
common vis-a-vis TPP partner members. The US, Canada, and Mexico
have taken the approach that each economy’s tariff tables can be differ-
ent depending on bilateral partners, which was essentially the approach
adopted by NAFTA. Australia, New Zealand, and Singapore, on the
other hand, take the view that each economy should establish common
tariff tables vis-a-vis all TPP bilateral partners. The former approach can
easily accommodate exceptional treatments vis-a-vis particular partners,
while the latter approach tends to limit such treatments. Japan appears
to prefer the former approach for agricultural products, and the latter for
manufactured products.
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. Japan, the United States, Canada, and Singapore are signatories of the
WTO Agreement on Government Procurement (GPA) of April 1994
(signed by 15 parties, including Hong Kong, South Korea, and Chinese
Taipei in Asia).

. As aresult, the United States wants JPI not to provide new or modified
products, such as cancer insurance, until level playing fields have been
established between JPI and US insurance suppliers (like Aflac). JPI seems
ready not to introduce new insurance products.

. 'The Cabinet Office report also estimated the benefit of forming an
ASEAN-Plus-Three FTA to be 1.04% of real GDP, the benefit of
ASEAN-Plus-Six FTA to be 1.10% of real GDP, and the benefit of
forming an FTAPP to be 1.36% of GDP. These are typically smaller than

the Petri-Plummer-Zhai estimates.

. When imports of a certain product surge in value within a short period of
time, the importing country’s government can invoke safeguard measures

by applying high tariffs on the product.

SOURCES

Cabinet Office, Government of Japan. 2010. “EPA ni kansuru kakshu no

shisan (Various Simulations on EPAs).” October 27.

Kawasaki, Kenichi. 2011. “Determining Priority among EPAs: Which trading

partner has the greatest economic impact?” RIETT Column 318, May 31.

Petri, Peter A., Michael G. Plummer, and Fan Zhai. 2012. 7he Trans-Pacific

Fartnership and Asia-Pacific Integration: A Quantitative Assessment. Policy
Analysis in International Economics No. 98. Washington, DC: Peterson
Institute for International Economics and East-West Center.



Canada and the TPP

Short-1erm Tactics and Long-1erm Strategy

Hugh Stephens, Vice Chair, Canadian National Committee

on Pacific Economic Cooperation

There are valid questions about whether it will be possible to bring
the Trans-Pacific Partnership (TPP) to a successful conclusion within
a reasonable time frame, but Canada is firmly committed to—and
needs—a successful outcome, despite its early ambivalence toward
the agreement. There are still a number of difficult issues to be dealt
with in the negotiations, made more complex by the addition of new
participants such as Japan and the narrow room for maneuver of US
negotiators, given the administration’s lack of trade promotion authority
(TPA) from Congress, and considerable congressional opposition to
granting such authority. Given all these concerns, one might well ask:
why was Canada so keen to join the TPP, and why is it so committed
to the TPP now?

THE STAKES FOR CANADA

For Canada, the TPP is both an end in itself (that is, a vehicle for
trade liberalization and job growth), and a means to an end, which is
to reestablish Canada’s economic credentials in the Asia-Pacific region

44
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generally. The TPP is rightly seen as one of the vehicles that could be-
come the foundation for a Free Trade Area of the Asia-Pacific (FTAAP).
The other, at the moment, is the Regional Comprehensive Economic
Partnership (RCEP) process, an ASEAN-centered plurilateral negotia-
tion that includes all 10 ASEAN states, plus China, South Korea, Japan,
India, Australia, and New Zealand. Canada and the United States are
excluded. The Pacific Economic Cooperation Council (PECC) has es-
timated—based on economic modeling work done by Peter Petri and
Michael Plummer—that a 12-economy TPP (including Japan) will
lead to economic gains of US$295 billion by 2025. The RCEP will lead
to gains of almost double that amount, totaling US$500 billion, owing
in part to higher existing barriers in the RCEP economies that will be
removed. The real payoff, however, comes with a combined TPP and
RCEP in the form of the FTAAP, which will bring gains of US$1.9
trillion in 2025.

In addition to being a potential pathway to the holy grail of the FTA-
AP, the TPP has a very real significance for Canada beyond protecting its
access to the US market. A key player for Canada is Japan. Japan’s (and
potentially South Korea’s) entry into the TPP was a significant factor in
Canada’s decision to seek participation. Japan is Canada’s fourth-largest
export market, but much of Canada’s exports to Japan compete directly
with the United States. While Canada and Japan have launched bilateral
negotiations, there is no guarantee that this process will be successful. It
is important, therefore, for Canada to be at the TPP table with Japan,
along with the United States, engaged in a process where the removal of
trade barriers to the Japanese market is being discussed.

With a population of only 35 million, Canada learned a bitter lesson
from its experience with South Korea, which lost interest in concluding
a deal with Canada once the South Korea—US and South Korea—EU
deals were completed. Canada, as a smaller economy, does not have the
same negotiating leverage as the United States, yet obtaining access to
the South Korean market for those Canadian products, such as pork and
beef, that compete directly with similar or identical US products was an
essential negotiating objective for Canadian officials. Canada’s unwill-
ingness to settle for second-best, combined with South Korea’s lack of
interest and opposition from some auto manufacturers based in Canada,
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led to the current impasse. (Since the original date of writing, Canada
and South Korea have successfully concluded their bilateral F'TA, with
agreement reached on March 11, 2014). Canada needs to avoid a simi-
lar outcome in its negotiations with Japan, where the attraction of the
US market for Japan may trump interest in doing a bilateral deal with
Canada. Recent indications of South Korea’s willingness to join the TPP
provided an added lever that Canada apparently used as a way to break
the South Korea—Canada logjam.

CANADA’S DELAYED PARTICIPATION

When Canada was officially invited to join the negotiations in Los Cabos,
Mexico, in June 2012, it marked (for Canada) an important milestone
on what had become a long and tortuous road to participation. Canada’s
invitation came a day after the invitation was extended to Mexico, and
the hitch in what was supposed to have been a simultaneous invitation
demonstrated the difficulty that Canada faced in convincing the US ad-
ministration—and some other TPP economies—that its presence would
be a positive element toward a successful outcome. At the same time, it
seemed to reflect the reality of Canadian ambivalence toward the TPP
process.

The fact that Canada was not openly welcomed is somewhat surpris-
ing given its economic heft (by most counts, it is the world’s tenth- or
eleventh-largest economy) and its massive trading relationship with the
United States. In fact, in his letter to Congress seeking approval for the
administration’s invitation to Canada to join the TPP negotiations, then
US Trade Representative Ron Kirk noted that US exports to Canada
totaled US$337 billion in 2011, the largest export market for US goods.
He went on to say, “We have conducted in-depth discussions with Cana-
da about the standards and objectives that the TPP countries are seeking,
particularly in those areas where the standards and objectives are higher
than those that exist in the North American Free Trade Agreement
(NAFTA). Canada has assured us of its willingness to negotiate on these
issues and its preparedness to achieve these high standards together with
other TPP countries.”
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But Canada was a latecomer, and had to work overtime to push its
way into the negotiations. Its Asia credentials had lapsed. Although
Canada has had a long history of engagement with Asia—going back
to the days of the Colombo Plan in the 1950s, becoming an ASE-
AN dialogue partner in 1977, being a founding member of the Pacific
Economic Cooperation Council (PECC) in 1980, and being a found-
ing member of APEC in 1989—in recent years, it has neglected to
maintain its previous level of engagement with Asia. Part of the reason
can be blamed on a series of minority governments from 2004 through
2011, which resulted in a degree of political uncertainty and relative
lack of interest in foreign policy and trade issues on the part of Ca-
nadian political leaders—other than in the war in Afghanistan, which
became a significant political liability as Canadian casualties mounted.
Even though Canada launched FTA negotiations with Singapore in
2001 and with South Korea in 2004, these negotiations did not make
progress. When Canada was offered a chance in 2005 to join the then
Pacific 4 (P4), the precursor to the TPP, it wasn't interested. Even after
the United States breathed new life into what became the TPP, Cana-
da’s attention was elsewhere.

ROLE OF THE UNITED STATES

For Canada, the overriding policy issue has always been access to the
US market. This was the driving motivation for the Canada-US FTA
in 1989 that developed into NAFTA. Instead of focusing on the TPP
negotiations, it was all too easy for Canadians to focus on the huge US
market just next door. In addition, there were concerns in Canada that
“sensitive” issues, such as supply management in dairy, would have to be
addressed if it entered into talks with economies like Australia and New
Zealand. Moreover, the United States had—and still has—ongoing con-
cerns in Canada regarding a number of trade issues, such as its cultural
exception, and Canada was concerned that these might be reopened. As
a result, during the early phases of the TPP, Canada showed no inter-
est. The 2008 global financial crisis changed Canadian attitudes, as it
changed much else.
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The slowdown in the US economy in the wake of the financial crisis,
combined with the growing economic clout of Asia, became a wake-
up call impossible to ignore. The business community was calling for
bold moves to get Canada back in the game in Asia. The Conservative
government of Stephen Harper had positioned itself as the party of eco-
nomic growth and jobs, and—after a series of minority governments—it
finally won a majority in 2011. Part of Prime Minister Harper’s econom-
ic platform was to push for trade liberalization across the board. In May
2009, negotiations were launched with the EU on a Canada-EU Trade
Agreement (CETA). Other initiatives followed: a bilateral framework
was established with the United States to discuss border issues that im-
peded trade, and a full-court press was mounted to get Canada into the
TPP. But despite Canada dropping broad hints that it would be open to
an invitation to join the talks, the welcome mat was not rolled out. Apart
from New Zealand’s well-known antipathy to Canada’s supply-managed
dairy policies, the US response was guarded—and distinctly cool.

Several reasons have been advanced for the lack of enthusiasm on
the part of the United States for Canadian participation. Despite their
NAFTA partnership and the fact that the vast majority of Canada-US
trade crosses the border without problems, there have been a number
of bilateral disagreements. The United States may have felt that these
issues would not be helpful additions to the TPP negotiating agenda. In
the eyes of some in Washington, DC, Canada would be more of a hin-
drance than a help. One of the principal areas of concern was intellectual
property (IP) rights protection, where US copyright industries were un-
happy with Canada’s weak copyright regime, as well as issues regarding
the length of protection for pharmaceutical patents. There was no doubt
concern that Canadian insistence on protecting its “cultural industries”
could potentially contaminate negotiations with some of the other TPP
economies in ways that would not be helpful to the United States. Final-
ly, adding a new and potentially “difficult” partner part way through the
negotiations would do nothing to speed up what was already becoming
a protracted process. Canada was reluctant to openly profess interest lest
it be publicly rebuffed. Finally, at the Honolulu APEC Summit in No-
vember 2011, Prime Minister Harper took the plunge (presumably after
getting the signal that the United States would not oppose Canada’s and



CANADA AND THE TPP 49

Mexico’s TPP applications)? and declared the TPP to be a process “that
Canada was interested in moving forward on.” Canada’s International
Trade Minister Ed Fast was dispatched on a trans-Pacific odyssey of epic
proportions, visiting all TPP capitals in the space of a few months. In
each, he secured either supportive or benign statements regarding Cana-
dian participation. This admirable demonstration of determination did
not go unnoticed, and the effort to “surround” the United States by get-
ting other partners on board was partially responsible—along with heavy
Canadian lobbying of both government and business groups in Wash-
ington, DC—for securing the full support of the Obama administration
and in successfully navigating the congressional approval process. Many
US businesses with operations in Canada (and Mexico) were becoming
concerned that the exclusion of their Canadian operations from TPP
preferences could complicate supply chains. There was additionally the
opportunity to update and complete some of the unfinished business
of NAFTA. Canada could even be helpful in some areas, such as the
controversial investor-state provision, given its experience with such a

regime in NAFTA.

OPPOSITION IN CANADA

After the announcement that Canada would be joining the negotiations
(once the necessary consultation with Congress had been completed), a
vocal and active anti-TPP chorus emerged in Canada. This was fueled
largely by those with a mistrust of trade liberalization generally (such as
anti-WTO groups), but also because of the terms on which Canada was
admitted—the so-called “take it or leave it” provisions. The “anti-just-
about-everything” nature of the opposition was perhaps best summed
up by a quote from the advocacy group the Council of Canadians. The
TPP, said the group, “could lead to the dismantling of Canada’s impor-
tant supply management regimes for dairy, poultry, and egg production;
the race-to-the-bottom potential in a proposed regulatory harmoniza-
tion chapter; extreme intellectual property protections for big drug com-
panies that would limit access to life-saving medicines; investor-state
provisions that would allow companies to sue governments over rules
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to protect the environment; government procurement restrictions, and
copyright rules that undermine Internet freedom.” These same voices
are now busy denouncing the Canada-EU Trade Agreement (CETA),
on which agreement in principle was announced on October 18, 2013.
That agreement maintained Canada’s supply management system, but
allowed for a doubling of European quotas for cheese; opened subna-
tional government procurement to European companies; and extended
the patent protection period for pharmaceutical drugs to partially cover
the lengthy patent approval process.” The offset, of course, is improved
market access for 35 million Canadians to a market of 500 million, in-
cluding better access in the areas of automotive products, beef and pork,
and financial services. The outcome of CETA offers some indications of
where Canada may be prepared to make concessions in the TPP negoti-
ating process, but these will necessarily be part of larger trade-offs.

TPP OUTCOMES

It seems clear that despite the high-blown rhetoric about TPP negotiat-
ing partners having to put everything “on the table,” and talk of a “gold
standard, twenty-first century” agreement, the reality will be somewhat
different. Everything may in theory be on the table, but some things will
fall off as part of the negotiating process. Don't expect US sugar quotas
to go away, or Canada’s supply management system to be dismantled, or
Australia to sign on to investor-state provisions, or Vietnam to put its
state-owned enterprises (SOEs) under full market discipline. Don't ex-
pect all the TPP economies to meet the sort of IP standards the United
States would like, or US trade remedy laws to be made subordinate to a
TPP dispute settlement mechanism. There is now talk in the US Con-
gress of a “currency manipulation” provision being added to the agree-
ment, a move that would surely be a deal breaker given the vagueness of
definitions in this area, and the potential for misuse of such a clause.’
On the other hand, if the TPP can achieve progress in a substantial
number of areas by rationalizing the conflicting rules of origin that exist
across the region and simplifying supply chains, strengthening investor
protection generally and improving respect for intellectual property laws,
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addressing e-commerce issues and opening services markets, it will have
made a significant contribution to trade liberalization in the region.

The biggest gains will come from dismantling the import barriers that
exist in the Japanese market. Their removal will benefit Japan signifi-
cantly,® and will also bring important benefits to Japan’s trading partners.
Given the nature of the TPP negotiations, the bilateral US-Japan talks
within the TPP framework will be critical to achieving the fullest pos-
sible economic gains for all members. Despite Japan’s predictable reluc-
tance to make any significant movement on key agricultural commodi-
ties, and ongoing US concerns over the balance in auto trade with Japan
(concerns that are linked to the so-called “currency manipulation” clause
favored by many members of Congress), the importance of achieving
even a partial breakthrough in the US-Japan bilateral talks is critical if
the US administration is to win trade promotion authority from Con-
gress, and both the Obama and Abe administrations are acutely aware of
this. The rest of the TPP partners are watching and waiting to see how
and when the United States and Japan can resolve their differences, so
that their own negotiations with Japan can be finalized. At that point,
there is a reasonable prospect that the agreement will be able to proceed
to its final phase.

The gains that Canada can expect to achieve from the agreement are
dependent in large part on successfully opening the Japanese market, as
well as the productivity gains that will accrue from opening its own mar-
ket. Indeed, the Canadian Council of Chief Executives has published a
study arguing the benefits of “unilateral disarmament” (i.e., unilateral re-
moval of tariffs) for Canada, which it claims could generate CA$20 bil-
lion in economic gains, approximately five times the value of the CA$4
billion a year that Canada currently collects in customs revenues.” These
gains would more than double the estimated gains to Canada from the
TPP, using Petri and Plummer’s calculations. Realistically, neither Cana-
da nor any other TPP partner is going to unilaterally open its market, so
gains will have to be based on the mutual concessions achieved within
the TPP. The TPP started with a high level of ambition with regard to
tarift removal, and the gains to be achieved will be significant as long as
economies follow through on commitments to comprehensive coverage.
Additionally, Petri and Plummer have pointed out that as much as 20
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percent of additional gains will be brought about by investment liber-
alization through the increase of foreign direct investment (FDI) flows.
Individual investment liberalization agreements, such as the one Canada
has reached (but not implemented) with China,® have the potential to
bring about positive investment results. However, as the Canada-China
bilateral has shown, such bilateral agreements can fall hostage to other
unrelated issues, and are not a substitute for a regional investment liber-
alization regime. To achieve the benefits that will come with a successful
TPP, and potentially an FTAAP in the future, Canada recognizes that it
needs to be part of the process, and the TPP at the moment is the only
negotiating forum where it has a seat at the table.

CONCLUSIONS

The success of the TPP is still an open question. The TPP may not be
concluded, and if it is, the results may be less than originally hoped for.
Ratification will be politically difficult, not only for the United States,
but also for some of the other TPP partners. There will be vocal opposi-
tion on the part of a number of special interest groups. Despite these
challenges, for Canada—not part of the RCEP or any ASEAN-Plus
agreement, and not part of the East Asia Summit—the TPP is the best
available forum on offer. It cannot afford to squander this opportunity.
Now that it has proven the skeptics wrong and found enough common
ground with the EU to initial an agreement, Canada will be pushing
hard to conclude the TPP as early as possible. Through its EU agree-
ment, Canada has already signaled where it may have some negotiating
flexibility, and Canadian trade negotiators will work hard to ensure that
Canada stays in the game and comes home with positive gains that it can
sell to the provinces and business community, particularly with reference
to Japan. Beyond any specific improvements in market access to TPP
economies, Canada will use its reasserted Asia-Pacific presence through
the TPP to push for a broader role generally and to reach beyond the
TPP to China, South Korea, Indonesia, India, and others. That is the
ultimate end game for Canada, and it is why the TPP has strategic sig-
nificance well beyond its immediate economic impact.
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Chile and the TPP

Waiting for Outcomes
Rodrigo Contreras, Chile’s former lead TPP negotiator

'The project of establishing a free trade zone around the Asia-Pacific region

is an ambitious and important undertaking. Indeed, in 2004, the president

of Chile proposed the idea of making a large F'TA within the framework
of APEC. Chile then initiated negotiations with the P4 economies (Chile,
Brunei, New Zealand, and Singapore), developing a very comfortable

agreement for all participants. A distinctive characteristic of these agree-
ments was the potential for growth in the future.

SIGNIFICANCE OF THE TPP

In terms of its macroeconomic dimensions, the TPP is a very attractive
area. It produces 38 percent of total worldwide GDP, and about 73 per-
cent of Asia-Pacific GDP, and it has a population of 800 million people.
For Chile, the TPP represents around 40 percent of total exports, while
TPP economies account for 33 percent of investments into Chile and 16
percent of Chilean investments abroad.

After the stagnation of negotiations under the World Trade Organiza-
tion (WTO), plus the lack of binding commitments in the APEC frame-
work and the poor trading policies of the United States, the TPP initiative

54
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appears very promising. It would be an ambitious alternative to the WTO
and move the US agenda forward, and it could serve as the seed for a fu-
ture F'TA among the APEC economies. Expectations, then, are very high.

In one scenario of success, the TPP could link the interests of South
Korea, Chinese Taipei, and at least three more ASEAN economies, as
well as several Latin America economies, starting with Colombia. The
goal is to reach 19 economies of the Asia-Pacific region, which will cre-
ate a very prominent future for this project.

OBJECTIVES AND CONTENTS OF THE TPP

When the negotiations began, the participating economies of the TPP
did not yet have enough clarity about the contents of the future agree-
ment. All the participants recognized where they wanted to go, but they
didn’t know how to best craft the contents to get to that point.

The distinctive characteristic of these negotiations was to create a
next-generation agreement. Although at the beginning no one could ex-
plain what this affirmation implied, now that details of the contents are
being hammered out, the agreement provides concrete direction.

'The main guideline of the TPP is to alleviate trade problems, which all
concern the inconveniences or barriers that affect trade, investment, and
services flows among the economies. In relation to this, it is important
to consider that most trade problems evolve over time. If past barriers
were mainly related to tariffs, today’s problems will be related to quotas,
import licenses, distribution channels, and behind-the-border barriers,
among others. Each economy’s problems and solutions depend on its
degree of openness and development, which vary widely.

There are very open and nonaligned countries, such as Chile, Singapore,
New Zealand, or Peru; large, liberal economies with strong internal policies,
such as Mexico, the United States, Japan, or Australia; and, finally, highly
planned and directed economies, such as Vietnam, Malaysia, or Brunei.

In formulating the benchmarks, it should be taken into account that
each economy will weigh numerous possibilities to address their objec-
tives. While objectives in negotiations can be legitimate, if the costs for
the other parties are too high, it doesn’t make sense to push so hard.
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OBJECTIVES AND BALANCE OF POWER OF EACH
ECONOMY IN THE NEGOTIATIONS

In the real world, even having apparently common objectives is not
enough to reach agreement. Differences in power among negotiators can
change the way those objectives are actually addressed. In terms of how
power in the room is balanced and how consensus is reached, plurilateral
negotiations can resemble bilateral negotiations more than multilateral
negotiations. This failure in the system harms small countries far more
than powerful countries.

'The lack of natural consensus in plurilateral discussions can also dam-
age the multilateral system. Plurilateral negotiations can promote specif-
ic disciplines to global agreements, despite the fact that these provisions
would fail to achieve consensus in multilateral discussions, and do not
even represent consensus in a small group.

In any group of economies there are subgroups with particular ob-
jectives and interests in negotiations. In the TPP, we can define three
groups of economies: one is seeking market access, another has systemic
interests, and a third group wants to develop new trade rules.

In the group of economies seeking to gain market access through ne-
gotiations, we could put New Zealand, Vietnam, Malaysia, Japan, Mex-
ico, Canada, and Australia. The first four do not have free trade agree-
ments with the United States, which is a significant objective for them,
and the rest are looking to improve access for their products through
new or existing agreements.

In the second group of economies, we can put Chile, Brunei, Peru, and
Singapore. All of them have traditionally or recently opted for openness,
several have trade agreements with their main trade partners, and all
consider this agreement to be a good way to improve their individual
agreements, as well as to reduce the impact of the “spaghetti bowl” and
contribute to a better multilateral system.

The third group is integrated primarily by the United States, and even
if they are seeking market access for their products in Asia (as are all the
rest), they are mainly looking to develop new rules that will address the
trade problems they are facing and improve their competitiveness.



CHILE AND THE TPP 57

Directly related with the expectations of reaching each of these ob-
jectives is the disposition of the participants to compromise in order to
achieve a successful agreement.

We must keep in mind the difference in power of each participant, in
part based on the different backgrounds they bring to trade agreements,
but mainly based on the size of each economy. We can’t dismiss the
fact that the United States is three times larger than the second-largest
economy in the group, Japan. In theory, all economies in the negotiations
have the same weight, but at the end of the day, that is not the reality.
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When groups of economies with different objectives/interests are
crossed with power players in the negotiation process, certain results are
likely to occur. The most powerful economies, as well as the more deter-
mined, will impose the agenda and the terms of the final negotiations.

THE TPP’S MAIN CONTENTS AND POSSIBLE OUTCOMES

A free trade agreement represents a huge assemblage of chapters on a
multitude of different matters relating to the trade in goods, the trade
in services, investment, intellectual property, labor, the environment, and
legal issues, among others. Thus, it is very difficult to make a detailed
analysis in a few words, especially considering that there is no public
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information released about the agreement’s contents. For that reason, the
following comments are based on the available information.

Trade in Goods

Trade in goods is an issue that has at least two main areas. The first is
related to the disciplines for trade, mainly nontarift barriers to trade, such
as export subsidies, distribution channels, or any export or import restric-
tion. The second big area is related to the reduction of tariffs between
economies. Even if; in principle, all the economies have a common objec-
tive, the sensitive sectors (products) of each can create bottlenecks in the
negotiations.

In terms of disciplines, progress is being made in the first important
area, which is related to restrictions and discriminatory treatments to
imports inside each economy.

In respect to distribution channels and government presence in trade
areas, discussions veer toward eliminating any interference in order to
avoid discrimination of private imports once the product has been intro-
duced in each economy. If this goal is reached, it would be a step forward
in trade liberalization.
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'The requirements for licensing are usually used as a trade policy mea-
sure and as a way to control trade flows. Under the TPP, as with the
WTO, it is very important to use licensing, and especially to add compo-
nents of transparency for its use. Without transparency, any tarift conces-
sions could be lost by export prohibitions.

Export subsidies are, in general, terms that are considered negative
for trade agreements, and we could expect a compromise concerning the
nonapplication of subsidies in the free trade area. Certainly one of the
most powerful agreements that could be reached would be the control of
internal supports, but acceptance seems to be very difficult to achieve in
all the TPP economies.

Tariff elimination is a primary interest of all the participants; repre-
sents a clear concession that is reflected in reductions of trade barriers,
which bring immediate gains; and has a positive impact on the competi-
tiveness of the economies. While tariff elimination is the most visible
result in any trade agreement, and would be good news for most of the
economies involved, that would not be the case for Chile, which has
FTAs with all the participants.

A basic requirement to be part of the TPP was to be committed to lib-
eralizing the tariffs for all products. But we have heard repeatedly about
the difficulty some economies have to committing to full liberalization,
including the economies of Japan, the United States, Canada, Vietnam,
and others. As a result, we can expect that exceptions in tariff liberaliza-
tion will become a reality.

Rules of Origin
Rules of origin are very technical issues, and constitute one of the key
chapters of this agreement. Considering that the main objective is to
bring order to the “spaghetti bowl” of FTAs, to help construct global
chains of production in the region, and to create a free trade zone, the
rules of origin must operate in an open way in order to ensure the flex-
ibility required today. To think that they have to be applied with the
restricted vision developed 20 years ago is a big mistake that would se-
verely and permanently damage this agreement.

The section of the chapter that relates to the framework for the ap-
plication of rules by product seems to be nearing an end. But the section
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related to specific rules by products, and the way they are materializing
and accumulating, seems to be reaching a breaking point. Controversial
sectors such as automotive and textile products are seen from both a de-
fensive point of view, in the case of the Americas, and from an offensive
point of view in the case of Asia.

Sanitary and Phytosanitary Issues and Barriers to Trade

Expectations in these two areas were very high, but the application of
norms as a trade policy instrument is, unfortunately, rarely used. Ad-
vancements in transparency and the development of common criteria for
decisions would be satisfactory results from the negotiations, but those
seem unlikely to happen because of a lack of consensus among the par-
ticipating economies.

In the case of sanitary and phytosanitary measures (SPS), gains could
be made by improving transparency concerning the procedures, and by
including a dispute settlement mechanism for solving plurilateral prob-
lems inside the group.

The case of trade barriers, on the other hand, is a little different be-
cause of expectations to include particular agreements about good prac-
tices for certain industries, which could impact SPS.

Investment

In terms of investment clauses, they should follow the same direction
as the North American Free Trade Agreement—Plus (NAFTA-Plus)
design.

While there is a general concern, mainly from the Asian economies,
about assuring a wide framework of protection for foreign investors,
it is helpful to realize that investment and services disciplines are un-
common in Asian trade agreements. Additionally, there appear in the
public discussion at least two areas of concern: the free flow of capitals
and, a big concern for Australia, clauses about investor-state dispute
settlements.

Trade Facilitation
Every economy shares the objective of trade facilitation, which is why

it appears on WTO, APEC, and, of course, the TPP forums. There are
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practical problems that affect exports and imports in their day-to-day
movements. The difficulty this issue poses is clarifying the scope and ex-
tent of commitments, which is not clear even under the WTO’s techni-
cal barriers to trade. It is difficult to evaluate the possible results of other
negotiations because previous standards have been very low.

Intellectual Property

The intellectual property chapter covers copyrights, patents, trademarks,
geographical indications, and mechanisms for implementation, includ-
ing Internet environments.

'The background in all these matters is the desire to create protec-
tions for creators, and to improve compliance by users, especially in
Internet environments. This chapter models itself on World Property
Intellectual Organization—Plus (WIPO-Plus) agreements, and aims to
not only comply with multilateral compromises, but also to improve
upon them.

'The big question is whether there is a consensus about the level of
desired protection. A legitimate question to ask is whether the econo-
mies understood what improvement would actually look like, and if they
were interested in making the same advancements. As an example, there
seems to be asymmetrical interests in favor of patents and copyrights in
relation to geographical indications.

A horizontal area is intellectual property applied to Internet envi-
ronments. The Internet Age has been as transformative as the Indus-
trial Revolution. It has changed communications (from expensive and
limited to free and integrated), compressed financial transactions (from
weeks to fragments of seconds), increased trade of products by pre-
viously unimaginable magnitudes (the world’s products, culture, and
knowledge at your fingertips). The latter, in fact, may be the most pow-
erful and democratic consequence of the Internet. For small- and me-
dium-sized enterprises and entrepreneurs, it serves as an inexhaustible
information resource and a way to provide services to nearly everyone,
in any place on the planet.

'The effort to rule this media becomes an enormous and onerous chal-
lenge, one that Chile did not anticipate when negotiations began. Past
experiences have been disastrous, with the Anti-Counterfeiting Trade
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Agreement (ACTA) being a prime example. To try to interfere in the
creation, education, and trade patterns generated by the Internet is a
daunting challenge and heavy responsibility.

An argument to increase protection is that it would increase innova-
tion. But it is impossible to raise the level of innovation in the devel-
oping economies without appropriate policies and incentives. Moreover,
extending the rights of creators without providing previous incentives
would block any possibility to develop knowledge.

New Matters

'The main characteristic of the TPP agreement is that it would address
matters of actual trade, such us trade facilitation, small- and medium-
sized enterprises, regulatory coherence, and more. While this objective is
very positive, the final evaluation would depend on the degree of com-
mitments achieved on each chapter.

Otbher Issues

Some other issues have also been mentioned, such as the possibility of
having disciplines to rule the participation of state-owned enterprises
on the market, systems of reimbursement of medicines, or supervision of
the currency exchange systems. All of these matters, again, are positive
objectives, but it is difficult to advance any because participants’ interests
are, in some cases, contradictory.

CHILE IN THE TPP

Chile is a small country that made the decision to have a free market
economy more than 30 years ago. While this decision created initial dif-
ficulties for some production sectors, many industries—including the
fruit, wine, and salmon industries—launched into a process of evolving
competitiveness.

Chile is not a big player in the international economy, with just 0.36
percent! of global GDP, a population of 0.25 percent of world inhabit-
ants, and exports of 0.38 percent in relation to population. To synthesize
these figures, Chile is only the thirty-sixth economy in the world. As a
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small economy in the international context, Chile is unable to impose
rules on all of the other economies.

Consistent with being a liberal economy, Chile fosters the external
sector and promotes exports (68 percent openness today?), with a high
composition of raw materials and semi-elaborated products, and around
53 percent of exports composed of copper and related minerals. It is a
country that does not impose barriers to imports, and rarely uses trade
defense tools.

With a small geographical area and a very exposed economy, Chile
needs trade rules that assure a minimum of governance and stability to
its model. That is the reason that Chile plays an active role in the WTO
and maintains a consistent unilateral policy with very low, even nonexis-
tent, trade barriers. The main component of its trade policy has been the
negotiation of bilateral trade agreements.

In bilateral trade policy, Chile has an outstanding record. It has 23
trade agreements in force with 60 countries, having started in the early
1990s with a set of agreements within the region, and continuing to ne-
gotiate agreements with economies throughout North America, Europe,
and Asia. Today, Chile has access to 62 percent of the global population,
representing 86 percent® of world GDP. This opens up the possibility of
sending 93 percent of Chilean exports under preferential agreements.
Based on those figures, we can infer that Chile has established a success-
ful process.

In terms of public policy, it is very difficult for a developing economy
to consider the perspective of one that has reached state-of-the-art levels
in trade. The main problem is that bilateral options have been maintained
for so long, it has created great disparity in the contents between agree-
ments. Even focusing on the same matters illuminates differences among
the agreements, and generates what is often known as the “spaghetti bowl.”
But what is worse, this phenomenon of market segmentation occurs as a
consequence of the application of restrictive bilateral rules of origin.

The above-mentioned issues suggest that there are many things to
improve in terms of trade policy. The actual system, even if it has driven
good results in increasing trade flows, is far from what economic theory
indicates should be achieved, or what a multilateral system should strive
to be.
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The way to level the field in terms of coverage among Chile’s free
trade agreements—and transition from the restrictive characteristics of
the bilateral agreements to the optimum characteristics of the multilat-
eral system—is to take the plurilateral path. That is why Chile and other
economies that have exhausted their bilateral policies are working on
projects such as the Pacific Alliance and the Trans-Pacific Partnership
(TPP) agreement.

'The P4 agreement, along with the APEC experience, represents a sol-
id rock to build an ambitious initiative like the TPP. But it is important
to keep in mind that in the real world, many good ideas are dismissed
because of practical problems. There are basically two threats that are
generating instability in the TPP process: the first is the assumption that
everyone has agreed upon the initial contents, and the second is the as-
sumption that all the economies possess the same negotiating power in a
plurilateral system. Given that neither assumption is true, the attractive
TPP project faces difficult moments and searching questions.

The most important gains for Chile are not in the tariff-elimination
process, as it has agreements with all the economies involved. The gains,
rather, are in relation to the harmonization of disciplines and trade facili-
tation, which are very difficult to calculate.

'The main concerns are the development of more ambitions rules (than
the multilateral standard) in areas such as intellectual property, as well as
the loss of tools such as prudential measures for capital flow controls or
commitments in areas like the environment, both of which could slow
down the actual dynamics of local economies.

Today, Chile is waiting for the final package because, as was stated
earlier, the TPP is considered a worthy project but with unknown results,
especially considering the lack of US trade promotion authority.
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How Far Away Is China
from the TPP?

Zhang Jianping, Director, Institute for International Economic Research
at the National Development and Reform Commission

INTRODUCTION

China’s attitude toward the TPP has undergone a fundamental change
since 2013, but despite the “seven misunderstandings” of the TPP be-
fore 2013 or the “get involved immediately” theory that followed, both
attempts failed to be objective and realistic. There is still a great dis-
tance between China and the TPP. Big differences exist on issues such
as rules of trade in goods, service market access, and investment rules,
while behind-the-border issues—standards and certification, environ-
mental protection, intellectual property rights, labor standards, and
government procurement—constitute severe challenges to China’s cur-
rent management systems and mechanisms. In the short term, China is
not qualified to enter the TPP negotiations. However, there might be
practical ways for China to integrate the TPP pathway with the RCEP
pathway in the future, which could push China to seek reform and ad-
justment when the time is right. It should be emphasized that transpar-
ent mechanisms play a significant role in the Asia-Pacific integration
strategy, and that they are promoted by China, the United States, and
other TPP members. It is strongly recommended that TPP negotiation
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members consider a more transparent information communication
mechanism in their FTA negotiations.

The United States is pushing its “one body with two wings” FTA strat-
egy globally, with NAFTA as the body and the TPP and TTIP as the
wings. Simultaneously, the EU-Japan FTA negotiations are beginning
to accelerate. The developed economies are in the process of formulating
systems of new international trade and investment rules. Since the end
of 2011, when TPP negotiations suddenly accelerated, until now, the
TPP has not been just an ordinary F'TA, but has embodied an early form
of new, twenty-first century international trade and investment rules. As
such, the TPP has aroused extensive attention and close follow-up stud-
ies among China’s top officials and academic circles. There is still no clear
consensus on whether China should join the TPP negotiations and, if
so, when to join. However, starting in 2013, China changed course and
deepened its understanding of the TPP, and it is gradually developing a
relatively objective and realistic picture, together with making its own
choices about strategy and policy toward the TPP.

CHINA’S ATTITUDE TOWARD THE TPP HAS CHANGED
FUNDAMENTALLY SINCE 2013

At the 2011 APEC annual meeting held in Honolulu, Hawai‘i, China
began to pay more attention and conduct more relevant studies due
to the TPP’s rapid expansion and the acceleration of the negotiation
progress. But with regard to its understanding of the TPP, different
views and perspectives prevailed among China’s academics, government
officials, and the media. Prior to June 2013, China’s academics mostly
criticized the TPP. Their arguments can be categorized as six objec-
tions, including the conspiracy theory, pessimism theory, standby theory,
spoiler theory, rival theory, and the US-dominate theory.! Two further
objections were added soon afterward: the exclusive theory and the
“get involved immediately” theory. The scholars who hold the exclu-
sive theory maintain that the developed economies, led by the United
States, took advantage of the TPP to exclude China on purpose, a po-
sition that does not tally with the fact that government and academic
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circles in the United States, Japan, and other states maintain a positive
attitude about the TPP.?

With the declaration by the Chinese Ministry of Foreign Affairs that
the “TPP, ASEAN-Plus-Three, and ASEAN-Plus-Six are all possible
paths for Asia-Pacific regional integration” in June 2013, and the public
comment by the spokesperson of China’s Ministry of Commerce that

“China will study the TPP’s influence on China’s economy and the pos-
sibility of China’s entry into TPP positively,” many scholars in China

decided that it should enter TPP negotiations immediately. This sharp

turn of perspective, which can be called the “get involved immediately”
theory, has made many Asia-Pacific economies, especially the United

States and Japan, puzzled. This shift in perspective is totally unacceptable

because it ignores the gap between China and the TPP standards, and

it does not consider practical ways to ease China’s entry into the TPP.
What China needs to do now is to strengthen its follow-up studies on

the TPP. China needs to carry out a new round of reforms and open up

in many fields in order to bridge the gap between its own rules and the

TPP rules. In a word, it is not realistic to enter TPP negotiations now.
China’s current policy of pushing forward the China—South Korea FTA
and the China-Japan-Korea FTA (CJK FTA) negotiations, accelerating

the process of the RCEP, and constructing the integration of East Asia’s

economy should be priorities.

HOW FAR AWAY IS CHINA FROM THE TPP?

Already, 19 rounds of TPP negotiations have been actively carried out.
According to the consensus reached by members of the ministerial-level
conferences and leaders’ conferences during APEC, the economies ne-
gotiating the TPP hoped to conclude in 2013. The negotiations involve
21 fields, and the framework agreements have been expanded from 26
chapters to 29 chapters. Until now, consensus has been reached on half
of the chapters; however, for issues such as market access, intellectual
property protection, state-owned enterprises, and environmental protec-
tion and labor standards, no consensus has been reached yet. Even if
preliminary agreements can be reached before the end of 2013, which
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would probably constitute partial or early-stage agreements, the overall
liberalization levels and requirements for high standards would not sat-
isfy US expectations.

If China declares its intention to enter the TPP now, issues from a
variety of fields need to be taken into consideration, including lower-
ing tariff and nontariff barriers, and solving both on-the-border issues
and behind-the-border issues. Given that China has signed regional
trade agreements (RTAs) with many economies, China has accumulated
abundant experience that enables it to solve on-the-border issues. For
behind-the-border issues, however, China faces tough challenges.

ON-THE-BORDER ISSUES

Trade in Goods: China Is Mainly Faced with the Challenge of Rules

The TPP will promote 100 percent zero tariffs for trade in goods, and
10-15 years of transitional period for those sensitive products, without
exception. For Japan, immunity was won for a few agriculture products,
such as rice, corn, beef, cane sugar, and dairy products, which can retain
tariffs to a certain degree. Given the FTA that China signed, there is
still a significant gap between China and the developed economies on
the liberalization level of trade in goods. For the middle- and high-end
manufacturing industry, China might be somewhat impacted by the
United States, Canada, Australia, Japan, and South Korea, while for
the rules of trade in goods, the challenge is more severe. For example,
for the textile and clothing industry, the TPP sets a strict rule of origin,
which means that the Vietnam textile industry can enjoy tariftf-free
status only if the fabric originates in Vietnam. As such, that tariff-free
status could be jeopardized in the future due to the fact that 50 percent
of its fabric now comes from China. Some textile enterprises are mov-
ing from China to Vietnam, which will lead to the investment division
effect.

Trade in Service: Market Access Is the Challenge
In service trade, the TPP has set higher-standard rules than the WTO.

In terms of commitment, the TPP requires an overall opening of service
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sectors and the carrying out of the “negative list.” With regard to the
service provision models, the “Mode 3” (commercial presence) and rules
of trade in service are established separately. This means that both
commercial presence and trade in service will be aftected by the con-
straint of investment rules. In the financial and telecommunications
sectors, the United States strongly requires that the two sectors be set
up in independent chapters, and that each fully eliminate ration require-
ments of stock shares. In addition, operators must be allowed to choose
service providers independently. The United States has also asked Japan
to reform their postal and social insurance systems, so as not to slow
things down in TPP negotiations. For China, its commitment to open
up levels of trade in service when entering the WTO is the minimal
requirement of the TPP as well, However, that opening process has
not been completed, and there are still restrictions on the proportion
of shares in a number of service subsectors. Moreover, China has just
joined the negotiations of the Trade in Services Agreement (TISA), so
it lacks experience in opening up trade in service. Given the high entry
threshold and powerful groups of vested interests in China’s service in-
dustries, such as finance and telecommunications, expanding the level of
openness in trade in service is proving to be very difficult.

Investment: The Issue of National Treatment Before Market Access
and the “Negative List” Barrier

Since 2000, China has signed 34 bilateral investment treaties (BIT).
However, for the establishment, acquisition, and expansion of foreign di-
rect investment (FDI) enterprises, national treatment before market ac-
cess and negative list management have not been committed. It remains
to be seen whether the TPP or ASEAN’s agreements with Japan, South
Korea, Australia, Singapore, and India will carry out national treatment
before market access and negative list management, which will directly
challenge China’s current FDI management system and mode.

China is currently negotiating a BI'T with the United States. Previously,
the two economies had exchanged notes on investment agreements, which
included eight terms that established US investment interests in China. US
bilateral investment treaties are based on the US national security bill, whose
template is very complex; on the minimum standard of national treatment
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issues; and on its requirements for justice, equity, and comprehensive safety
measures. Because China and the United States have no established BIT
in terms of investment, the United States has conducted a sweeping se-
curity censorship of Chinese investors, and many Chinese enterprises felt
the obvious discrimination, including the China Investment Corporation

and Huawei. National treatment before market access and negative list
management have brought challenges for China as it attempts to reform

and open up its domestic investment management system, along with the

government’s economic management. This is caused because the manage-
ment mode of foreign enterprises should be applied to the domestic inves-
tors, which forces China to reform its domestic investment system in turn.
Reform is also highly relevant to China’s industrial restructuring, as well as

foreign exchange management reform and financial reform. The Shanghai

FTA is making an effort in this regard. But from the Shanghai F'TA nega-
tive list that was released, very limited breakthroughs have happened in

comparison with the positive list. The negative list is currently under study.
How to promote reforms in this field will be a daunting task for China,
which will require time to accomplish them.

BEHIND-THE-BORDER ISSUES

A series of behind-the-border issues constitute an even bigger challenge
for China, including the unification of standards, the governance of
state-owned enterprises, environmental protection, labor standards, gov-
ernment procurement, and intellectual property protection. All of these
issues are independent chapters in the TPP agreement, and all require

intensive consideration and arrangement.’

The Unification of Standards

There is a huge gap between China and the United States on the under-
standing of standards, together with the formulating and implement-
ing mechanisms for these standards. For the United States, the posi-
tion is that the standards should be formulated by the enterprises or the
organizations within the industry, and the government should not be
involved. For China, the position is that national standards should be
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formulated by the National Standardization Administration, based on
the “Standardization Law,”and certificated by the National Certification
and Accreditation Administration. However, the fact is that the US
government—backed Energy Star program has greatly impacted China’s
products. The establishment of new US rules on food safety has also led
to stricter regulations on food that emphasize the producers’ responsi-
bilities and obligations, and that require a process of certification from
agriculture product to dining table and whole chain regulation. This cer-
tification is required to be carried out by third-party checking and cer-
tification authorities. But in China, the third-party certification process
is rather weak. Given the above facts, Chinese enterprises need to adjust
their quality management systems, which would lead to a cost increase
of more than 20 percent.

Enwvironmental Protection

Drawn from its experience with NAFTA, the United States spares no
effort in promoting environmental standards and labor standards, and it
requires that any F'TA signed by United States cover these fields. Until
now, it has successfully promoted these standards to Chile, Peru, and oth-
er economies. In addition, the United States exerts influence on develop-
ing economies like China. For example, when Chile and Peru negotiated
FTAs with China, they also required negotiations on environmental and
labor issues. The TPP now has a special environment chapter requiring
that environmental protection should take priority in foreign investment
decisions. The areas of biodiversity conservation and marine fishing also
require high transparency and administrative and judicial procedures. In
China’s FTA with Switzerland, the environmental protection chapter is
provided. Among all the F'TAs signed by China and another economy,
this is the first time the environmental issue has become an independent
chapter. But in the formulation and implementation of environmental
protection standards, environmental data monitoring and transparency,
and the participation of nongovernmental organizations, there is a still
a long way to go before meeting the requirements of the TPP and the
United States. This gap is due to weak institutional mechanisms, which
cannot be solved in the short term.
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Labor Standard Protection

The TPP is trying to fulfill the International Labour Organization’s
(ILO) fundamental commitment to basic rights, including freedom of
association, prohibition of forced labor, elimination of child labor, gender
discrimination, and so on. However, of the ILO’s eight core conventions,
a few have not been approved by China, including the freedom of asso-
ciation and collective bargaining of wages. These rules are very sensitive
in China’s existing system, which struggles to achieve systematic trans-
formation. China cannot make external promises that it cannot keep in
the short term.

State-owned Enterprises Governance

The TPP is promoting new rules for the governance of relevant state-
owned enterprises. These rules specify that the share of government
capital in state-owned enterprises should be below 20 percent. State-
owned enterprises should not give preferential treatment and favorable
financing to each other. Affiliated enterprises should not carry out afhili-
ate transactions. State-owned enterprises should not pursue unfair com-
petition. Subsidies and financing should be no different from nonstate
enterprises, etc. China’s state-owned enterprises have carried out joint-
stock system reform. However, as most of their state-owned shares are
rather high, these shares have surpassed 50 percent—even 80 percent in
many cases—which far exceeds the TPP requirements, but cannot be
changed immediately.

Government Procurement

The TPP’s standard for government procurement is supposed to be high-
er than the WTO’s Agreement on Government Procurement (GPA)
and build-operate-transfer agreements (BOTs). China is currently car-
rying out a bilateral procurement agreement with the EU, but there has
been no marked improvement in four or five rounds of negotiations
in a past few years. China has domestically formulated its government
procurement laws and carried out procurement processes, including the
detailed environmental list. But there is still a huge gap between open-
ing up to foreign enterprises, transparency, and third-party monitoring
of China’s government procurement and the normative and transparent
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international conventions. Issues such as high costs, tedious procedures,
and inadequate supervision continue to exist.

Intellectual Property Protection

In the TPP negotiations on intellectual property, the United States
strongly promotes TRIPS-Plus. This aligns with its national interest,
given that the United States holds two-thirds of the world’s core patents.
Although Australia and New Zealand consider TRIPS to be enough, US
domestic law is multilateralized and rises to international conventions.
In addition, the United States proposes to expand the range of intel-
lectual protection and extend the protection period, such as extending
the terms of copyright protection to 70 years. For China, the term is 50
years. The US pharmaceutical industry advocates that if the contracting
parties get generic drugs, the intellectual property rights should be ex-
tended for longer periods. For China, the pharmaceutical industry will
be heavily reliant on generic drugs if TRIPS-Plus is accepted. China’s
pharmaceutical industry and social and medical security systems will be
impacted seriously.*

E-commerce and Internet Freedom

'The TPP agreement promotes the free flow of data across borders and
Internet freedom with no restrictive measures, as well as no restrictions
on outside messages. Digital products should enjoy nondiscriminatory
treatment, tariffs must not be imposed on online music, legitimate free
downloads are promoted, and so on. China is currently experiencing
economic and social transition, where various social contradictions have
become increasingly apparent and social instability has increased. In or-
der to maintain a stable environment for development, China needs to
take necessary restrictive measures on new media like the Internet. The
revelations contained in Edward Snowden’s leaks and examples of wire-
tapping make it more difficult for China to accept Internet freedom in
the short term.
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TIME WINDOW AND COOPERATION FOR CHINA’S
ENTRY INTO THE TPP

Given the above arguments, even if China decides to participate in TPP
negotiations during the bilateral pre-negotiation process with the 13
member economies, it will be confronted with the preconditions and
commitments that developed economies such as the United States and
Japan have put forward. Putting aside the intense issues of national treat-
ment before investment access, the negative list, and expanding market
access of service industries, other issues will create new challenges for
China’s existing management systems. These challenges include behind-
the-border issues, government procurement, state-owned enterprises,
environmental protection, labor standards, intellectual property protec-
tion, and product standards.

Considering the congressional procedures of the United States and
Japan, even if China pursues pre-negotiations in 2014, it would only
be part of the negotiations after two or three years. Moreover, in China,
every reform of behind-the-border issues needs to be solved in medium-
and long-term frameworks, instead of only in the short term. Thus, Chi-
na is not yet qualified to be a party of the TPP negotiations. In the future,
China can positively participate and promote the RCEP negotiations,
and seek the integration of the RCEP pathway and the TPP pathway,
which may be a practicable course for China. In this way, China can seek
to make reforms and adjustments at the right time.’

At the same time, China is extremely worried that it will lose the
right to help formulate the trade and investment rules of the twenty-
first century if it is excluded from the TPP negotiations. For Japan and
South Korea, the economic benefits of entering TPP negotiations are
rather limited, but entering allows them to be involved in the formu-
lation of new rules. At the same time, involvement in the TPP helps
them promote domestic reforms. For these economies, the “rules effect”
is more pronounced than the “market effect.” China is pushing forward
a new round of reforms and is in the process of opening up. Although
China cannot be a party to the TPP negotiations in the short term, it
can be a key positive force for global and Asian trade and investment
liberalization and facilitation. China should conduct a close follow-up
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study on the TPP’s development and direction, identifying the realistic
gap between China and the TPP’s new rules, and ultimately seeking
a possible way to integrate with the TPP member economies in the
future.

Currently, the TPP’s transparency is very limited, which is also one
of the primary reasons that China misunderstands the TPP. In fact,
transparent mechanisms for communication would be very beneficial for
China, the United States, and other TPP members, as well as being very
important for promoting the Asia-Pacific integration strategy. There-
fore, I strongly recommend that TPP negotiation members consider a
more transparent communication mechanism, one which would further
help the Asia-Pacific economies become a larger Asia-Pacific economic
community.

Finally, the TPP’s applicability for developing economies remains to
be seen, even if it represents the direction that international economic
development and social progress is taking. Using Malaysia as an example,
the TPP will impact the health care system and rights of indigenous
people, but the protection of indigenous people’s rights have been en-
shrined in the constitution of Malaysia. The question becomes, is it nec-
essary for Malaysia to revise its constitution for the TPP? For Vietnam,
there are issues such as government procurement, state-owned enterprise
reform, labor issues, environmental protection, etc. Given the conditions,
the question of how to build systems and mechanisms that meet the TPP
requirements in the near future looms for Vietnam. China will be paying
close attention to how these issues are tackled. China’s current preference
is, undoubtedly, to build an East Asia mechanism, with the integration of

the China—South Korea FTA, the CJK FTA, and the RCEP.
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Asia-Pacific trade negotiations are evolving more fitfully than expected
a few years ago. The Trans-Pacific Partnership (TPP) negotiations are
nearing the endgame, but divisions remain and political opposition is
intense. The Regional Comprehensive Economic Partnership (RCEP)
negotiations are at an earlier stage, but progress also appears to be slow
due to the region’s diversity and geopolitical strains. Further impeding
progress, macroeconomic conditions—turning less favorable now in East
Asia and not yet sufficiently improved in the Americas and Europe—are
not especially conducive to new agreements. None of these factors is
likely to prove fatal to large trade initiatives, but each adds uncertainty
on what can be accomplished and when.

These challenges have a silver lining: slow negotiations offer an oppor-
tunity to reexamine fundamental,long-term goals, including region-wide
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free trade through a Free Trade Area of the Asia-Pacific (FTAAP).
Work on these goals in the Asia-Pacific Economic Cooperation (APEC)
forum and related venues has been episodic; it moved quickly with the
Bogor Declaration, and later with the negotiation of the P4 trade agree-
ment among Brunei, Chile, New Zealand, and Singapore, but forward
movement has also stagnated at times. Institutions have lagged behind
in facilitating market-led integration. This suggests that innovations
such as an FTAAP have to be debated and nurtured well in advance
of when they become feasible. This paper explores several such options,
among them the expansion of the TPP to include China.!

WHY THE ASIA PACIFIC?

Asia-Pacific trade is a logical setting for new agreements due to its
scale and dynamism. First, the region’s trade is immense. Of the world’s
US$14 trillion in trade in 2010, US$9 trillion involve APEC econo-
mies—a useful, though synthetic definition of the region—as either an
exporter or importer or both. Within the APEC region, trade in the
Americas amounted to US$1 trillion, in Asia and Oceania US$2 trillion,
and across the Pacific also US$2 trillion. The region comprises not only
the world’s “factory floor,” but also its most important sources of services,
technology, investment, and final goods markets.

Second, Asia-Pacific trade is dynamic—it has changed the pattern
of international economic relations through innovations such as mod-
ern supply chains. The region’s diverse resource endowments and de-
velopment levels give rise to varied specialization advantages. These are
connected by dense transport and communication links for exchanging
products, people, and resources cheaply.

'Third, the region’s interest in formal linkages is clearly rising, spurred
in part by the challenges of global negotiations. Before 2000, there
were only four major trade agreements among APEC economies—
the ASEAN Free Trade Area, the Canada-US Free Trade Area, the
North American Free Trade Agreement, and the Australia—New Zea-
land Closer Economic Relations accord—while today they number in
the thirties, with others in the works (Figure 1). An especially strong
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FIGURE 1 Trends in Asia-Pacific Trade Agreements

uptick is now evident in agreements that connect the Pacific’s eastern
and western subregions.

UNEVEN PROGRESS

Despite the importance of the Asia-Pacific trading system, the task
of building regional institutions has been arduous. An Asian track for
drafting new rules has proceeded slowly because the region’s economies
have widely differing interests, and some of its members have tense po-
litical relations. The Association of Southeast Asian Nations (ASEAN),
the convener of the negotiations, is itself often divided on trade issues.
Thus, even if a RCEP agreement is achieved in 2015, it may not go much
beyond the bilateral deals that already crisscross the region.

Meanwhile, a trans-Pacific track has laid out an ambitious agenda of
negotiations since the United States made the TPP a priority in 2009.
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The group of negotiating partners has expanded from four in the initial
P4 agreement to now 12. These partners are in principle “like-minded,”
but their negotiations have been contentious. In addition, the leadership
expected from the United States has been undermined by its domestic
politics. In the run-up to the US elections, special interests from directly
affected sectors in business, labor, and civil society have assumed dis-
proportionate voices in the trade debate. These disagreements feed into
much suspicion of globalization in the United States, and some public
interest groups portray trade agreements as serving only corporate in-
terests. As a recent Pew-Bertelsmann trade policy poll noted, there is a
double deficit: “lack of understanding and a lack of trust” (Pew Research
Center and Bertelsmann Foundation 2014). Hopes for an agreement in
2014 have faded.

None of this makes region-wide trade rules less urgent. The back-
log of issues accumulated since the Uruguay Round was completed 20
years ago continues to expand, and the growth of world trade is slowing.
The mega-regional negotiations offer potential answers to these issues,
but they will need to be supported by strong arguments from leaders, as
well as policies that ensure that the benefits are widely shared. Given
improvements in macroeconomic conditions and reduced geopolitical
tensions, the logic of region-wide trade rules should reemerge. In the
meantime, there is good reason to search for pathways to full regional
integration. China’s year as the host of APEC creates excellent opportu-
nities for this work.

BENEFITS FROM THE TPP AND ITS ENLARGEMENT

The gains from Asia-Pacific free trade agreements cannot be predicted
with precision—for one thing, their terms are in flux. In recent stud-
ies, we nevertheless applied an advanced general equilibrium model to
estimate rough benefits for several potential agreements, including the
12-member TPP, the 16-member RCEP, and the 21-member FTAAP.
These studies found, as reported below, that the greatest economic
benefits were associated with agreements that spanned China and the
United States.
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FIGURE 2 Schematic View of Asian and Trans-Pacific Tracks

In this paper, we add a new variant to previous simulations, an en-
largement of the TPP to include China. Specifically, we hypothesize
that the TPP will be eventually expanded to 17 members to include
China, Indonesia, South Korea, the Philippines, and Thailand (see Fig-
ure 2). All five have expressed some interest in such an expansion and,
as we shall see, the results suggest compelling benefits for them.

The modeling approach is explained in Petri, Plummer, and Zhai
(2012) and on the website asiapacifictrade.org. We use a novel comput-
able general equilibrium (CGE) framework developed by Zhai (2008)
that incorporates firm-level differences in productivity. The version we
use has 24 regions and 18 sectors, and also includes special detail on
trade agreements and trade policy provisions in the Asia-Pacific region.

We assume that future agreements will be based on templates similar
to those of past agreements. Thus, the TPP’s template is assumed to be
similar to the Korea-US (KORUY) free trade agreement (F'TA), and the
RCEP’s template to those of agreements recently concluded by ASEAN.
The TPP and RCEP templates differ on issues such as government
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procurement, intellectual property rights, investment, and competi-
tion, as well as the depth of liberalization of tariff and nontariff barriers.
These differences are not accidental; US agreements seek market access
for leading sectors such as services and intellectual property, while Asian
agreements focus on goods, consistent with their comparative advan-
tages. We assume an FTAAP that would bridge these objectives with
an intermediate template. Pairs of economies covered by more than one
agreement are assumed to use—and benefit from—the one with the
strongest provisions.

The results of these simulations are summarized in Table 1. These re-
sults should be viewed as mainly qualitative (they indicate relative gains),
rather than precisely quantitative (since they are subject to many uncer-
tainties and errors). In particular, three main conclusions of the compari-
sons remain reasonably robust in the face of alternative formulations and
estimates.

First, the benefits of Asia-Pacific integration are large; for the most
comprehensive agreements, income gains could approach US$2 trillion,
or nearly 2 percent of world GDP in 2025. But even the current nego-
tiations on the TPP-12 and the RCEP would generate substantial gains.
The RCEP shows larger benefits than the TPP, mainly due to our opti-
mistic assumption that it will liberalize economic relations among China,
India, Japan, and South Korea.

Second, the results suggest divergences among the interests of econo-
mies. The TPP-12 favors economies that do not yet have an FTA with
the United States, such as Vietnam and Japan. The RCEP favors China,
India, Japan, and South Korea, assuming that trade among them would
be effectively covered by an FTA. ASEAN economies, however, would
gain modestly from the RCEP, assuming that the agreement does not
substantially improve the F'TAs that already cover all of the region’s trade
flows. Finally, the TPP-17 would offer large benefits to China, the United
States, and others that gain access to bozh TPP and RCEP preferences.

Third, potential gains increase sharply with the scale of integration.
For example, expanding the TPP from 12 to 17 members would triple
global benefits from US$285 billion to US$893 billion in 2025. Since
that expansion would include most large economies in the FTAAP,
overall gains would be similar.? Moreover, gains will depend on the
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quality of the template; in other work, we show that global FTAAP ben-
efits would be US$2.4 trillion with a TPP-style template versus US$1.9
trillion with the intermediate template of Table 1. The vast majority of
gains in all cases would reflect trade creation, rather than the diversion
of benefits from excluded economies.

POSSIBLE PATHWAYS

Regardless of the potential gains, large agreements that include both
China and the United States face formidable challenges in terms of ne-
gotiations, as well as politics. They will not emerge quickly and will re-
quire ample preparation through reforms, innovative cooperation, and
greater mutual trust. It is therefore important to consider pathways that
could lead to convergence in the longer term. Two broad alternatives are
considered below.

First, either the TPP or the RCEP could emerge as a pathway to
region-wide free trade. The TPP is at this time the most probable path-
way. It might initially expand to 17 members, as discussed above. Such
enlargement would yield very positive outcomes for old and new mem-
bers. China and the United States would reap the largest benefits, pro-
viding incentives for their joint leadership. Of course, many difficulties
would be involved; China would have to accept provisions that were not
included in its previous FTAs, and the United States would face large
domestic adjustments that require careful implementation and confident
leadership. Nevertheless, this path offers major political and economic
opportunities for both economies, and some high-level attention is al-
ready directed toward it.> Whether the RCEP will emerge as an alterna-
tive pathway is still open to question; much will depend on whether it
achieves the high standards expected by advanced economies.

Second, the TPP and the RCEP could develop in parallel, with an
eventual “umbrella agreement” built around them. That agreement, of-
ten envisioned as the FTAAP, would impose new requirements that
are intermediate to those of the TPP and the RCEP. For example, it
could specify intermediate tarift reductions, service commitments, and
intellectual property rules. It would, in turn, offer benefits more modest
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than those offered by the TPP. This approach would yield an initially
multi-tiered system, with economies choosing whether to accept RCEP,
FTAAP, or TPP standards, but with the expectation that each economy
would eventually converge to high standards. This is most likely to hap-
pen by adding economies gradually to the TPP. Another possibility is
that the F'TAAP becomes a living agreement that is upgraded over time.
Precedents for an evolutionary approach are offered by ASEAN’s expe-
rience with combining “plus one” agreements and bilateral agreements
with external partners, and with its upgrading of the ASEAN Free Trade
Area and some ASEAN-Plus-One partnerships. Unfortunately, the US
political process offers no similar precedents.

An effective multi-tiered system would require its several agreements
to be reasonably compatible. There is some evidence that recent trade
agreements by the United States and Asian economies are more simi-
lar than earlier ones, and that agreements increasingly borrow language
from each other. The guidelines for the RCEP, for example, overlap
with the structure of the TPP. In any case, the attitudes of China and
the United States will be crucial. Much of the incremental gains from
a region-wide agreement would accrue to these economies, and their
cooperation and leadership will be essential for bridging the Asian and
trans-Pacific tracks. More work is needed to analyze the details of these
alternatives, but APEC provides an ideal venue for such dialogue.

CONCLUSIONS

Asian and trans-Pacific regional negotiations are moving forward, de-
spite business cycles, elections, geopolitics, and political controversy.
Estimates suggest that they could generate large economic benefits, es-
pecially if they ultimately encompass the entire region.

The gains from Asia-Pacific integration will depend on the quality
and regional reach of the templates used. There is tension between these
objectives. A rigorous template, as is emerging in the trans-Pacific nego-
tiations, yields greater gains, but will also impede region-wide participa-
tion. But there are ways to bridge these alternatives, such as through the
multi-track, multi-tiered process sketched above.
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Detailed policy recommendations are well beyond the scope of this
short paper, but three issues merit attention:

e APEC could use the current lull in negotiations to intensify work on
region-wide integration, including the FTAAP. New policy dialogues
and research efforts might be directed, for example, toward minimiz-
ing divergences between emerging agreements.

e 'The TPP and RCEP agreements could develop “mutual accession”
clauses—that is, commitments to consider expeditiously applications
from each other’s members. They could also identify future windows
for enlargement. These provisions need not guarantee accession, but
making the timetables explicit would motivate planning.

e China and the United States could follow a “third track” of discussions
through bilateral efforts; they have the most to gain from, and con-
tribute to, regional integration. Their steps could range from conclud-
ing an early bilateral investment agreement to other policy changes
required for joint participation in a region-wide free trade agreement.

Region-wide agreements could produce compelling economic benefits
and a more cooperative political environment. Yet achieving such agree-
ments is difficult. Lengthy and complex negotiations will be required,
which—amplified by the Internet—invite opposition from numerous
special interests. The case for Asia-Pacific integration will have to be
made effectively by governments, especially in the largest economies, if
its benefits are to be realized.

NOTES

1. 'This possibility has been raised in recent commentary by Ma and Shi
(2013) and Gordon (2014), among others.

2. 'The TPP-17 and FTAAP simulations differ, both in terms of their template
(the TPP-17 template is assumed to be more rigorous) and member-
ship (the FTAAP has 21 members). These differences complicate direct
comparisons of the results. For China, for example, the gains are greater

under the high standards of the TPP-17 than under the wider coverage
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of the FTAAP. The same is true for the United States. For Chinese Taipet,
however, gains are greater under the FTAAP than the TPP-17 because

it is not assumed to be part of the latter.

3. 'These possibilities were explicitly noted, for example, by Wang Shouwen,
Assistant Commerce Minister, and Lin Yifu, Vice Chairman of the All-
China Federation of Industry and Commerce, speaking at the Boao
Forum on April 9, 2014 (originally http://www.bruneitimes.com.bn
/business-asia/2014/04/10/china-says-it-watching-trans-pacific-trade-
pact-great-interest but now at http://www.aastocks.com/en/stocks
/analysis/china-hot-topic-content.aspx?id=200000331986&type=18&
catg=3).

SOURCES

Gordon, Bernard. 2014. “China Belongs in the Pacific Trade Pact.” Wall Street
Journal, April 24.

Kehoe, Timothy J. 2005. “An Evaluation of the Performance of Applied
General Equilibrium Models on the Impact of NAFTA.” In Frontiers in
Applied General Equilibrium Modeling: In Honor of Herbert Scarf, edited by
TJ. Kehoe, T.N. Srinivasan, and J. Whalley, 341-77. Cambridge: Cam-
bridge University Press.

Li, Chunding, and John Whalley. 2012. “China and the TPP: A Numeri-
cal Simulation Assessment of the Effects Involved.” National Bureau of
Economic Research, NBER Working Paper No. 18090, May.

Ma, Jun, and Audrey Shi. 2013. Economic Benefits of TPP Entry for China.
Deutsche Bank, Hong Kong.

Petri, Peter A., Michael G. Plummer, and Fan Zhai. 2012. 7he Trans-Pacific
FPartnership and Asia-Pacific Integration: A Quantitative Assessment. Policy
Analysis in International Economics No. 98. Washington, DC: Peterson
Institute for International Economics and East-West Center.

Pew Research Center and Bertelsmann Foundation. 2014. Creating a Trans-
atlantic Marketplace: German and American Views. Washington, DC.

Zhai, Fan. 2008. “Armington Meets Melitz: Introducing Firm Heterogene-
ity in a Global CGE Model of Trade.” Journal of Economic Integration 23
(issue 3, September): 575-604.






The Regional

Comprehensive
Economic
Partnership
Negotiation






The Regional

Comprehensive
Economic Partnership

An Initial Assessment

Ganeshan Wignaraja, Director of Research,
Asian Development Bank Institute’

INTRODUCTION

Mega-regional trade deals are emerging as a key feature of the world

trading system in the post—global financial crisis era. This trend has been

motivated by the need to reduce regulatory barriers to global supply chain

trade, a loss of credibility in the negotiating function of the World Trade

Organization (WTO), and geopolitics (Baldwin 2012). The internation-
al spotlight is on negotiations for the US-led Trans-Pacific Partnership

(TPP) and the US-EU Transatlantic Trade and Investment Partnership

(TTIP). Meanwhile, Asia’s own mega-regional trade deal—the Regional

Comprehensive Economic Partnership (RCEP)—is quietly being ne-
gotiated. But it merits more economic analysis: the RCEP could create

the world’s largest trading bloc and have significant implications for the

world economy.
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This essay provides an initial assessment of the RCEP and explores its
policy implications. It focusses on four important questions in contem-
porary policy debates: (1) What is the framework for the RCEP negotia-
tions, particularly its aim, scope, and timeline? (2) How will the RCEP
impact economies and sectors? (3) What does joining the RCEP imply
tor India, which some argue is hesitant to liberalize its trade further and
could be a stumbling block to the negotiations? (4) What are the main
challenges to the success of the RCEP during the negotiations and af-
terwards?

THE FRAMEWORK FOR THE RCEP NEGOTIATIONS

The RCEP was launched at the East Asia Summit in November 2012
in Phnom Penh, Cambodia (Basu Das 2012). While the partner-
ship would expand ASEAN’s role in coordinating regional trade, the
RCEP’s key aim is to reconcile two long-standing proposals into a large,
region-wide trade agreement. The two proposals being joined are: (1)
the East Asian Free Trade Agreement, which includes ASEAN, China,
Japan, and South Korea; and (2) the Comprehensive Economic Partner-
ship, which has added Australia, New Zealand, and India. The first was
backed by China, and the second by Japan. The RCEP neatly bridges the
two proposals by adopting an open accession scheme so that any party
that meets the template can join. Furthermore, ASEAN is accorded the
coordinating role for the RCEP process, which means better inclusion
of the interests of smaller ASEAN economies.

A relatively short time frame for the RCEP negotiations was planned
at the outset. Negotiations began in early 2013 and are scheduled to
conclude by the end of 2015. Four rounds of negotiations have been
completed to date, with the most recent held in Nanning, China, from
March 31 to April 4,2014.

The parties have stated that their goal is to achieve a modern and
comprehensive trade agreement, and the negotiations are supposed
to be guided by several key principles (RCEP Ministers 2012), in-
cluding:



THE REGIONAL COMPREHENSIVE ECONOMIC PARTNERSHIP 95

e maintaining consistency with WTO rules, such as GATT Article
XXIV and GATS Article V;

e providing improvements over existing ASEAN-Plus-One FTAs;

o reflecting different levels of development of participating economies,
and allowing for special and differential treatment for least-developed
economies; and

e ensuring an open accession clause to enable participation of any ASE-
AN FTA partner, as well as other external economic partners, at a
future date.

The core of the RCEP negotiating agenda will cover trade in goods,
services trade, investment, economic and technical cooperation, and dis-
pute settlement. More specifically, the RCEP seeks to achieve the fol-
lowing:

e gradually reduce tarift and nontariff barriers on most trade in goods to
create a free trade area;

e largely eliminate restrictions and discriminatory measures on trade in
services for all sectors and modes of services;

e create an open and facilitative climate for investment;

e address the special needs of less-developed ASEAN economies
through early elimination of tariffs on products of interest to them,
and through the provision of development assistance to narrow devel-
opment gaps; and

e provide for a dispute settlement mechanism to effectively resolve
trade disputes.

The TPP is often portrayed as an ambitious, twenty-first century
trade agreement dealing with complex behind-the-border regulatory is-
sues (Schott, Kotschwar, and Muir 2013). It is possible that an eventual
TPP agreement will be deeper than the RCEP in two respects. First,
in core issues covered by both the RCEP and TPP, the TPP will have
deeper commitments (e.g., faster and more comprehensive liberalization
of goods trade). Second, the TPP will cover more areas than the RCEP
(by as much as 29 chapters) that aim to substantially reduce barriers to
trade, as well as expand the rules on trade.
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There is a lack of official information on the current state of the RCEP
negotiations, which are being conducted behind closed doors. The early
signs are that progress has been made in the negotiations in the areas of
goods trade and trade facilitation. The parties are said to have reached
preliminary agreements on tariff reduction schedules, rules of origin,
customs procedures, and other trade facilitation measures (See China
Daily, March 31, 2014). Negotiations on services and investment, how-
ever, may take some time due to differences in levels of development of
the parties, the negotiation positions of the parties, and the influence of
business lobbies.

Nonetheless, the RCEP is less ambitious than the TPP in terms of
trade issues covered, and the prospect of development assistance for ad-
justment means that developing economies will find it easier to join the
RCEP. Thus, an RCEP deal has a reasonable chance of success. Addition-
ally, the RCEP, along with the TPP, will influence the emerging regional
trade architecture toward achieving a free trade area of the Asia Pacific.

ECONOMIC IMPACT OF THE RCEP

Disparities in per capita income and trade policy are key differences
among RCEP members. Table 1 shows per capita GDP in purchas-
ing power parity, MFN tariff levels, and number of concluded FTAs of
RCEP members. The grouping includes high-income developed econo-
mies (e.g., Singapore, Australia, Japan, South Korea, and New Zealand)
as well as poor developing economies (e.g., India, Cambodia, Laos, Viet-
nam, and Myanmar). There are wide variations in levels of trade opening,
with some economies exhibiting double-digit MFN tariffs and others
having low tariffs. Differences also exist in the emphasis given to FTAs
as trade policy instruments, with very active F'TA-strategy economies
existing alongside more passive F'TA-strategy economies.

These differences, however, mask the striking collective economic im-
portance of the RCEP trade bloc. Table 2 provides information on the
RCEP members’ world shares of population, GDP, trade, and invest-
ment. The grouping covers 48.8 percent of the world’s population and
accounts for 28.7 percent of world GDP. It also makes up 27 percent
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TABLE 1 Per Capita Income and Trade Policy in Asia

Per capita gross domestic ) Concluded
pr9duct based on purchas- | Simple mean, FTAs
ing power parity (PPP) MFN tariff rate
(Current international dollars) er (No. of FTAs)
2000 2013 2000 | 2012 | 2000 | 2013

Northeast Asia

Japan 25,709 36,899 33 3 0 13

China 2,382 9,844 17 25 1 14

South Korea 16,528 33,189 9.2 12.1 1 11
ASEAN

Brunei 43,386 53,431 26 25 1 8

Cambodia 909 2,576 16.4 14.2 1 6

Indonesia 2433 5,214 84 6.7 1 9

Laos 1,185 3,068 9.5 9.7 3 8

Malaysia 9,102 17748 10.2 7 1 13

Myanmar 530 1,740 55 56 1 6

Philippines 2,446 4,682 76 6.3 1 7

Singapore 33,195 64,584 0 0 1 21

Thailand 5,015 9,875 185 9.7 2 12

Vietnam 1426 4,012 16.5 9.8 1 8
Other

India 1,561 4,077 32.9 124 1 13

Australia 27,581 43,073 4.5 2.8 1 8

New Zealand 19,884 30,493 26 2.1 1 9

Notes: “The tariffs reported are the simple average MIFN tariffs across all commodities. Where
data is not available, the most recent year within a five-year window (on either side) is used.
Sources: IMF, World Economic Outlook Database; World Bank, World Integrated Solutions

Database; ADB, Asia Regional Integration Center.

of world trade, 24.4 percent of world FDI inflows, and 23.3 percent of
world FDI outflows.

There are several a priori reasons why the implementation of the

RCEP can generate economic gains for Asia. First, the RCEP can
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TABLE 2 Importance of RCEP in Global Economy

Measure Magnitude Share of world
Population 3.4 billion people 48.8% (2013)
GDP (Current) US$21.3 trillion 28.7% (2013)
Trade (Goods and services exports and imports) US$12.1 trillion 27.0% (2012)
FDIinflow US$329.4 billion 24.4% (2012)

Notes: Figures for population and GDP are IMF estimates.
Sources: IMF World Economic Outlook Database; World Bank World Development Indica-
tors; UNCTAD, (all accessed February 20, 2013).

help regionalize sophisticated global supply chains that make Asia the
world’s factory. If a comprehensive agreement can be reached, trade bar-
riers impacting goods and services in Asia will fall. Market size will ex-
pand beyond national borders, and a larger regional market will facilitate
the realization of economies of scale in production.

Second, if the new regional rules align with WTO agreements on
goods and services, the RCEP can help further insure against the emer-
gence of protectionist sentiments in the global economy, particularly
murky nontariff measures.

Third, in the area of investment rules—where there exists only a rath-
er basic WTO agreement (the Trade Related Investment Measures, or
TRIMs)—the RCEP promotes easier FDI flows and technology trans-
ters by multinational corporations. Reducing barriers to investment and
supporting a regional, rules-based FDI regime will further facilitate re-
gional supply chain trade.

Fourth, by simplifying trade rules, the RCEP will also reduce the
overlap among Asian F'TAs and the risk of an Asian “noodle bowl” of
multiple trade rules (Kawai and Wignaraja 2013). Rules of origin, in
particular, could be rationalized, made more flexible, and better admin-
istered through electronic means. This would reduce transaction costs
for businesses, particularly for small- and medium-sized enterprises
(SMEs).

Fifth, falling trade barriers will make available cheaper imports of
food and consumer goods, which will benefit consumers and low-in-
come households.
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Simulation modeling using computable general equilibrium (CGE)
models is useful in quantifying the income effects of eliminating import
tariffs on the trade in goods, and liberalizing cross-border trade in ser-
vices through the formation of trade agreements. CGE models can trace
economy-wide effects of policy changes and point to unintended eco-
nomic consequences. CGE studies typically show that significant gains
can arise from the RCEP.

A recent study (Kawai and Wignaraja, forthcoming) showed that the
RCEP can ofter large income gains to the world economy, reaching $260
billion (or a 0.54 percent change from baseline income). Furthermore, all
economies that are party to the RCEP agreement are projected to achieve
gains (see Figure 1). For ASEAN’s dynamic members, projected gains
are significant: Thailand (12.8 percent), Vietnam (7.6 percent), Malaysia
(6.3 percent), and Singapore (5.4 percent). For the rest of ASEAN—
Cambodia, Indonesia, the Philippines, and the remaining ASEAN
economies—the gains are less than 3 percent. Among the economies of
Northeast Asia, South Korea is projected to experience the largest gain
under the RCEP (6.4 percent), while gains for Japan and China are less
than 2 percent. Meanwhile, the gains for India are 2.4 percent, the gains
for Australia are 3.9 percent, and those for New Zealand are 5.2 percent.
As expected, economies that are not members of the RCEP experience
losses, and the magnitude of these losses differ by economy.

'The study also shows that the implementation of the RCEP scenario
is likely to result in significant structural changes toward manufactures
and services (and away from agriculture and other primary products)
in Asia. There are also shifts within manufacturing. Among ASEAN’s
dynamic members, Thailand is projected to experience gains in electri-
cal machinery and electronics, motor vehicles, and services; Vietnam
in textiles and clothing; and Malaysia in metals and metal products. In
the rest of ASEAN, Cambodia sees losses in a key sector (textiles and
clothing), and the Philippines sees losses in motor vehicles. Meanwhile,
China achieves gains in electrical machinery and electronics, and India
in services and metals. Japan and South Korea see gains in most manu-
facturing sectors. Strikingly, seven economies see declines in agriculture,
and the others see negligible gains.
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FIGURE 1 Percentage Change in Income, Compared to a 2017 Baseline

IMPLICATIONS OF THE RCEP FOR INDIA

India’s Look East Policy of 1991 signaled the intent of South Asia’s gi-
ant economy to revitalize its cultural, defense, and economic ties with
globally important East Asia. Over time, India has operationalized its
Look East Policy by concluding FTAs with East Asian economies, in-
cluding a plurilateral agreement with ASEAN in 2010, as well as bilat-
eral agreements with Singapore in 2005, South Korea in 2010, Japan in
2011, and Malaysia in 2011. By providing for India-China trade and
India—Australia/New Zealand trade, the RCEP fills in crucial, missing
FTA links between India and other RCEP members. This will give the
Indian business sector greater opportunities to access a larger regional
market and to integrate into regional production networks. None of the
other South Asian economies have expressed a desire to join the RCEP,
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but this may change if they become concerned about being left out of
the large regional integration group (Wignaraja 2014).

Trade preferences and regional, rules-based India-China trade of-
fer important advantages for India. However, there have been concerns
among some business sectors in India, particularly in the import substi-
tuting manufacturing sector, about expanding India-China trade (e.g.,
Mishra 2013). Cheap imports of manufactured goods from China are
thought to have adversely affected Indian businesses. Some argue that
Chinese firms appear to have price and quality standards that few Indian
firms can match. Concerns have also been expressed about opening up
sensitive economic sectors and infrastructure to inward investment from
China, particularly by state-owned enterprises that unfairly benefit from
government subsidies.

But a preoccupation with the absolute advantage of Chinese firms
as traders or investors is misplaced. The CGE projections mentioned
above show that India can achieve potential income gains of 2.4 percent
from the implementation of the RCEP. The RCEP provides inroads
for Indian services to China and the rest of East Asia, where India has
achieved a comparative advantage on world markets (see Wignaraja
2011). These advantages include the areas of information and commu-
nication technology, professional services, law, banking, and educational
services. Moreover, India has emerged as an important destination for
tourists from the Asia-Pacific region, and tourism services offer further
opportunities for Indian businesses. Accordingly, India should make the
case for lower barriers to services trade and more transparent investment
rules in the RCEP negotiations. India has also shown growth in some
manufacturing sectors in world markets (including pharmaceuticals, the
automotive sector, textiles, and food processing), and this trend is likely
to continue under the RCEP.

Thus, the RCEP is a major opportunity for Indian businesses in ser-
vices and manufacturing, including large and small firms within these
sectors. Lobbying for exemptions for sensitive sectors or more protection
for declining manufacturing sectors would be an unproductive, defensive
approach to the RCEP. Instead, Indian businesses should prepare for
gradual market opening under the RCEP by investing in price, qual-
ity, and delivery systems that meet international standards. Above all,
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Indian businesses need to invest in new technology, quality management

systems, just-in-time procurement systems, research and development,
relationships with overseas buyers of output, and technical training. The

Indian government can support business process reengineering by In-
dian firms through investing more in transport and energy infrastructure,
implementing second-generation structural reforms, providing access to

competitive industrial finance, investing in tertiary-level technical edu-
cation, and strengthening science and technology institutions.

It seems that India has adopted a generally positive approach to the
RCEP negotiations. The good thing about the RCEP is that it is a step-
by-step process, so any economy that meets the template can join. The
RCEP should be relatively easy for India because it has concluded the
more ambitious India-Japan and India—South Korea F'TAs. Indian busi-
nesses, then, should embrace the RCEP, as it includes all the ASEAN
economies, as well as others.

Furthermore, Indian elections in Mid-May 2014 have ushered in a
more pro-business administration. The new government led by Naren-
dra Modi has said it will adopt new economic reforms (including liberal-
ization of regulations on the entry of foreign investment and strict labor
laws). Sweeping domestic reforms in India over the next few years will
make it easier for India to lock in the gains from trade by concluding a

RCEP agreement.

CHALLENGES FACED BY THE RCEP

Realizing the benefits of the RCEP will depend on how effectively sev-
eral challenges are addressed during the negotiations and afterwards
(Basu Das 2012, Hiebert and Hanlon 2012, Kawai and Wignaraja 2013).
First is the political challenge of respecting the central role of ASEAN
in the RCEP negotiations, amidst the presence of major regional econ-
omies (such as Japan, China, South Korea, and India). The second
challenge arises from negotiating partners having different levels of
development and interests. The RCEP must overcome the risk that
granting exclusions to protect sensitive sectors will ultimately limit
trade and investment liberalization. The third challenge is for the
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RCEP to gradually improve its coverage of new trade issues (such as
competition policy, the environment, and labor standards), which are
increasingly a feature in the most comprehensive FTAs in Asia and
internationally. Fourth is the risk that firms, particularly small- and
medium-sized enterprises, may underuse RCEP tarift preferences due
to limited international competitiveness, as well as poor understand-
ing of its legal provisions. Fifth, implementation of the RCEP will
bring gains and losses at sector level within countries. With wages
and jobs at risk, adjustment costs may be high in declining economic
sectors. Sixth, there is the possibility that the RCEP and other mega-
regional FTAs may exacerbate the divergence between regional and
WTO trade rules, with the continuing erosion of WTO’s central role
in global trade governance.

CONCLUSIONS

This essay conducted an initial assessment of the RCEP. This is a difficult
exercise as the negotiations only began in early 2013, and official infor-
mation is lacking on the current state of the RCEP talks. Several points
emerge from the analysis.

First, a lower level of ambition than other mega-regionals, such as the
TPP, and the prospect of development assistance for adjustment suggest
that the RCEP stands a reasonable chance of getting concluded. The ad-
dition of a built-in agenda to the RCEP negotiating text would permit
more difficult trade issues concerning regulatory barriers to be added in
the future.

Second, the RCEP is globally important as a trading bloc, and CGE
simulation studies suggest that it will generate notable income gains for
the global economy. All members of the RCEP will gain, but the mag-
nitude of gains varies among economies. Structural changes will shift
economic activity toward manufactures and services, and adjustments at
sectoral levels will also result from the RCEP.

Third, concerns expressed by the Indian business community about
increased competition arising from the implementation of the RCEP
may be overstated. India has achieved a comparative advantage on world
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markets in services and in some areas of manufacturing. A renewed part-
nership between Indian businesses and government can help the busi-
ness sector prepare for market openings under the RCEP. Assistance can
take the form of investments in manufacturing capabilities and improve-
ments in the policy environment for businesses.

Fourth, realizing the benefits from the RCEP depends on addressing
challenges during the negotiations and afterwards. Key policy challenges
are likely to arise about how to ensure ASEAN centrality in the RCEP
process, how to achieve a reasonable level of ambition in an eventual
RCEP, how to ensure optimal use of RCEP preferences, how to support
declining economic sectors, and how to enhance the role of the WTO in
global-trade governance.

'The way forward for the RCEP negotiations should be to take the
best features of existing Asian FTAs (including existing ASEAN-Plus-
One FTAs), and to use them as a basis for negotiations to maximize the
quality of the RCEP, adhere to the timetable for concluding the RCEP
negotiations, and actively involve the private sector in the negotiations.
Afterwards, significant outreach and business services would be needed
for small- and medium-sized businesses to improve their international
competitiveness and lower the costs of using the RCEP. Enhancing do-
mestic structural reforms, investing in cross-border infrastructure, and
streamlining trade facilitation would also help elicit a private sector re-
sponse to the RCEP. Furthermore, adjustment assistance and social safe-
ty nets can help mitigate the negative effects of trade liberalization under
RCEP on affected sectors and jobs. Finally, a WTO agenda on global
supply chains and regionalism will facilitate greater coherence between

mega-regionals like RCEP and WTO rules.

NOTES

1. 'The views expressed here are solely mine and do not reflect the views of

the Asian Development Bank or the Asian Development Bank Institute.
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DIMENSIONS OF A GRADUAL PROGRESSION

Recognizing the practical ways in which regional integration and coop-
eration have evolved in the last three decades or so in East Asia (EA), it
increasingly makes sense to look at EA as a region that consists of the
Association of Southeast Asian Nations (ASEAN) or Southeast Asia,
Northeast Asia, and Australia, India, and New Zealand. This definition
has very little to do with physical geography and social geography. It is
a practical decision that recognizes deepening interdependence between
ASEAN, Northeast Asia, Australia, New Zealand, and India in terms of
trade, investment, and migration flows. It also captures how the rest of the
world relates to this region, rather than focusing on its smaller geographi-
cal parts. The world may one day mutate into a single region. For the time
being, however, regionalism does open incremental opportunities for eco-
nomic and social advancement, depending on the density of connectivity
that has been wired into it, be it physical connectivity, peope-to-people
connectivity, or—also very important—institutional connectivity. A dense

connectivity transforms a physical region into a formidable economic ge-
ography (Giulani 2010, Morris 2010).
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Generally speaking, EA as an emerging region is currently serving
as the locomotive for the world economy’s growth for a number of rea-
sons. It is growing faster than the rest of the world primarily thanks to
China, which admittedly is experiencing a slowdown, but still manages
to grow by over 7 percent a year. Another contributor is the medium-size
economy of Indonesia, which grows at approximately 6 percent a year.
Future potential for growth is also promising as EA remains a “huge
region of complementary opportunities.” China is still evolving in the
middle-income group. India, Indonesia, the Philippines, and Vietnam
are at an even earlier stage, but are catching up. People from diverse
walks of life, such as commerce, professional employment, policymak-
ing, and academia have discovered that East Asia is a rewarding area for
spending their time and effort. They all wish to be part of and benefit
from the EA growth process.

However, EA is not a homogeneous region. The contrast starts by
looking at income and economic development in general. On this score,
EA occupies the entire spectrum of income and development levels. At
one end, EA is home to very low-income economies, such as Myanmar,
Cambodia, and Laos. On the other hand, it is also home to top-income
countries of different kinds, such as Brunei, Singapore, Japan, and South
Korea. In the lower middle there thrive Vietnam, India, the Philippines,
and Indonesia; China, Thailand, and Malaysia occupy the upper middle.
Beyond the favorable economic growth, there looms very large in East
Asia different priorities concerning economic policymaking. Drawing a
coherent agenda of economic community building in EA requires a fine
balancing. The region’s different stages of development combine with
variations in geography, political systems, foreign policies, and history to
make EA also a region of divergence.

The contrast extends to macroeconomic conditions and policies. Infla-
tion is largely benign in EA (Kim and Lee 2013). Yet Vietnam and India
are faced with the risk of inflation rising to double digits. Unemployment
is also generally low, but India in recent times has faced an employment
rate of almost 10 percent. What is more, there are important footnotes
to unemployment in East Asia. In several economies, huge numbers of
people engage in vulnerable employment that may disappear when an
external shock strikes (ILO 2013). And while region-wide progress on
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poverty has been remarkable, the war against poverty is far from won. If
the poverty line is defined at PPP (purchasing power parity) US$2 per
day, around 68 percent of Indians, 60 percent of Laotians, 49 percent of
Cambodians, 43 percent of Indonesians and Vietnamese, and 27 percent
of Chinese still struggle at the edge of poverty. Healthy life expectancy
(HALE) is short in the low-income and low middle-income economies
of EA. Furthermore, inequality is worsening in the region, as reflected in
rising Gini coeflicients (Wang Feng 2011, Saez 2013).

Somewhat more disquieting is the profile of current account. After a
long period of positive current account following the crisis of 1997-1998,
Indonesia, for example, returned to a negative current account in 2013
and 2014.The situation is more serious in Cambodia and Laos, where the
ratios have stood at around 6 percent in recent times, far above the limits
of 4 percent that is widely considered to be threatening. However, these
two economies can still count on development assistance when deal-
ing with financing. In India, the current account deficit is much higher,
in the neighborhood of 8 percent of GDP, though India can count on
capital and financial flows for financing. However, for large economies
such as India and Indonesia, high current account deficits are reasons for
concern, no matter how optimistic one may be about unrequited transfer
and direct investment inflow, or incoming portfolio investment.

Even foreign direct investment (FDI) is not a panacea from a current
account perspective, since sooner or later it is going to lead to cumulative
outflows in excess of cumulative inflows. While overall net investment
positions in EA are not worrisome, there are again great variations. Aus-
tralia and New Zealand exhibit a net position of 64 percent and —69
percent of GDP respectively, but they are able to mobilize capital inflows
in sufficient magnitude. Next are Indonesia at =36 percent, South Korea
at —18 percent, and India and the Philippines at =10 percent each. On
the other hand, China enjoys a net position of +37 percent, Japan +56
percent, and Singapore a huge +224 percent. These statistics underline
the importance of monetary policy cooperation. East Asia is on the right
track with the strengthened Chiang Mai Initiative Multilateralization
(CMIM) and the ASEAN Macroeconomic Research Organization
(AMRO), which together are expected to evolve into a more compre-
hensive framework for macroeconomic policy cooperation.
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After lagging for decades behind Europe in terms of regional integra-
tion and cooperation, EA has caught up at high speed in recent years.
Not only was the reluctance to integrate and cooperate overcome by
the ASEAN economies when they established the ASEAN Free Trade
Area in 1992, but ASEAN has also evolved into an ASEAN Economic
Community (AEC), which is scheduled to be completed by 2015. Intra-
ASEAN trade, investment, and flows of people have expanded, though
one has to note time and again that EA rather than ASEAN is the more
proper definition of the region. Assessment by the Economic Research
Institute for ASEAN and East Asia (ERIA) suggests that the agreed
targets may not be attained in their fullness (ERIA 2012, 11-16). Nev-
ertheless, the AEC is likely to deserve a “B” score, with targets in trade
in goods achieved to a large extent, though the ones pertaining to ser-
vices, investment, and flows of people much less so. Mention must also
be made of the adoption of the ASEAN Charter in 2007. In spite of its
limited ambitions in terms of extent and speed of integration and coop-
eration that go beyond interstate relations, the charter gives ASEAN a
more solid foundation as a regional grouping. In the meantime, ASEAN
is preparing for strategies and steps for the post-2015 period, which is
likely to be critical for the future economic development of ASEAN and
East Asia in general.

The process of branching out of ASEAN regional integration and
cooperation has also progressed in EA. Bilateral FTAs or partnerships
have been established or are in the making in EA. The Chiang Mai Ini-
tiative Multilateralization (CMIM) must have played a role in protecting
EA from the oftentimes-wild impacts of global crises, such as the one
that erupted in 2007-2009 in those economies with the most developed
financial systems, though the CMIM still suffers from shortcomings
(Siregar and Chabchitrchaidol 2013, 7-11). The various early attempts
to pursue an EA-wide approach to regional integration and cooperation
have admittedly failed to result in the desired outcomes so far, but they
have now led to negotiations on the RCEP, which is scheduled to come
to an agreement by the end of 2015.

It is extremely important for EA to insulate rising trade, investment,
and people interactions, as well as the process of economic community
building, from the impacts of resurging protectionist measures enacted
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after the 2007-2008 crisis. Of equal importance is shielding itself from
interactions regarding disputes in other spheres of life, particularly ter-
ritorial disputes in the South China Sea and East China Sea, as well as
shielding against an escalating arms race. Not only is such insulation
very important from the perspective of future growth, it is also one way
of raising stakes in achieving good and peaceful relations, as functional-
ists and neo-functionalists have argued all along.

THE NEXT STAGE OF GRADUATION

Notwithstanding progressive growth in recent decades and the posi-
tive perception of EA among traders, investors, and governments as the
world’s most vital growth center, where a presence—direct or indirect—
is considered essential, the fact remains that EA economies are scattered
along the entire development ladder, as alluded to earlier. Economic
growth will still continue to rank very high in EA’s development agenda.
Even Japan is faced with the need to revive growth to a higher level, as
reflected in the “Abenomics.” As the problems associated with Japan’s
aging population get increasingly severe, and its policy stance regard-
ing immigration remains closed, the need for higher productivity of the
working population will be felt more pressingly. This erodes even further
the appeal of low-value processes in manufacturing and services, unless
they are highly mechanized. Similar to Japan, South Korea will also have
to raise productivity of its working population to be able to absorb the
burdens that come with worsening aging. Given its very high income,
Singapore may find growth increasingly difficult. Yet, Singaporeans do
seek to go beyond their current level of per capita income. Brunei may
have little urgency to seek alternative growth sectors outside of oil and
gas, thanks to its resource abundance and small population, though these
fossil fuels are bound to run dry sooner or later. It remains an open ques-
tion whether the very advanced economies of EA will, in time, find the
necessary growth impulses, or if they will succumb to the tyranny of life
cycles and become satisfied with small, steady state growth.

For the rest of East Asia, growth will continue to rank very promi-
nently in the development agenda. Indeed, the attainment of an escape
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velocity that would allow these economies to safely overcome the devel-
opment traps is an imperative, if the lessons from Japan, South Korea,
and China apply to the rest of EA, as they probably do. Needless to say,
the challenges facing individual economies difter depending on physical
geography, demography, cultures adhered to, level and diversity of com-
petencies mastered by the population, the stage of development occupied,
economic systems adhered to as they pertain to constitution of owner-
ship, the role of the state in economic development, and openness to the
rest of the world. To highlight the problems more succinctly, the follow-
ing discussion is focused on the more populous economies. As long as
these economies grow at healthy rates, the less populous ones will find
ways to grow alongside them, or even outpace the populous economies.

'The experiences of Japan, South Korea, and China show that sustain-
ing progressive growth in manufacturing is indispensable to the attain-
ment of the escape velocity of growth. A casual observation of recent
patterns in the global production network shows, in fact, that accelera-
tion is possible only in a few subsectors, notably information and tele-
communication technologies, automotive industries, and some parts of
consumer goods industries. It is in these few industries where growth
of output and trade is fastest. It is also in these few industries where
the division of labor can be pushed to greatest depths. A fundamental
question arises as to what extent the world can accommodate the simul-
taneous, rapid growth of manufacturing in China, India, Indonesia, the
Philippines, Myanmar, and Vietnam. However one answers the ques-
tion, the populous EA economies are going to look at manufacturing
as the only feasible locomotive for strong output and employment ex-
pansion. Some may push the acceleration under state leadership, along
the lines of industrial targeting, though the probability of successfully
pursuing such routes has diminished as manufacturing has spread more
widely and protection measures become increasingly costly to maintain.
The more popular route, however, is acceleration driven by foreign di-
rect investments. In fact, the strategy of creating growth momentum
through special economic zones, where speed of development can be
raised and location costs reduced through special administrative provi-
sions and economies of scale and scope, is still a popular option to boost
the growth of manufacturing.
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Using foreign investment as a catalyst of progressive growth in manu-
facturing requires a good policy in the widest sense of the word. Such
policies include border measures that allow the inflow and outflow of
goods and services to proceed at high speeds and lower costs across the
different locations in the production network. On this score, the devel-
oping parts of EA have a lot of catching up to do in addressing non-
tariff measures related to trade in goods, including setting and enforc-
ing various standards. Of equal importance is good domestic regulation.
For instance, the difficulties involved in infrastructure in general, and
public-private partnerships in particular, pertain partly to land rights. In
some new democracies, such as Indonesia, dealing with labor unions
has turned out to be difficult, with the tendency for unit labor cost to
rise progressively relative to productivity. Dealing with business permits
has remained an arduous process, despite efforts on the part of govern-
ments to streamline the permitting process. Governments can also grow
impatient, forcing foreign companies to transfer technologies. What is
more, underinvestment in infrastructure is commonplace in the develop-
ing parts of East Asia. Routine expenditures, such as subsidies on current
consumption of fuels, as in the case of Indonesia, are typically large in
comparison to tax revenues. The call for private sector investment in in-
frastructure by way of public-private partnerships has materialized only
marginally because of the difficulties involved in drawing up contracts
and enforcing them. As a result, connectivity in the cases of low-income
economies in EA leaves a great deal to be desired. The decision by some
governments to focus on carefully selected clusters of metropolitan ar-
eas, such as Indonesia’s promotion of the Indonesian Master Plan for
the Acceleration of Economic Development, appears sensible. However,
making these plans successful takes daring leadership, as China demon-
stated in determinedly pushing its special economic zones (SEZ).

Given the tough competition between different locations, the tempta-
tion exists to engage in a “race to the bottom,” or using location dumping
as a way to get larger shares of foreign investments in manufacturing.
The more thinly a government is equipped with resources, the greater
such temptation becomes. The danger of governments engaging in zero-
sum games, or even negative-sum games in cases of mutual destruction,
is apparent. Interestingly, ASEAN recognized this danger early on. It
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was with a view to minimize such zero-sum games that the first substan-
tive cooperation programs in ASEAN mostly took the form of “resource
pooling”—for example, ASEAN Industrial Projects, ASEAN Com-
plementation Projects, and ASEAN Industrial Joint Ventures. Market
sharing was originally designed to complement the resource-pooling
program, apart from a modest preferential trade agreement with a very
limited margin of preferences. Unfortunately, none of the resource pool-
ing programs turned out to be successful enough to catalyze cooperation
in other industries. In the end, ASEAN also opted for the standard route
of trade liberalization, in combination with unilateral trade and invest-
ment deregulation of the 1980s and 1990s.

There are certainly areas where liberalization initiatives need to con-
stitute an important part of future ASEAN and RCEP integration
and cooperation efforts, including addressing the sensitive and highly
sensitive lists of the agreements that emerged out of ASEAN. But the
ASEAN Economic Community (AEC) and the RCEP cannot be ex-
clusively aimed at accelerating and sustaining growth—they must also
enable less-developed members to grow faster or to catch up. While pro-
ducing economic benefits, liberalization is socially flawed in that it benefits
the most-prepared members and companies already operating in an area,
while the less-prepared ones have to wait for their turn. The AEC and
the RCEP are also focused on reducing environmental stresses, including
those of immediate or long-term relevance. East Asian cities are suffering
from severe shortages of fresh water, traffic jams, depleted public amenities,
polluted air, greenhouse gas emissions, and many other ecological stresses.
Reforestation is badly needed in EA. Concrete measures are needed to
protect land and marine biodiversity, which are exposed to extreme strains
stemming from commercial activities in EA. Pursuing growth while re-
ducing environmental strain are herculean challenges to ASEAN and the
RCEP, and they can only be addressed through regional cooperation.

MEASURES OF INCLUSION AND SUSTAINABILITY

Regionalism is a dynamic process. Post-war experiences clearly show the
tendency of regionalism to spread across wider and wider geographical
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areas. New members accede to existing groupings. The European Union
(EU), for example, expanded from the original six members to twenty-
seven, and ASEAN from its original five members to ten. After all, “re-
gion”is a man-made term, as alluded to earlier. Interregional integration
and cooperation are also conceivable. ASEAN and the EU wanted to
pursue an interregional undertaking, but the possibility ended because
of unbridgeable differences on human rights issues in pre-reform Myan-
mar. A convergence between the RCEP and the TPP is, of late, often
mentioned as a possible route to the Free Trade Area of the Asia-Pacific
(FTAAP), even though such a convergence looks remote for the time
being.

Issues addressed in regional integration and cooperation tend to be-
come increasingly comprehensive over time. The EU, for instance, start-
ed off as sector-based communties, and grew to become a single market
and, later, a single currency. ASEAN’s agenda was also originally con-
fined to state-to-state economic cooperation, but moved to become a
free trade area and then an economic community. The geographical ex-
tension and the widening issue coverage spurred by regional integration
and cooperation appear to be unstoppable once they are launched. This
is the reason for the recent tendency to conceive economic regionalism
as a comprehensive partnership. Given this pattern, the three blocks of
issues that are involved in regional comprehensive partnerships differ in
the extent to which they have been addressed. The liberalization block,
while not easy, has been dealt with the most intensively in the history
of regional integration and cooperation. Barriers to trade in goods and,
to a lesser extent, trade in services have been studied, quantified, and
assessed in terms of costs and benefits, and these barriers have been
reduced under regional liberalization for over six decades. Facilitation
follows as a necessary condition for meaningful enforcement. The least
advanced is functional cooperation, which primarily consists of capacity
building that favors less-developed members. ASEAN members such
as Laos, Cambodia, and Myanmar can benefit from trade liberalization
only if, through functional cooperation, they are aided in producing new
exportable goods and services. A similar question can, in fact, be raised
in relation to the least-developed parts of an emerging economy, such
as the eastern provinces of Indonesia. Here, tradable goods are typically
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confined to natural resources, which can only be explored, exploited, and
traded with the help of significant financial capital and a well-educated
and trained workforce. Such sectors are typically controlled by large
multinational companies, alone or in cooperation with politically well-
connected national companies. They are hardly accessible to people liv-
ing in least-developed provinces of even emerging economies.

While facing complex issues, regional groupings are typically limit-
ed in terms of the human and financial resources at their disposal. The
ASEAN Secretariat, for example, had a budget of less than US$16 mil-
lion in 2012, which was raised according to the principle of equal contri-
bution by each member, irrespective of its ability to contribute. Regional
groupings are usually not equipped with the power to generate revenue,
and ASEAN and the RCEP will face very difficult questions in develop-
ing a cooperation agenda that is meaningful enough for the immensely
large region and population, on the one hand, but realistic enough in
terms of resource constraints.

One criterion is to select issues that can be addressed effectively on a
regional basis. Airspace and sea-lanes can perhaps be included in a group,
together with industrial pollution, pre-competitive research and devel-
opment (R&D), and fishery management. Other types of issues can be
considered national rather than regional. These include many health
issues and transportation issues, including some issues of connectivity.
This classification of issues is becoming increasingly arbitrary. More and
more, important issues are local, regional, and global at the same time.

Cooperation in science and technology (S&T) represents another im-
portant priority. First of all, long-term sustainability of growth greatly
depends on progress in science and technology, as practiced in businesses,
households, public facilities, and governments. Even during transitions
from lower middle-income economies to upper middle-income econo-
mies, and from there to high-income status, durable success is only pos-
sible with the help of S&T diffusion and acquisition. Secondly, it is in
respect to S&T literacy and capabilities that economies in ASEAN and
the RCEP differ starkly. The statistical database of UNESCO and the
UNESCO Science Report suggest that research and development ca-
pacities in most ASEAN economies are very limited compared to the
leading S&T economies of the region, as well as elsewhere in the more
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developed world (UNESCO 2010). Given their limited R&D capacity,
economies can offer very few contributions to R&D collaboration of
either regional or global scopes. In the universe of international R&D
collaborations, only a few economies in the RCEP, including ASEAN,
have been equipped to participate, as reported by the Royal Society in its
2011 report on global scientific collaboration in the twenty-first century
(Royal Society 2011). If this trend continues, there is little that one can
expect in terms of development convergence of a lasting nature in East
Asia, and a fall into the middle-income trap becomes highly probable.

ASEAN and the RCEP are well advised to propose a shopping list
that can be put together into a regional matrix at both ASEAN and
RCEP levels. Such programs should not be primarily conceived as
transfer programs, in the sense of some economies playing the role of
donor and others the role of recipient. Even under the tight resource
constraints that each ASEAN economy faces, an active participation
in S&T collaboration is possible, subject to reallocation of resources.
While participation of all economies should be encouraged, the formula
of ASEAN-minus-X or RCEP-minus-X should also be accepted in the
interest of effective cooperation.

Finding new levers for effective cooperation is critical to success, yet
ASEAN and the RCEP suffer from being largely state-driven under-
takings. Change is needed on this score, as well as recognizing the pow-
er hidden in better information, which, in turn, can be attained with the
help of open systems. The second element relates to institutionalization.
ASEAN and the RCEP rely heavily on ASEAN centrality, however
one defines it. Yet ASEAN is faced with tight limitations. ASEAN is
still largely an association of nations when it comes to policy decisions,
and it is also much more limited financially than its ambitious goals
would suggest. Historical circumstances force East Asia to continue to
rely on ASEAN as the mover of EA regionalism, as it has done over the
years. Yet a more inclusive leadership appears to be increasingly needed.
The CMIM arrangement, where voting is weighted by taking into ac-
count each member’s contribution, provides a possible model for adapt-
ing. An exclusive reliance on the principles of one vote for one economy
may not be enough to push community building in EA beyond its cur-
rent levels.
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'The world between now and 2025 is bound to change in many im-
portant ways. The multi-polar power structure may take a clearer con-
figuration. Wealth will probably continue to be redistributed in favor of
East Asia, notably China, and to a lesser extent to India and Indonesia,
to name only the most populous economies of EA. However, East Asia
will still have to rely on European and North American scientific de-
velopments, while seeking to climb the difficult stages of the develop-
ment ladder. What this implies is that EA regionalism should in no way
be thought of as an exclusive grouping. Doing so would be swimming
against globalization, which—despite heated criticisms—is bound to
strengthen in the wake of technology changes and, probably, as a re-
sult of growing capabilities of governments, businesses, and societies to
make globalization increasingly inclusive and respectful of the environ-
ment. East Asia economies will undoubtedly differ in the speed that they
adjust to these emerging realities. It is important under such plurality
to give a chance to multi-track community building, which can equip

economies for achieving gradual convergence.
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A Stages Approach

to Regional Economic
Integration in Asia Pacific
The RCEP, TPP, and FTAAP

Shujiro Urata, Professor of International Economics,
Waseda University

INTRODUCTION

The Asia-Pacific region has been witnessing the emergence of two mega—
free trade agreements (F'TAs), the Trans-Pacific Partnership (TPP) and
the Regional Comprehensive Economic Partnership (RCEP). TPP ne-
gotiations began in March 2010, while RCEP negotiations began in
May 2013. Negotiating members are different, although some econo-
mies are participating in both FTAs. Both are considered to be path-
ways toward the establishment of a Free Trade Area of the Asia-Pacific
(FTAAP). Although the contents of these two FTAs have yet to be final-
ized as they are still in negotiations, it is important for policymakers to
analyze their relationship—conflicting or complementary—in order to
draw a roadmap for achieving an FTAAP, the eventual goal of regional
economic integration in the Asia Pacific. An FTAAP would contribute
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to economic growth of the Asia Pacific, which would in turn promote
economic growth of the world economy by establishing a free and open
business environment. Such a business environment would lead to ef-
ficient use of labor and capital and promote innovation, thereby resulting
in economic growth.

This essay analyzes the relationship between the TPP and the RCEP
in the context of regional economic integration in the Asia Pacific. The
second section makes some comparisons between the TPP and the
RCEP in order to identify their similarities and differences. Based on the
discussions in the second section, the final section proposes a two-stage
approach to regional economic integration in the Asia Pacific.

THE TPP AND THE RCEP: COMPARISON

One observes both similarities and differences between the RCEP and
the TPP, and summarizing these helps us examine their relationship.
While very few similarities exist, there are a number of differences be-
tween the RCEP and the TPP. Let us begin with the similarities and
then turn to the differences.

Pathways to an FTAAP

Both the RCEP and the TPP are free trade agreements, although their
contents differ substantially. Both the RCEP and the TPP are character-
ized as mega-FTAs, because of their large number of negotiating mem-
bers; 16 for the RCEP, and 12 for the TPP. Another similarity is that
both the RCEP and the TPP are considered pathways to an FTAAP.
This observation needs a qualification, as explained below.

At the APEC Leaders’ Meeting in October 2010 in Yokohama, Japan,
participants agreed that the eventual goal of regional economic integra-
tion in the Asia Pacific is to establish an FTAAP.! They also agreed that
there are mainly three pathways leading to an FTAAP: the ASEAN-Plus-
Three FTA (EAFTA), the ASEAN-Plus-Six FTA (CEPEA), and the
TPP. The ASEAN-Plus-Three FTA and ASEAN-Plus-Six FTA initia-
tives have been merged to become the RCEP. Accordingly, the RCEP has
come to be recognized as a pathway to an FTAAP. Similarities stop here.
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Turning to the differences between the TPP and the RCEP, let us

look at their membership, objectives, contents, and other issues.

Membership

The TPP negotiations began with eight economies—Singapore, New
Zealand, Chile, Brunei, the United States, Australia, Peru, and Viet-
nam—which were later joined by four more, Malaysia, Canada, Mex-
ico, and Japan.? At present, 12 economies, all of which are members of
APEC, are participating in the TPP negotiations. It is worth noting that
the TPP negotiations are quite unique because the number of members
increased during the negotiations process. This indicates a realization
on the part of new members of the TPP’s importance. Indeed, that im-
portance is likely to increase as membership grows, given that an FTA
is a discriminatory arrangement, and the negative impacts of being a
nonmember increase with the expansion of members.

Participants of the RCEP negotiations include 16 economies: 10
members of the Association of Southeast Asian Nations (ASEAN)—
Brunei, Cambodia, Indonesia, Laos, Malaysia, Myanmar, the Philippines,
Singapore, Thailand, and Vietnam—as well as China, Japan, South Ko-
rea, India, Australia, and New Zealand. Although the RCEP may accept
new members, so far there have not been any.?

Seven economies—Brunei, Malaysia, Singapore, Vietnam, Japan, Aus-
tralia, and New Zealand—are participating in both negotiations. Those
RCEP participants that are not participating in the TPP negotiations are
Cambodia, Indonesia, Laos, Myanmar, the Philippines, Thailand, China,
South Korea, and India. Among those, Cambodia, Laos, Myanmar, and
India are not members of APEC, while Indonesia, the Philippines, Thai-
land, China, and South Korea are members. Since the TPP is likely to
be open only to APEC members, Cambodia, Laos, Myanmar, and India
are not qualified to participate in the TPP.* It is important to note that
Cambodia, Laos, and Myanmar are in the early stages of economic de-
velopment compared to other RCEP economies. Those TPP negotiating
members that are not participating in the RCEP negotiations are Chile,
the United States, Peru, Canada, and Mexico. These economies are not
located in Asia. One notices immediately that China and India, two
Asian giants, are not participating in the TPP, while the United States,
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another giant, is not participating in the RCEP. As such, some consider
the TPP and the RCEP to be in conflict, as China and India—particu-
larly China—are trying to establish a regional framework that excludes
the United States, while the United States is keen on establishing a re-
gional framework that excludes China.

A brief comparison of the TPP and the RCEP in terms of economic
indicators is in order. Table 1 shows that the RCEP members in total
represent a substantially larger population, at 3.4 billion, compared to
the TPP members, who total 0.8 billion. The TPP members have higher
GDP at US$28 trillion, compared to the RCEP members at US$21
trillion.” The magnitude of total trade, or the sum of exports and imports,
is similar for the TPP and the RCEP, with each amounting to around
US$10 trillion. In terms of world shares, the RCEP members account
for 48.3 percent of world population, 29.2 percent of world GDP, and
28.3 percent of world trade, while the corresponding shares for the TPP
members are 11.3 percent, 38.8 percent, and 25.8 percent, respective-
ly. These observations indicate that both the TPP and the RCEP are
very important for the world economy, as their respective coverage in
the world economy is substantial. Finally, it should be noted that the
average GDP per capita is significantly larger for the TPP members
(US$32,751) compared to the RCEP members (US$18,879), reflecting

the fact that low-income economies are included in the RCEP.

Objectives
The objectives of the RCEP and the TPP are quite different, although
both are FTAs. The objective of the TPP is to enhance trade and in-
vestment among the TPP partner economies; promote innovation, eco-
nomic growth, and development; and support the creation and retention
of jobs.® These objectives are to be achieved by constructing a free and
open business environment through establishing a comprehensive, next-
generation regional agreement that liberalizes trade and investment and
addresses new and traditional trade issues and twenty-first century chal-
lenges.” It is further envisaged as an ambitious model for other free trade
agreements in the future.

The objective of the RCEP is to achieve a modern, comprehensive,
high-quality, and mutually beneficial economic partnership agreement
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TABLE 1 Economic Indicators of the TPP and RCEP Members

Population GDP GDP per Trade

(miion) | (%) | oo | ©6) Pyt gy | %)

China 1,350.7 19.2 8,2271 114 6,091.0 | 3,866.9 104
South Korea 50.0 0.7 1,129.6 16| 22,590.2 10675 2.9
India 1,236.7 176 1,841.7 2.5 1489.2 782.6 2.1
Camboida 14.9 0.2 14.0 0.0 944 .4 19.2 0.1
% Indonesia 246.9 35 878.0 1.2 3,556.8 3784 1.0
* Laos 6.6 0.1 94 0.0 14171 51 0.0
Myanmar 52.8 0.7 52.5 0.1 861.0 204 0.1
Philippines 96.7 14 250.2 0.3 2,5870 1174 0.3
Thailand 66.8 0.9 366.0 0.5 5479.8 4771 1.3
Brunei 04 0.0 170 0.0| 411266 170 0.0
Malaysia 29.2 04 305.0 04| 10432.1 424.0 11

& Singapore 53 0.1 2747 04| 51,7095 788.1 2.1
g Vietnam 88.8 1.3 155.8 0.2 1,755.2 2284 0.6
% Japan 1276 1.8 5,959.7 8.2 | 46,7204 16844 46
Australia 227 0.3 15324 21| 675558 517.8 14
New Zealand 4.4 0.1 1673 0.2 | 377494 75.6 0.2
us 313.9 45| 16,2446 | 224 | 51,7486 | 3,882.7 10.5
Canada 349 0.5 1,821.4 25| 52,219.0 929.7 2.5
& Mexico 120.8 1.7 1178.1 16 9,748.9 7514 2.0
Chile 175 0.2 269.9 04| 154522 158.1 04
Peru 30.0 04 203.8 0.3 6,795.8 88.2 0.2
RCEP 3,400.5| 48.3| 21,1806 | 29.2| 18,879.1| 104696 | 28.3
TPP 795.5 11.3 | 28,129.8 | 38.8| 32,751.1| 9,545.2| 25.8
World 7,046.4 | 100.0 | 72,440.4 | 100.0 | 10,280.5 | 37006.6 | 100.0

Notes: All the figures except GDP and GDP per capita for Myanmar are taken from World Bank,
while GDP and GDP per capital for Myanmar are taken from the ASEAN Secretariat.

Sources: World Bank, World Development Indicators online accessed on March 30, 2014
ASEAN Secretariat, http.//www.asean.org/news/item/selected-key-indicators accessed on

March 30, 2014.
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among the ASEAN member states and ASEAN’s FTA partners, in or-
der to support and contribute to economic integration, equitable eco-
nomic development, and strengthening economic cooperation among
the participants.®

Although both the TPP and the RCEP have aimed to establish high-
quality and comprehensive trade agreements that promote economic
growth and development, there are differences in how they emphasize
economic growth and economic development. One of the most impor-
tant elements for the RCEP is to achieve equitable economic develop-
ment through economic cooperation. By contrast, the TPP does not put
much emphasis on economic cooperation. It is only natural that the
RCEP places emphasis on economic cooperation as membership in-
cludes least-developed economies such as Cambodia, Laos, and Myan-
mar, whose successful economic development is very important for the
region’s sustainable economic growth and social stability.

Issue Coverage
The issues covered by the TPP and the RCEP have been noted as being
quite different, reflecting the differences in their objectives. Indeed, the
RCEP is designed to cover trade in goods, trade in services, investment,
economic and technical cooperation, intellectual property, competition,
dispute settlement, and other issues. In contrast, the TPP’s coverage is
broad and comprehensive, and 24 working groups have been established
in the following areas: market access of industrial goods, agriculture, tex-
tiles, technical barriers to trade (TBT), sanitary and phytosanitary mea-
sures (SPS), rules of origin, customs cooperation, investment, services,
financial services, telecommunications, e-commerce, business mobility,
government procurement, competition, intellectual property, labor, en-
vironment, capacity building, trade remedies, and legal and institutional
frameworks. In addition to these issue-specific areas, crosscutting “hori-
zontal issues” such as regulatory coherence, competitiveness, develop-
ment, and small- and medium-sized enterprises are also addressed.
Unfortunately, the comparison made above is quite deceptive because
the description of the issue coverage in the RCEP is very rough, with
few details, compared to the TPP. If one considers the contents of the
issue coverage of the RCEP in more depth, the differences between the
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two become much less significant. Table 2 shows that the major differ-
ences are environment, government procurement, labor, and crosscutting
horizontal issues such as regulatory coherence, which are covered in the
TPP but not in the RCEP. Although these are only four issue areas out
of many, they are regarded as very important for developed economies
such as the United States, which seeks to achieve a level playing field in
competition and to achieve sustainable economic growth. For develop-
ing economies, on the other hand, these issue areas pose challenges.

LEVEL OF COMMITMENT, SPECIAL AND
DIFFERENTIAL TREATMENT OF DEVELOPING
ECONOMIES, AND MODE OF AGREEMENT

'This section discerns differences in the level of commitment, the treat-
ment of developing economies, and the modes of agreement between the
TPP and the RCEP. The previous section identified substantial overlaps
in the issue coverage of the TPP and the RCEP, despite some important
differences. Looking beyond the overlaps, there are notable differences
between the two frameworks in the level of commitment. One of the ar-
eas where the commitment differences can clearly be seen is the level of
trade liberalization, or market access for goods. The TPP seeks complete
elimination of tariffs, or 100 percent trade liberalization, although in
reality trade liberalization rates (the proportion of tariff lines subject to
tariff elimination, compared to the total number of tariff lines) for some
members may be around 97-98 percent. This is because of political sen-
sitivities concerning some products, such as sugar, in the United States
and Japan. By contrast, the trade liberalization rate for the RCEP is
likely to be substantially lower compared to the case for the TPP. Some
observers predict 90 percent trade liberalization, based on the trade lib-
eralization achieved by five ASEAN-Plus-One FTAs. ASEAN econo-
mies achieved nearly 90 percent trade liberalization in each ASEAN-
Plus-One FTA, while only 73.3 percent of tariff lines were commonly
eliminated vis-a-vis their ASEAN-Plus-One FTA partners.” Con-
sidering that common tarift concessions, rather than bilateral tarift
concessions, are likely to be adopted in the RCEP negotiations, even
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TABLE 2 Comparison of Issue Coverage in the TPP and RCEP

TPP RCEP

Trade in Goods

— Market Access for Goods

— Textile and Apparel

— Rules of Origin

— Customs

- Trade Facilitation

-TBT

- SPS

— Trade Remedies

Trade in Services

— Cross-border Services

— Financial Services

oO|C|®e|/®@|O|O|OC|@®@|O|O|O

— Telecommunications

— Temporary Entry

Investment

[ ]
*

Economic and Technical Cooperation

Intellectual Property

Competition

Dispute Settlement [ 2l

Legal and Institutional Issues

Others

®| 66 O/ e 0|0 0 o

- E-commerce

- Environment

— Government Procurement

- Labor

— Crosscutting horizontal issues [

Note: ‘@ means the issue is covered. “O” for RCEP means that the issue is likely covered
Judging from ASEAN+1 FTAs and ASEAN Economic Community. * “Cooperation and
Capacity Building.” ™ “Legal issues” for administration of the Agreement including dispute
settlement.

Source: Adopted from the work done by Fukunaga of ERIA with some modification.
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achieving 90 percent trade liberalization requires significant efforts
on the part of ASEAN members. Furthermore, it should be pointed
out that India has the lowest trade liberalization rate in its FTA with
ASEAN—78.8 percent—indicating substantial difficulty in achieving
90 percent trade liberalization. Non-ASEAN RCEP members will also
have to make enormous efforts to achieve 90 percent trade liberalization,
except for Australia and New Zealand, which have achieved 100 percent
trade liberalization in their FTAs with ASEAN.

One of the major differences between the TPP and the RCEP is
the treatment of least-developed economies. ASEAN-Plus-Six trade
ministers agreed to provide special and differential treatment to the
least-developed ASEAN members in the RCEP. This treatment is to
be consistent with existing ASEAN-Plus-One FTAs, which consider
the different levels of development of RCEP negotiating members.'* A
specific example of special and differential treatment of least-developed
ASEAN members can be found in the ASEAN-China FTA, which in-
cluded the postponement of trade liberalization by new ASEAN mem-
bers. The TPP does not provide special and differential treatment to
least-developed members in terms of the contents of the agreements,
although it may provide different schedules to least-developed econo-
mies for the implementation of the agreements. These differences in the
treatment of least-developed economies seem to be attributable to the
differences in the philosophy toward the role of government protection
in economic development. In the United States, which is a leader in the
TPP, market distortion created by government protection would retard
economic development, whereas in many East Asian economies, which
are participating in the RCEP, government protection is regarded as
possibly beneficial to the least-developed economies.

Another important difference is the mode of agreement. Despite very
comprehensive contents, as shown above, the TPP is trying to include all
of these contents/components from the outset in the form of a “single
undertaking.” This has been a practice for comprehensive FTAs in-
volving the United States. In contrast to the TPP, the RCEP is likely
to adopt a gradual and sequential approach, where different compo-
nents are negotiated and implemented under different time schedules,
depending on the difficulty in reaching an agreement.!’ For example,
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market access in goods may be taken up first, say by 2015, while trade in
services and investment might be negotiated after 2015. Having noted
the different time schedules for different components, it is important
for the RCEP to be completed by a certain date, such as the year 2025,
10 years after the expected conclusion of negotiations. This sequential
approach has been adopted by ASEAN in its endeavor to establish the
ASEAN Economic Community (AEC), and it may be practical in light
of the diversity among the negotiating members in terms of economic
development, structures, and systems.

TWO-STAGE APPROACH TO AN FTAAP

So far, we have found that the RCEP and the TPP are quite different
in how they handle membership, objectives, contents, and other charac-
teristics, although both are free trade agreements with comprehensive
coverage. The RCEP, with its emphasis on equitable and sustainable
economic development through economic cooperation, may begin with
shallow integration—limited issue coverage and relatively low levels of
trade liberalization—but gradually achieve deeper integration. An even-
tual goal of the RCEP may be to establish an East Asian Economic
Community, a possible extension of the ASEAN Economic Community.
'The TPP, on the other hand, will establish a rule-based, free and open
business environment by achieving high-level trade and investment lib-
eralization and by setting up high-level rules on competition, intellec-
tual property rights, government procurement, and other areas. The TPP
aims to develop into an FTAAP, which may eventually turn into the
WTO Mark II, or global economic rule.

Considering these differences, the RCEP and the TPP can be com-
plementary and coexist, and they do not need to merge to become an
FTAAP. Indeed, one may regard these two regional frameworks as two
stages to reach an FTAAP, an eventual goal of regional integration in
the Asia Pacific, while the RCEP may eventually develop into an East
Asian Economic Community. Developing economies in East Asia may
participate in the RCEP first, and they may join the TPP when they
have grown economically and are ready to accept high-standard eco-
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nomic rules. In order for this approach to be realized, both the RCEP
and the TPP need to accept new members that are qualified to join. Fi-
nally, the importance of a speedy conclusion and implementation of the
RCEP and the TPP needs to be stressed, to promote regional economic
integration in the Asia Pacific, which would contribute to the economic
development and growth of the region.

NOTES

1. See http://www.apec.org/Meeting-Papers/Leaders-Declara-
tions/2010/2010_aelm.aspx.

2. Concerning the TPP,a very good analysis concerning its contents, impor-
tance, difficult issues, and other matters can be found in Jeftrey J. Schott,
Barbara Kotschwar, and Julia Muir, Understanding the Trans-Pacific Part-
nership (Washington, DC: Peterson Institute for International Economics,
2013).

3. RCEP, “Guiding Principles and Objectives for Negotiating the Regional
Comprehensive Economic Partnership,” 2012 states that any ASEAN
FTA partner that did not participate in the RCEP negotiations at the
outset would be allowed to join the negotiations, subject to terms and
conditions that would be agreed upon by all other participating economies.

4. 'The rule on membership has not been decided for the TPP. According
to the original TPP, membership is open to non-APEC members. The
Trans-Pacific Strategic Economic Partnership Agreement states in Article
20.6 (Accession) that the agreement is open to accession on terms to be
agreed upon among the parties, by any APEC economy or other state.
See http://www.mfat.govt.nz/downloads/trade-agreement/transpacific/
main-agreement.pdf.

5. All statistics are for 2012.

6. Office of the US Trade Representative (USTR) website, http://
www.ustr.gov/about-us/press-office/fact-sheets/2011/november/
united-states-trans-pacific-partnership.

7. TPP Leaders’ Statement on November 12, 2011, http://www.ustr.gov/
about-us/press-office/press-releases/2011/november/trans-pacific-part-
nership-leaders-statement, accessed on March 30, 2014.
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8. RCEP, “Guiding Principles” 2012.

9. See Yoshifumi Fukunaga and Arata Kuno, “Toward a Consolidated Pref-
erential Tariff Structure in East Asia: Going beyond ASEAN+1 FTAs,”
ERIA Policy Brief No. 2012-03, May 2012.

ro. RCEP, “Guiding Principles,” 2012.

11. This sequential approach is recommended by a group of experts on the
RCEP. See Expert Roundtable for Regional Comprehensive Economic
Partnership (RCEP), “Recommendations on the Approaches to be
Adopted in the Negotiations of RCEP and Its Implementation,” 2013.



The RCEP

A Chinese Perspective

Quan Yi, Editor-in-Chief, Asia-Pacific Economic Review

INTRODUCTION

The Regional Comprehensive Economic Partnership (RCEP) was de-
signed and promoted by ASEAN because of at least two considerations.
In the first place, ASEAN is keen to retain a leadership position in
the process of economic integration in East Asia. However, with the
emergence of the Trans-Pacific Partnership (TPP), not only have the
big players of the region become active negotiating parties to the TPP,
but also nearly half of the ASEAN members are participating. The rap-
id expansion of TPP membership has shifted the center of gravity sur-
rounding economic cooperation in East Asia toward the Asia Pacific,
giving more weight to American dominance. This centrifugal tendency
jeopardizes the ASEAN leadership and creates anxiety in the region.
Secondly, ASEAN feels the necessity to maintain its centrality in
regional economic cooperation. As the hub of five ASEAN-Plus-One
free trade agreements (F'TAs), ASEAN and its regional partners feel the
pinch of the Asian “noodle bowl effect.” The ASEAN-Plus-One FTAs
have become new obstacles to the construction of a regional production
network based on free markets in East Asia. The RCEP has emerged as a
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tool to converge or integrate the ASEAN-Plus-One FTAs in alignment
with the common aspirations of the region.

Launched in early 2013, the RCEP negotiations have undergone
three rounds. On the basis of the Guiding Principles and Objectives
for Negotiating the Regional Comprehensive Economic Partnership,
the RECP negotiating committee has established seven working groups
covering trade in goods, trade in services, investment, intellectual prop-
erty, market competition, “eco-tech” (economic-technical) cooperation,
and dispute settlement, as well as two subcommittees on rules of origin
and on customs procedures and trade facilitation. The framework for ne-
gotiations is basically in place. Thus, negotiations have been split into
groups and conducted in parallel.

THE RCEP IS A COMMON ASPIRATION OF EAST ASIA

'The RCEP is of great importance to East Asia as a whole. Both now and
in the foreseeable future, East Asia remains the world’s most dynamic
region, with the greatest potential in terms of economic development.
China, India, and Indonesia are the largest developing economies with
the most economic potential. All are members of the RCEP and will
benefit from the RCEP much more than from the five existing ASE-
AN-Plus-One FTAs. China, India, Japan, and South Korea will be some
of the biggest winners, as none have bilateral trade agreements with the
others. Thus, the RCEP provides the driving force toward regional eco-
nomic integration.

If successfully concluded, the RCEP will represent a milestone in
the course of regional economic cooperation and integration in East
Asia, and in the Asia-Pacific region as well. East Asia is one of the least
economically integrated areas in the world. For various reasons, China,
India, and Japan have struggled to strike deals on free trade, let alone
make joint efforts to promote regional economic integration that cov-
ers the whole of East Asia. The RCEP presents a chance to break the
impasse caused by big-power gaming and competition.

At the same time, the RCEP is about rule-making, or developing new
rules that will promote the economic development of East Asia. Firstly,
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the new rules will facilitate the adjustment, improvement, and opera-
tion of regional and international production networks. Secondly, the
new rules will facilitate trade in goods, trade in services, and invest-
ment in that the economic policies, regulations, and administration of
the regional economies will be coordinated and harmonized. Thirdly,
rules designed for economic cooperation, if properly implemented, will
create a favorable environment for regional economic development.
As Zhang Yunling indicated, the RCEP is an “East Asian version of
development round.” The new rules set by the RCEP will not only
promote economic development in East Asia, but also provide use-
ful experience for other areas, especially for the developing economies.
The RCEP will have its own advantages and influence. Given that the
RCEP counts as its members several large developing economies with
great economic potential, it will have significant implications for mul-
tilateral trade negotiations, as it will represent an effective counterbal-
ance to the new rule-making process championed by the developed
economies (Zhang 2014).

THE RCEP SHOULD BE CARRIED OUT IN
PRACTICAL STEPS

According to the guidelines of the RCEP, the negotiations were launched
in 2013, and should be concluded by the end of 2015. Although the
RCEP parties are devoted to the negotiation process, they need to take
proper measures to strike a deal within the short time frame. With so
many members, coordinating among them is a daunting challenge, but
one that can be tackled through a series of practical steps.

'The negotiations could be conducted on clusters of issues. Agreements
should be concluded first on those areas where consensus can be eas-
ily reached. On difficult issues, a high-standard agreement should also
be expected. Yet when it comes to implementation, differentiated ap-
proaches should be taken, with the relatively advanced members imple-
menting as soon as possible. A phase-in period should be granted to less-
advanced economies, which would open their markets at the expiration
of the phase-in period.
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Theoretically speaking, the five ASEAN-Plus-One FTAs differ from
each other the least in the provisions on investment, and RCEP par-
ties could reach consensus on investment first. China’s current stance
on pre-establishment national treatment and performance requirements
constitutes the major obstacle to an RCEP agreement on investment.
Now that China is prepared to grant foreign investors the pre-establish-
ment national treatment and take a negative list approach to managing
foreign direct investment, it is estimated that RCEP negotiations will
progress swiftly and easily in this area.

The liberalization of trade in goods remains a top priority. It is ex-
pected that by 2018 tariffs will be reduced to low levels. The negotiations
on tariffs could be oriented to two schedules, one for common products
and one for sensitive products, but it is essential to control the length of
the latter. Besides tariffs, harmonization of the rules of origin (ROO)
is also an essential part of the negotiation of trade in goods. Currently,
the ROO of the ASEAN-Plus-One FTAs follow either the 40 percent
regional value content (RVC) standard, or the change in tariff classifica-
tion (CTC) standard. If the RCEP is to further optimize East Asian
production networks, the only choice is to simplify its ROO.

The negotiations on trade in services will be complex. It is advisable
to liberalize trade in services sector by sector. For instance, tourism, e-
commerce, health, and logistics transportation could be set as priority
areas for liberalization, while telecommunications and finance sectors
could follow later.

It may be imperative for ASEAN to exchange quality for time. Ac-
cording to the timeline of the RCEP, ASEAN hopes to complete ne-
gotiations by the end of 2015. At that juncture, the ASEAN Economic
Community is also supposed to be established. Ideally, when ASEAN
regional integration is upgraded, East Asian regional economic integra-
tion, in which ASEAN enjoys centrality, will be strengthened as well.
However, as time is very pressing for completion by the target date, it
is possible that ASEAN will try to make up time at the cost of quality.
That is to say, the standards of the RCEP could be lowered for the sake
of completion by 2015.

'The “quality for time” tactics seem to be imperative given the fast devel-

opment of the TPP. Both the TPP and the RCEP are mega-regional trade



THE RCEP: A CHINESE PERSPECTIVE I35

agreements (mega-RTAs), with a significant overlapping of membership.
They may substitute each other to a certain extent. They can influence or
even hijack each other in the course of development. Whichever moves
faster and better will set new rules for trade and investment in the Asia-
Pacific region, favoring its members with more leverage. Competition
between the TPP and the RCEP is therefore inevitable. As the conclu-
sion of the TPP talks often appears to be around the corner, the RCEP
parties, spearheaded by ASEAN leadership, should assume a sense of

urgency.

STRATEGIC THINKING ON CHINA’S PARTICIPATION
IN THE RCEP

As an important economy in East Asia and the earliest partner to estab-
lish the ASEAN-Plus-One FTA, China remains an important driving
force of economic cooperation in East Asia. However, China has expe-
rienced difficulties in promoting the regional trade agreement of East
Asia over the years. China’s preference for the ASEAN-Plus-Three path-
way toward the economic integration of East Asia was frustrated by the
structural constraints in the region. Based on the political economy of
East Asia, China should support ASEAN in promoting comprehensive
regional economic cooperation, with the RCEP as the major vehicle. The
success of the RCEP is of strategic importance to China. RCEP will not
only give China an open regional market with enormous potential for
development, but also present an immediate market base to counterbal-
ance the TPP, from which China is excluded (Zhang 2014).

An active and aggressive posture in RCEP negotiations could also
help promote the opening of the domestic market and reform of the
regulatory system. Compared with the advanced economies, China has
a long way to go to establish a full-fledged market economic system,
liberalize market access, establish the credit system, and increase the
transparency of the legal system substantially. It is a common practice
for today’s FTA negotiators to establish fair, open, just, and transpar-
ent management and dispute settlement mechanisms for trade, invest-
ment, and intellectual property protection. The RCEP presents the
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Chinese government with an opportunity to deepen reforms to both their
economic and administrative systems. For instance, for the benefit of
economic development, China can introduce the negative list in market
access, reform the administrative review and licensing system, streamline
the various procedural fees in the circulation realm, and create a better
market environment and legal environment.

'The RCEP should be supported by China as it will reassure ASEAN
of its centrality, relieve the United States of suspicions that China is
dominating East Asian affairs, and bring in Japan, which is happy with
the RCEP.

The member economies are all closely connected with China econom-
ically. They are all partners or potential partners of China in its pursuit
of FTAs. Therefore, the RCEP can be regarded as an ideal platform
for China to realize its free trade ambitions, and to promote regional
economic integration and peaceful development together with other re-
gional players.

China should participate in the RCEP from a strategic perspective,
and play the role of an active participant and constructive promoter. In-
deed, of the 16 participants of the RCEP, China stays at the upper-
middle level in terms of economic development. The China-ASEAN
FTA (CAFTA) ranks high in terms of the degree of free trade in goods
and the performance of implementation (Yuan and Wang 2010). There-
fore, China is well positioned to be an active participant in the RCEP
negotiations. China’s attitude and offer are critical to the success of the
RCEP negotiations. China should work with ASEAN economies and
other partners to develop the template for the negotiations.

China could effectively use the RCEP as a test ground to unify its
tracks of bilateral and multilateral economic cooperation, as well as its re-
gional and subregional free trade and investment arrangements. Among
the RCEP members, China has established FTAs with ASEAN, Sin-
gapore, and New Zealand. The China—South Korea FTA, the China-
Japan-Korea (CJK) FTA, and the China-Australia F'TA are undergoing
negotiations, while China and India have completed a joint feasibility
study on forming an FTA. China should strive to complete negotia-
tions with South Korea and Australia, ideally prior to the conclusion
of the RCEP agreement. At the same time, China should upgrade the
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China-ASEAN FTA (CAFTA), while promoting the RCEP. The
China—South Korea FTA and the China-Australia FTA should be
of higher quality than the RCEP. Also, the China—South Korea FTA
should serve as a model for the China-Japan-Korea FTA. The align-
ment of the FTAs with the RCEP—for example, harmonizing the
ROO—will play a significant role in the reduction of business costs.

In addition, China and other RCEP members are engaged in various
subregional cooperation mechanisms, such as the Greater Mekong Sub-
region Economic Cooperation Program (GMS), and in various cross-
border economic cooperation zones and China economic cooperation
(investment) zones in relevant ASEAN countries. Currently, China is
promoting the Maritime Silk Road and the China-India-Myanmar-
Bangladesh Economic Corridor, as well as infrastructure connectivity
programs such as an Asian Infrastructure Investment Bank. These initia-
tives and programs have gained the endorsement and support of relevant
countries. China could also help establish a new regional platform for
technical cooperation by launching a regional intellectual property trad-
ing market. These subregional cooperation mechanisms will complement
the regional mechanisms. Therefore, consideration should be given to
these mechanisms when the eco-tech cooperation programs are devel-

oped for the RCEP.
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South Korea’s Recent

FTA Policy
A Personal Viewpoint

Inkyo Cheong, Professor of Economics, Inha University

OVERVIEW OF SOUTH KOREA’S FTA POLICY

Since South Korea envisioned its “Roadmap for National FTA Strategy”
in September 2003, it has implemented 10 free trade agreements (F'TAs)

and concluded negotiations for three FTAs as of April 2014. South Ko-
rea’s F'TA partners include the United States (US), the European Union

(EU), the European Free Trade Association (EFTA), the Association of
Southeast Asian Nations (ASEAN), India, Turkey, Singapore, Colom-
bia, Peru, and Chile. Australia and Canada became South Korea’s FTA
partners upon the conclusion of FTA negotiations in late 2013 and early

2014, respectively. It is expected that South Korea will conclude negotia-
tions for a bilateral FTA with New Zealand by the end of 2014.

South Korea, a semi-developed economy, has been successful in ex-
panding its F'TA network to more than 60 economies. It has developed
one of the most extensive F'TA networks in the world, following Chile
and Mexico. South Korea was the first economy in the world to agree to

bilateral F'TAs with the United States, the European Union, India, and
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FIGURE 1 South Korea’s Current F'IA Policy

ASEAN, enabling free trade with more than 60 percent of the global
economy. South Korea now seeks to become an FTA hub economy in
East Asia. Given the current status of its FTAs (Figure 1), South Korea’s
free trade share will reach almost 90 percent of its total trade in the near
future.

In April 2004, South Korea implemented its first FTA with Chile
and began to improve its domestic environment to expand its FTA net-
work. In spite of political disturbances, South Korea began FTA nego-
tiations with the United States in early 2006 and concluded them one
and a half years later. At this time, it opened negotiations for an FTA
with the European Union. Bilateral FTAs with the United States and
the European Union became the basis for its FTA platform.

The quality of the FTAs that South Korea has agreed to thus far
should be noted. While early FTAs were relatively narrow, South Ko-
rea’s F'TAs with the United States and the European Union were its
most comprehensive in terms of coverage and market access. Figure 2
shows the concession rates of South Korea and its F'TA partners in terms
of the tarift line. South Korea’s average concession rate is 96.7 percent,
and, with the exception of India, all of its F'TA partners’ concession

rates are more than 90 percent. The Korea-US FTA (KORUS FTA)
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FIGURE 2 South Korea’s Tariff Liberalization Ratios

has the highest rate of market access, with almost 100 percent tariff
elimination.

South Korea has continued to expand its FTA network and currently
has various negotiations in progress. However, it faces several challenges:
completing the China—South Korea FTA, collecting economic gains
from the improvement of its F'TA hub position, participating in mega-
FTAs such as the Trans-Pacific Partnership (TPP) agreement, and im-
proving its F'TA utilization ratio.

APPROACH FOR BILATERAL FTAS

Bilateral F'TAs

Currently, South Korea is in negotiations for bilateral FTAs with China,
Vietnam, Indonesia, and New Zealand, as well as for a China-Japan-
Korea FTA (CJK FTA) and the Regional Comprehensive Economic
Partnership (RCEP), as shown in Table 1. Among these economies,
China seems to be the most important FTA partner for South Korea.
Recognizing the importance of upgrading the ASEAN-South Korea
FTA, South Korea has worked toward concluding FTAs with Viet-
nam and Indonesia. The Australia—South Korea FTA was concluded in
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TABLE 1 South Korea’s F'IA Negotiations

Beginnin First Recent Number
FTA partner g g round of round of
of talks . L of rounds
negotiations | negotiations
China 2004.9 2012.5 2014.1 Sth
Vietnam 2010.6 2012.9 2013.10 3rd
Active Indonesia 2011.5 2012.7 2013.11 6th
negotiation | ey, Zealand 200612 | 20096 2014.2 5th
CJK 2009.10 2013.3 2014.3 4th
RCEP 20125 20135 2014.1 3rd
Japan 1998.11 2003.12 2004.12 6th
Slow Mexico 2000.5 2006.2 200712 4th
progress
GCC 2007.3 2008.7 2009.7 3rd
Trans-Pacific Partnership (TPP), MERCOSUR (South American Com-
Official talks | mon Market), Israel, Malaysia, Russia, Central America (Panama, Costa
Rica, Guatemala, Honduras, El Salvador, Dominican Republic)

Source: Prepared by the author.

December 2013, and now South Korea and New Zealand—which had
been waiting to see the outcome of the FTA with Australia—are ex-
pected to complete a bilateral FTA.

Negotiations for the CJK FTA and the RCEP have been held ir-
regularly and are not likely to be concluded in the near future. Bilateral
FTAs with Japan, Mexico, and the Gulf Cooperation Council (GCC)
have progressed slowly for various reasons, such as wide differences in
the position for market access. The RCEP was initiated through close
consultation between Japan and ASEAN. However, RCEP momentum
seems to have weakened since Japan and the four member economies of

ASEAN decided to negotiate the TPP.!

China—South Korea F'TA
Since the trade ministers of China and South Korea agreed to explore a
bilateral F'TA between the two economies in September 2004, the FTA
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has been advanced step by step over a decade.? Because of several factors,
including differences in economic systems and economic development
as well as other major concerns, it took seven years for the two parties
to begin official negotiations after agreeing to organize a joint research
group.

Although the government of South Korea has been interested in free
trade with China, its agriculture sector has been extremely sensitive and
expressed strong objections to the FTA. Because of this, both econo-
mies have agreed to two-stage negotiations: modality for market access
and coverage of market access for sensitive sectors were discussed in
the first stage; all remaining issues were discussed in the second stage.
The first stage of negotiation was concluded in its seventh round, which
took place in Weifang, China, in September 2013. The two economies
agreed to pursue a mid-level FTA, including goods, services, and in-
vestment and trade rules, and to liberalize 90 percent of items and 85
percent of imported values.

Given the political and economic factors in East Asia, the China—
South Korea FTA can be evaluated as more than a simple bilateral
trading bloc. It should be underscored that the two economies are
participants in negotiations for the CJK FTA and the RCEP, al-
though it is uncertain whether the conclusion of the FTA will have a
positive or negative effect on these larger agreements. As stated in a
2014 article in the Journal of Korea Trade: “The China—South Korea
FTA could be a critical pillar in forming a region-wide FTA in East
Asia, since the FTA between the largest economy (China) and third-
largest economy (South Korea) in East Asia could produce a regional
cohesiveness including Japan, Chinese Taipei, and other economies

in the region.”™

'The background for the China—South Korea FTA’s high priority can
be found in the expectation of economic gains from the FTA. In various
scenarios, South Korea can collect substantial economic gains from the
FTA with China: between 1.21 percent and 2.48 percent GDP growth
by 2028 (cumulative). The complete elimination of all tariffs (including
those on agricultural products) brings about a 2.48 percent increase in
South Korea’s GDP (scenario S1 in Table 2), but lower gains (1.29 per-

cent—1.21 percent) are expected if the elimination of agricultural tariffs
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TABLE 2 LEffects of F'TAs on South Korea’s GDP under Various Scenarios (unit: %,

accumulation)

Scenarios/assumptions 2013 2018 2023 2028

s1 All tariffs are removed in the 1st year

) ; 0.34 0.87 1.60 248
of implementation

Manufacturing: 1st year of liberaliza-
S2 | tion; primary sector: gradual elimina- 0.27 0.53 0.91 1.29
tion from the 6th year to the 15th year

Manufacturing: 1st year of liberaliza-
S3 | tion; primary: 100% tariff elimination 0.27 0.51 0.9 1.28
from the 11th year to the 15th year

Manufacturing: 1st year of liberaliza-
s4 tion; primary sector: 50% of tariffs are
gradually eliminated over the period
from the 11th year to the 15th year

0.27 0.51 0.86 121

Source: Author’s calculation.

is delayed (scenarios S2 or S3) or if some part of the tariff is lowered
(scenario S4).

'The simulation results for the four tariff liberalization scenarios under
the China—South Korea FTA are consistent with a priori expectations
because if the agricultural sector is liberalized earlier and broadly, then
there are greater economic gains. Here, South Korea faces a dilemma in
dealing with market access for agriculture. If South Korea targets high
economic gains from its FTA with China, it should choose scenario
S1, but policymakers from sensitive sectors will strongly object. In
this case, it will take longer to conclude negotiations for the FTA. As a
compromise, South Korea has agreed to promote a mid-level FTA with
China, while reducing the losses for the agricultural sector.

APPROACH FOR MEGA-FTAS

Over the last two decades, East Asian economies have discussed sev-
eral formats for regional economic integration: ASEAN-Plus-One
FTAs, the ASEAN-Plus-Three FTA (East Asia FTA, or EAFTA), the
ASEAN-Plus-Six FTA (Comprehensive Economic Partnership in East
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Asia, or CEPEA), and the RCEP. The 2012 East Asia Summit talks
declared the initiation of negotiations for the RCEP and the CJK FTA.
These negotiations are a challenge for China, Japan, South Korea, and
the ASEAN-10 economies. Also, it is difficult to say that East Asian
economies have been heading for regional economic integration. Various
initiatives have been raised over time, but the general environment for
regional economic integration has progressed slowly.

East Asia FTA

While ASEAN economies have taken several measures toward estab-
lishing the ASEAN Economic Community (AEC), ASEAN has faced
a regional division of two groups—TPP participants and nonpartici-
pants—that may weaken ASEAN membership. Because the four ASE-
AN economies are officially participating in TPP negotiations, ASEAN
may have trouble dealing with the issues surrounding regional economic
integration initiatives. Since it cannot force these four economies to
withdraw from the TPP to consolidate the AEC, other ASEAN econo-
mies are considering TPP membership. In the vortex of raising hands for
the TPP, East Asian economic integration agendas have developed into
the RCEP, which includes ASEAN-Plus-Six. In addition, China, Japan,
and South Korea have agreed to initiate negotiations for the CJK FTA,
which the three economies have discussed for several years.

In East Asia, the AEC, the RCEP, and the CJK FTA may coexist
or join forces to form a major trading bloc in the future. These various
agreements may indicate the active promotion of regional integration.
However, multilayered regionalism may also indicate internal disorder.
Now, the question can be raised: Why the RCEP? If ASEAN promotes
the RCEP as a regional integration icon, it should be a robust agreement,
and ASEAN should be ready to lead negotiations for a region-wide bloc.
The AEC should be established by ASEAN economies without delay.
Although negotiations for the RCEP have been held intermittently, the
creation of the RCEP bloc does not seem to be imminent.

If China, Japan, and South Korea appreciate the value of the RCEP,
then it will be reasonable for them to avoid a trilateral FTA. ASEAN,
which proposed the RCEP, has argued that ASEAN has to maintain
its leadership position in regional economic integration based on the
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ASEAN-Plus-One FTAs. However, if the CJK FTA is formed, it is
inevitable that East Asia will focus more on the CJK FTA than on the
RCEP. Although East Asian economies appear to be working together,
they each have different objectives and approaches with respect to re-
gion-wide economic integration. It is difficult to determine whether they
would hold one another in check, or whether most economies would
participate in the RCEP under the domino effect of economic integra-
tion. In particular, ASEAN centrality and an ASEAN Free Trade Area
(AFTA) may not be compatible with the CJK FTA.

Is the CJK FTA realizable within a reasonable span of time? In re-
sponse to the TPP (led by the United States) and the RCEP (led by
ASEAN and Japan), China has sought to initiate CJK FTA negotiations
with South Korea and Japan. Japan has been concerned about the emer-
gence of China and the weakening of its leadership in East Asia. As a re-
sult, Japan once prioritized the CEPEA (ASEAN-Plus-Six FTA) over
the East Asia FTA (ASEAN-Plus-Three FTA), which was advocated
by China, but has since been supportive of the RCEP in conjunction
with ASEAN. However, given that Japan has joined negotiations for
the TPP, it seems to be less interested in the establishment of the RCEP.
Although negotiations for the CJK FTA have been held irregularly, no

economies have been active in seriously driving negotiations.

The TPP
South Korea announced its concerns about negotiations for the TPP on
November 29, 2013, and began preliminary bilateral consultations with
TPP negotiation economies. Seven of the current 12 TPP negotiation
economies, including the United States, are South Korea’s FTA partners.
South Korea concluded FTA negotiations with Australia in December
2013 and a bilateral FTA with Canada in March 2014. New Zealand is
likely to become South Korea’s FTA partner in the near future, which
would make 10 TPP members as its F'TA partners.

For the last three years—since the United States began to promote
the TPP— South Korea’s position on the agreement has been to “wait
and see,” since the conclusion of TPP negotiations was considered un-

feasible. In addition, South Korea believed that it was more urgent to
implement the FTA with the United States in 2011-2012 and to com-



146 NEW DIRECTIONS IN ASIA-PACIFIC ECONOMIC INTEGRATION

plete negotiations for the FTA with China. In line with its policy pri-
ority, the new administration, which took office in early 2013, decided
to delay participation in the TPP until negotiations for the FTA with
China were concluded. Moreover, US trade officials invited South Korea
to TPP negotiations and indicated to South Korean counter-partners
that the TPP would be concluded at the TPP trade minister meeting
in Singapore in December 2013. At the end of 2013, top trade policy-
makers expressed their intention for the TPP, and confirmed that this
expression does not necessarily imply automatic participation in nego-
tiations. The trade authority explained that since TPP negotiations were
kept secret, consultation with TPP partners and the evaluation of each
partner’s participation should be made first, and that the government of
South Korea would then make its decision on negotiations.

South Korea’s participation in the TPP negotiations is unlikely to oc-
cur in the near future. This is largely because of the strong position the
United States has taken regarding TPP participation conditions. The
United States insisted upon several sensitive issues before Japan joined
the TPP negotiations. If the United States raises the issues of market
access for rice and beef, then negotiations will not be politically feasible
for the government of South Korea. South Korea’s prospects for TPP
negotiations are also affected. As the TPP trade minister meeting did
not conclude the agreement last year, and the end of negotiations is not
imminent, South Korea may be better served making a national decision
on TPP negotiations. The sizes of the circles in Figure 3 show the dif-
ferences on many sensitive TPP issues. The figure summarizes the wide
gaps between developed TPP members and developing ones.

Considering political events in many TPP economies, such as the
United States’ mid-term elections in November 2014, 7he Diplomat
(2014) stated, “[The TPP] is the conundrum faced by the Obama ad-
ministration, which now faces significant international and domestic
opposition to two major trade initiatives: the Trans-Pacific Partnership
(TPP), and the Transatlantic Economic and Trade Pact (ETP). Both
are still in negotiation, but it is not too early to distinguish their rela-
tive merits.” As negotiations for the TPP have proceeded slowly in
2014, South Korea seems to be more cautious in expressing its inten-
tions toward the TPP. South Korea’s recent official documents state that
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FIGURE 3 Dispersion of TPP Issues by Economy (for all sensitive issues)

its concerns about the TPP do not necessarily imply that it will join
negotiations for a mega-FTA in the Asia-Pacific region. Moreover, it
feels burdened by the preconditions that the United States’senior trade
officials have established. Thus, South Korea may delay.

CONCLUSIONS
Since its first FTA with Chile was implemented in April 2004, South

Korea has been active in expanding its FTA partners. Negotiations for
the FTA with China have been South Korea’s top priority in the last
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several years, and both China and South Korea are optimistic that the
negotiations will be concluded successfully. However, as South Korea has
expressed concern about the TPP, new issues have emerged between Chi-
na and South Korea. The two economies agreed to a mid-level FTA in
the seventh round of negotiations in Weifang, China, in September 2013.
China seems to regard the possibility of South Korea’s joining the TPP
as a chance to obtain a higher market opening. China may also be con-
cerned that South Korea will choose the TPP over the FTA with China.

In early 2014, South Korea’s trade authority completed preliminary
consultations with each of the 12 TPP members concerning their par-
ticipation in TPP negotiations, and South Korea will decide whether to
have a second round of consultations. Although the United States will
welcome South Korea when negotiations with the current 12 members
are concluded, the United States’ preconditions for South Korea’s TPP
participation were confirmed in January: the sharing of financial data,
nontariff barriers on cars, the certification of organic goods, and customs
origin verification. Based on the estimate of its burden for joining the
TPP, South Korea may decide not to seek membership. In addition to
the unfavorable TPP negotiations, the unexpected confusion regarding
the China—South Korea FTA seems to make South Korea neutral re-
garding membership. The United States has had “extremely tough” talks
with Japan on opening its agricultural market, and ministerial-level talks
in Singapore (February 2014) “ended with many issues still on the table,
most notably Japan’s protection of its farm sector.”

Based on the current status of TPP negotiations and the recent prog-
ress on South Korea’s F'TA with China, Trade Minister Yoon Sang-jick
announced that “China is South Korea’s most urgent FTA partner and
the economy will try to conclude the negotiation for the FTA with Chi-
na” on March 8, 2014.¢ Recognizing the interactions between the TPP,
the China—South Korea FTA, and South Korea’s FTA strategy, South
Korea is expected to explore its new roadmap for F'TAs and regional eco-
nomic integration in the near future. Based on the performance of FTAs
thus far, South Korea may place great emphasis on economic factors
in deciding its new F'TAs, while developing national strategies to take
advantage of its extensive F'TA network. Based on the weak prospects
of TPP negotiations with the current 12 members, and the burden for
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TPP membership, South Korea seems likely to focus on concluding the

FTA with China rather than weakening its trade negotiation power by
entering into negotiations for the TPP. After concluding its FTA with
China, South Korea will have more options regarding the emergence of

mega-FTAs.

NOTES

I.

'The four ASEAN economies are Brunei, Malaysia, Singapore, and Viet-
nam. Indonesia and Thailand are seeking to join negotiations for TPP
membership.

'This section is an extension of Inkyo Cheong, “An Analysis of the Effect
of the China-Korea FTA with FTA Sequence and FTA Hub Gains,”
Journal of Korea Trade 18, no. 1 (2014): 63-84.

Ibid.

Christopher Johnston, “Trans-Pacific Partnership: Time for Some
American Hustle” The Diplomat, March 11, 2014, http://thediplomat.
com/2014/03/trans-pacific-partnership-time-for-some-american-hustle/.

. This is based on an article by Reuters, “U.S. Readies for More ‘Extremely

Tough’Trade Talks with Japan,” March 7, 2014.
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Australia’s Free Trade
Agreements with Japan
and South Korea

Lessons for the Future

Christopher Findlay, Executive Dean of the Faculty
of the Professions, University of Adelaide

INTRODUCTION

The Australian government recently signed a free trade agreement with
South Korea, announced that it had reached an agreement with Japan,
and continued to work on an agreement with China. These activities were
associated with a visit to Northeast Asia by Australian Prime Minister
Tony Abbott in April 2014. During the 2013 national election, Abbott
announced that his goal was to conclude all three agreements within
12 months of taking office—that is, by September 2014. Negotiations
with South Korea, Japan, and China began in 2008, 2007, and 2005,
respectively.

This recent experience provides an opportunity to reflect on the
contribution of bilateral trade agreements and their link to regional
economic integration. First, there is the matter of the agreements’
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coverage and depth, and the extent of the reforms that they encompass.
Second, there is the question of the relationships between agreements
of different scope, membership, and principles. As Australia and Japan
negotiated their agreement, both also participated in the Trans-Pacific
Partnership (TPP) negotiations, while South Korea continues to
consider its options. The implications of bilateral agreements, such as
those signed or agreed so far, for a complex process like the TPP and for
wider regional integration is, therefore, also a topic of interest.

In this short paper, the coverage and depth of Australia’s agreements
with South Korea and Japan are outlined, and some of the implications
of agreements of this type are discussed.

COVERAGE AND DEPTH

Key interests of Australian trade negotiators apparently include market
access for agricultural exports and for services firms operating in all modes
of supply in the partner economy. In turn, the partner economies request
access for manufactured product imports to Australia and for new rules
on inbound foreign direct investment (FDI) to Australia. The agreements
with South Korea and Japan illustrate the approach to these items, which
may also be applied in a future agreement with China.

The deal with Japan, for example, included a swap of access for
Australian agricultural exports for access by Japan to industrial product
markets in Australia. Australia will remove the 5 percent tariff (10
percent before 2010) on smaller Japanese cars, which make up the
bulk of Japan’s auto exports to Australia. Tariffs on all other Japanese
automobiles will end in three years. Tariffs on other consumer prod-
ucts will also be removed. In services, there is reference in the official
summary of the agreement,’ which is called an economic partnership,
to providing access to markets for funds management services, legal
services, education, and telecommunications, but the details have not
been specified so far.

In the case of South Korea,” Australia has removed tariffs on imported
manufactured goods and, for some sensitive products, on schedules that
are as long as eight years (e.g., some carpets that have a 5 percent tariff).
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Services markets, in which Australian firms faced barriers, were reduced
for legal, accounting, funds management, insurance, education, and other
professional services.

Details concerning the coverage of the agreements on the treatment of
imports of agricultural products into South Korea and Japan are provided
in Table 1. Coverage is not universal, and the depth of tariff cuts is variable.
In addition, quotas are used in some cases, and tariff cuts are often applied
with safeguards. Both South Korea and Japan excluded rice. The agreement
with Japan effectively excludes Australian sugar that is exported to Japan.
Some dairy products are excluded in the Japan agreement. Beef tarifts
are eliminated over a long period in South Korea and cut significantly in
Japan. Tariffs are reduced more for frozen beef than for chilled beef, which
is a closer competitor to local beef, with the reductions extending over a
long period. Safeguards apply to beef in both economies.

For large FDI projects, Australia has a screening process managed by
the Foreign Investment Review Board. In both agreements, the project
value for screening is raised from A$248 million to A$1,078 million,
which matches commitments to the United States and New Zealand.
Agriculture in Australia remains a sensitive sector. The agreement with
South Korea includes lower ceilings for agricultural land (A$15 million)
and agribusinesses (A$53 million), and the summary of the agreement with
Japan refers to “reserved policy space” to screen such proposals from Japan.
This treatment is a dilemma for Australia. While seeking market access
for agricultural exports, the domestic political debate has led to tighter
control of foreign investment in the agricultural sector. The treatment of
this issue in the case of China will be interesting to observe.

The agreement with South Korea includes a mechanism for investor-
state dispute settlement (ISDS). This is significant because, previously,
Australia had refused to include such a provision in a trade agreement
on the grounds that it could restrict its right to regulate.’ However,
there are restrictions on its application. According to the South Korea
agreement, an ISDS claim can only be made on the basis of a breach
in the agreement’s investment chapter, or a breach of an investment
agreement between the investor and the government of the other party.
It does not apply to decisions concerning investments that are subject to
review under Australia’s foreign investment policy, and that cannot be
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TABLE 1 Agriculture Provisions in the Korea-Australia Free Trade Agreement (KAFTA)
and the Japan-Australia Economic Partnership Agreement'®

Item

South Korea

Japan

Beef

The 40% tariff on beef and 18% tar-
iff on bovine offal will be eliminated
over 15 years.

South Korea has the right to apply a
safeguard measure (initially a 40%
tariff, falling to 30% and then 24%
in 5-year intervals) for the next 15
years. These safeguard measures
apply to volumes over a base level
of imports, which is increasing by
2% a year. Australian exports to
South Korea in 2012 and 2013 were
about 125,000 metric tons (t), and
the base volume for the safeguard
measure is higher than that, at
154,584t. Australia in recent years
has accounted for over half of South
Korean beef imports.”

Japan currently imposes a 38.5%
tariff on beef imports. The tariff on
frozen beef will be cut t0 19.5%, with
an 8 percentage point cut in the first
year, 2 points in the second year,
and 1 in the third year (18 years).
The tariff on fresh beef will be cut
to 23.5%. The tariff will be cut by 6
percentage points in the first year,
followed by annual 1 percentage
point cuts (15 years).

Japan has the right to apply a safe-
guard measure. On frozen beef
exports, the trigger volume is
195,000 metric tons (t), with growth
of 1,500t a year over 10 years. For any
Australian exports above the trigger
volume in the first 12 months, the
tariff automatically “snaps back” to
38.5%. On chilled beef exports, the
trigger volume will start at 130,000t,
with 1,500t-a-year growth for 10
years. The year-one trigger levels
are higher than later years—e.g., in
2013, volumes of 115,000t chilled
and 173,000t frozen.!®

Sugar

Abolish the 3% tariff on raw sugar.

The official website says that “Aus-
tralian sugar exporters will benefit
from tariff elimination and reduced
levies for international-standard raw
sugar.” However, the industry report
is different: “Australia has been sup-
plying a specialized Japan-grade
sugar for many years to the Japa-
nese market, which is inherently
different to the international-grade
sugar supplied to its other custom-
ers. While the announced change of
a tariff reduction on international-
standard sugar from 184% to a110%
effective tariff is welcome, clearly
this will not improve Australia’s ac-
cess to Japan. The tariff remains
significantly higher than that of the
effective tariff on the special-grade
sugar that Australia supplies, which
remains unchanged at 70%."%°
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Item

South Korea

Japan

Wheat

Eliminate the 1.8% tariff on wheat
and 8% tariff on wheat gluten.

Not included.

Dairy

Tariffs of 36% on cheese and 89%
on butter will be eliminated in 13 to
20 years.

Australian dairy exporters will also
benefit from growing duty-free quo-
tas for cheese, butter, and infant
formula.

Under current arrangements, Aus-
tralia exports 27000t of cheese
duty-free under a global quota.
Australia has gained a preferential,
duty-free, Australia-only quota,
growing to 20,000t (above which a
tariff of 29% applies).

The agreement calls for halving of
the 40% tariff on processed cheese
over 10 years, and immediate tar-
iff cuts on grated and powdered
cheese, and on blue-veined cheese,
with no volume restrictions.

Japan has granted immediate duty-
free access for milk products such
as protein concentrates and casein,
with tariffs of up to 5.4%.

For ice cream and yoghurt, a 50%
reduction of a 14.9% tariff and in-
creased quotas are specified, plus
a review trigger if another economy
gets a better deal on dairy.?

Skim milk, fresh cheese, and butter
are not covered.

Lamb/
goat/
pork

The 22.5% tariff on all sheep and
goat meat will be eliminated over 10
years.

Tariffs on key pork exports of 22.5%
to 25% will be eliminated in 5 to 15
years.

Tariffs were zero for lamb, and will
be bound at zero.

Tariffs on pork were cut to 2.2% from
4.3%, within a quota that limits vol-
ume to 6,700t in the first year and
rises to 16,700t within five years.?!

Horti-
culture

Cherries, almonds, and dried grapes
will enter South Korea duty-free on
entry into force. These currently
face tariffs of 8% to 24%.

Tariffs on macadamia nuts, fruit
juices, mangoes, asparagus, and
lentils, ranging from 27% to 54%,
will be phased out over 3to 10 years.

Tariffs on potatoes for chipping
(current tariff 304%), oranges
(50%), fresh table grapes (24%),
and mandarins (144%) will be elimi-
nated during Australian exporting
seasons.

A 5% tariff on macadamia nuts to
be eliminated immediately; 7.8%
in-season tariff and 17% off-season
tariff on table grapes will be elimi-
nated over 10 years; 16% and 17%
in-season tariff on oranges and
mandarins eliminated over 10 and
15 years, respectively; 10% tariff on
grapefruit eliminated over 5 years.??
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TABLE 1 Agriculture Provisions in the Korea-Australia Free Trade Agreement (KAFTA)
and the Japan-Australia Economic Partnership Agreement (continued)

Item South Korea Japan

Barley A growing duty-free quota for malt | Barley exporters will have “in-
and malting barley introduced, | creased duty-free access.”
while high out-of-quota tariffs of
269% and 513% will be eliminated
over 15 years.

Rice Excluded. Excluded.

Seafood | Southern bluefintuna (current tariff | Tariffs on shrimp and prawns, rock
10%) and rock lobsters (20%) will | lobsters, abalone (fresh or pre-
enter duty-free after 3 years. served), oysters, crabs, yellowfin

tuna, toothfish, sea urchins, fish
oils, and southern bluefin tuna will
be eliminated.

Wine Immediate elimination of the 15% | Tariffs on bulk wine to be eliminated
tariff on Australian wine. immediately, and those on bottled

and sparkling wine will be subject to
“quick tariff elimination.”

Source: The primary source of this material can be found at http://www.dfat.gov.au/fta/. It
is supplemented by other reporting referred to in the following endnotes.

based on a breach of commitments in other parts of the Korea-Australia
Free Trade Agreement (KAFTA), such as the intellectual property and
environment chapters.* The Australian government’s position is that it
considers ISDS on a case-by-case basis,” and that the Japan agreement
does not even include an ISDS mechanism. University of Sydney
Professor Luke Nottage argues that ISDS was of little value to either
Japan or Australia, although he notes that its exclusion may be significant
for other agreements, including the TPP. US negotiators have apparently
sought this provision in the TPP, although others in the United States
make the case against including the provision on many grounds. ’

IMPACTS OF THE AGREEMENTS
The agreements have been criticized for their lack of contribution to

market access, their lack of ease of use, and their failure to contribute to
national welfare.
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Some exporter interests, for example, have been critical of the lack of
market access negotiated, and the time it takes to implement the cuts in
tariffs, in the agreements with South Korea or Japan. For example, the
(Australian) National Farmers’ Federation said that it was “disappointed”
with the “overall outcomes” in the Japan agreement, although the organi-
zation recognized the benefits for sectors such as beef, wine, and seafood.®
'The dairy farmers went further to call it a “dud deal,” and they worried
about the message being sent as future commitments are negotiated with
China.’ The Australian trade minister reacted strongly to these responses,
saying Australia “had achieved with Japan what no other country in the
world had achieved, ‘let alone a major agricultural exporter.”*

Other Australian industry representatives have become increasingly
concerned that the negotiated market access conditions are difficult to
use. As illustrated with respect to agriculture, there are few commit-
ments in common across these two agreements. Industry commentators
also point to the proliferation of agreements and the different rules used
in the agreements, especially concerning origin and the various proce-
dures required to establish origin in order to make use of the negotiated
changes in market access.!

This debate illustrates the challenge of resolving bilateral agreements
in a way that produces significant results in terms of market access,
especially when a timetable is imposed by domestic politics. Another
example of this challenge in bilateral talks is the difficulty the United
States has had in its discussions with Japan, which are regarded as the
critical next step for progress in the TPP. The Wall Street Journal reported
during President Barack Obama’s visit in April 2014 that “after months
of talks...significant differences remained on key issues, particularly US
access to Japanese agricultural markets. Japan wants to protect its own
products, including rice and beef, while the US is demanding full market
access. Meanwhile, the US is apparently seeking more time to cut tarifts
on Japanese vehicles.”> ¥ Likewise, while Australia has reached agree-
ments with South Korea and Japan, its negotiations with China, which
started even earlier, are still continuing.

Another criticism is that the agreements do not contribute to national
welfare. The real gains from the application of new trade policy come
from domestic reform, not from export market access. The question,
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then, is whether trade agreements now being negotiated will make
contributions. Bill Carmichael of 7he Australian,'* for example, argues
that they do not, and his assessment is that pursuing the goal of market
access concessions in bilateral agreements actually diminishes concern
for the outcomes to the economy as a whole.

REGIONAL ECONOMIC INTEGRATION—ITS ROLE
AND FEASIBILITY

One response to these criticisms is that the bilateral agreements are
steps toward wider agreements that include more participants—for
example, those designed to pursue regional economic integration. When
undertaking the trade negotiating process in a larger group, there is
more at stake. Thus, wider, deeper, and more common commitments
might be found, ameliorating concerns about the impact of the smaller
agreements. There might also be an effort to apply provisions that
effectively multilateralize those commitments.’

The problem is that this outcome may not be feasible when bilateral
steps were initially taken. As noted, it will always be far more difficult
to achieve significant changes in market access in a bilateral agreement,
since neither party can offer the other the domestic political compensa-
tion required to offset the internal reforms that created losing groups.
The larger negotiation process is supposed to provide that capacity. But
initiating bilateral agreements creates a new set of losers, separate from
those produced by more wide-ranging reforms, which are export groups
that have gained preferential market access. It will be interesting to see,
for example, the reaction of some Australian agricultural exporters or
services firms to a TPP that removes their position of preference. It will
also be interesting to see the attitudes of South Korean and Japanese
manufacturers to a TPP that removes their preferential access to the
Australian market. These groups would otherwise have been supporters
of region-wide and global reform. The fracturing of the free trade coali-
tion that results from taking the bilateral road as a first step may become
a significant, long-run challenge, not just for the parties to the agree-
ments reviewed here, but for Asia-Pacific integration more generally.
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. See http://www.dfat.gov.au/fta/jaepa/.

'The full text is available at http://www.dfat.gov.au/fta/kafta/.

See page 14 of the Gillard Government Trade Policy Statement at http://
www.acci.asn.au/getattachment/b9d3cfae-fcOc-4c2a-a3df-358228dat6d
/Gillard-Government-Trade-Policy-Statement.aspx.

The various safeguards are discussed here: http://www.herbertsmith
freehills.com/insights/legal-briefings/text-of-korea-australia-
fta-released-isds-provisions-revealed.

See https://www.dfat.gov.au/fta/isds-faq.html.

. 'This case is argued by Luke Nottage at http://www.eastasiaforum
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japan-fta-dud-deal.
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9520694003000918 and http://www.cato.org/blog/whats-really-impeding-
progress-tppwhats-really-impeding-progress-tpp-japan-united-states-have.

Parallels between the structure of negotiations with Australia are
interesting, although US car tariffs (2.5 percent) are actually lower
than those in Australia, while the United States imposes a very high
25 percent tariff on pickup truck and commercial van imports. See
http://www.autonews.com/article/20130412/OEM11/304129790

/u.s.-to-gradually-drop-tarifts-on-japan-vehicles-under-trade-deal
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See http://www.theaustralian.com.au/national-affairs/opinion
/trade-as-a-foreign-policy-or-driver-of-growth/story-e6frgdOx-
1226878195316.

Continuing work on the transparency of current domestic policy and its
consequences, and “winning the argument” about the value of domestic
reform are also important. See http://www.theaustralian.com.au/national-
affairs/opinion/trade-as-a-foreign-policy-or-driver-of-growth/story-
e6frgd0x-1226878195316.
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See http://www.mla.com.au/Prices-and-markets/Trends-and-analysis
/Beet/Forecasts/MLA-cattle-industry-projections-2013/82-beef-exports-

Korea.
See http://www.beefcentral.com/news/article/4499.

See http://www.canegrowers.com.au/page/Industry_Centre/Media_Centre
/Media_Releases/Japan_as_disappointing_as_04_US_free_trade_
agreement_for_sugar_ASA/.

See http://www.abc.net.au/news/2014-04-23/andrew-robb-hits-
back-at-japan-deal-criticism/5406428.

See http://www.agweb.com/article/japan_adds_pork_tarift’ cut_to_beef
in_trade_pact_with_australia BLMG/. According to this source, pork
imports from Australia were about 700 tons in the 12 months prior to
March 31, 2013. Japan imported 738,455 tons of pork worth US$3.8
billion in 2013, of which 38 percent came from the United States, the
world’s largest exporter.

See http://www.weeklytimesnow.com.au/commodities/horticulture
/japan-free-trade-agreement-is-big-a-boost-to-horticulture/story-
fnker6g8-1226884737630.
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APEC in 2014
Meeting New Challenges

Zhang Yunling, Director of International Studies,
Chinese Academy of Social Sciences

The Asia-Pacific region represents 40 percent of the world’s population,
50 percent of global GDP, and 44 percent of the world’s trade, which
includes the three largest global economies—the United States, China, and
Japan—as well as some of the most high-potential and dynamic develop-
ing economies. The region clearly stands in the center of global economic
developments and other affairs. Unlike the EU, the Asia-Pacific region
finds its own way in the realm of regional community building. APEC is
a unique regional grouping that brings together developing, newly indus-
trializing, and advanced industrial economies into one regional framework.
Under this framework, all members are committed to reducing barriers
to trade and investment and enhancing economic and technical coopera-
tion following the approach of concerted unilateral and collective actions.
As APEC provides a framework for bringing all members together to
work on shared interests, and especially as it provides an annual meeting
opportunity for leaders in the region to exchange ideas about policy
concerns and pressing challenges, all members realize its importance.
Although APEC faces difficult issues, it is still an irreplaceable institu-
tion for the Asia-Pacific region. APEC has been strongly backed by

member governments and business communities, and it continues to
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be a pivotal platform to conduct policy dialogue, to initiate agendas, and
even to test new ideas in economic and trade cooperation, including on
various global issues.

The Asia-Pacific economies are highly integrated and interdependent,
which is based on their open development strategy and supported by
production networks of active trade and investment flows. The agendas
of liberalization, facilitation, and cooperation under the APEC frame-
work represent the common will of the member economies to strengthen
regional integration and cooperation for sustainable economic develop-
ment and prosperity. The Bogor Goals, which were set up in the early
1990s, aim at realizing an open and cooperative region in the Asia Pacific.
As stated by APEC leaders at their first meeting on Blake Island, Seattle,
in 1993, “The spirit of openness and partnership deepens, enabling us to
find cooperative solutions to the challenges of our rapidly changing re-
gional and global economy.” Although great progress has been achieved
in regional economic integration, and production networks continue to
expand, the first phase of the Bogor Goals—realizing the commitments
to liberalization and opening up to all APEC members by 2010—has
not been achieved. In facing the new environment of emerging FTAs,
the role of APEC and, especially, the means for achieving the Bogor
Goals have been questioned.

APEC enters its new phase of development, and it needs to have its
priorities and agendas readjusted to meet the new challenges. Currently,
the Asia-Pacific region is also facing some vital challenges: the linger-
ing impact of the 2008-2009 global financial crisis, the need to rebal-
ance and restructure the supply-demand chains, the impact of climate
change, and the need for sustainable development, as well as emerging
tensions of security and international relations, among other issues. The
major challenge for the Asia-Pacific region now is sustaining economic
dynamism by further concerted commitments and actions in the areas
of macroeconomic policy, economic restructuring, financial reforms, and
the development of green economic sectors. APEC should become more
active and effective in dealing with the impact of the financial crisis, re-
forming the international financial system, and implementing domestic
reforms of both financial and economic structures. APEC should show
that it values its original mission to help the member economies realize
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sustainable growth by improving their policies and strengthening coop-
eration. APEC’s credibility lies in its strong role promoting change and
reform that creates a more balanced economic development model and
structure, while maintaining an open and integrated region.

In the face of slow progress implementing the commitments required
to realize the Bogor Goals, further efforts were made by APEC to facili-
tate enforcement in the past years. For example, the 2001 Shanghai Ac-
cord, which aims to broaden APEC’s long-term vision, sought to clarify
the roadmap to the Bogor Goals and strengthen the implementation
mechanism; the 2005 Busan Roadmap was set up as a midterm stock-
taking of progress toward the goals; and, again, the 2006 Hanoi Plan of
Action identified specific actions and milestones needed to implement
the goals. However, in facing the emerging FTAs, both bilateral and
subregional, APEC’s role in binding the regional framework together
seems very weak.

Looking back at the APEC agenda, the priority used to be one of
guiding all members to keep markets open and to improve policy and
business environments. APEC should continue to play this major role.
As recommended by the APEC Business Advisory Council (ABAC),
“a new vision is needed.” In a set of recommendations for APEC trade
ministers that were created in Sapporo, Japan, on June 1, 2010, the coun-
cil urged APEC to build on the Bogor Goals to “reflect the changing
nature of modern Asia-Pacific regional supply chains and value chains.”
It is clear that APEC needs to readjust the approach and roadmap of the
Bogor Goals.

The diversified efforts of APEC members to develop FTAs pose ma-
jor challenges to the APEC-led process of regional integration and co-
operation, a process whose most significant value is to bring the region
together and share prosperity. In the past, APEC has tried to coordinate
the existing, complex “spaghetti bowl” of free trade agreements into a
more consolidated framework. For example, in 2004, APEC adopted
best practices for regional trading agreements (RTAs) and FTAs, which
consisted of “model FTA/RTA chapters.” APEC has also implemented
many initiatives, which range from self-certification of rules of origin
(ROO) and a supply chain connectivity framework (SCCF) to public-
private partnerships (PPP) and capacity building.
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The Trans-Pacific Partnership (TPP), led by the United States with
12 negotiation partners, has brought about serious challenges to all these
efforts. The TPP was initiated by four small and open economies (Sin-
gapore, Chile, New Zealand, and Brunei). As it extended to more mem-
bers and became a key strategy for the United States to achieve a high-
standard F'TA for the twenty-first century, APEC’s principles of open
regionalism and its gradual approach seem to be abandoned.

However, it is not realistic that the TPP can become an alternative to
a Free Trade Area of the Asia-Pacific (FTAAP), or to upend the Bogor
Goals. The TPP may attract more economies, but it will not include all
APEC economies in the final negotiation process. APEC, on the other
hand, is by nature diverse, and provides a flexible and inclusive institu-
tion for all of its members.

To keep the region integrated and dynamic, it is vital for APEC to
emphasize its role as an intergovernmental dialogue and cooperation
mechanism. While a region-wide FTA in the Asia Pacific is of pivotal
interest to all members, APEC could readjust its approaches and priori-
ties on other broad agendas. These include connectivity, clean energy, cli-
mate change, supply chain, and Phase II tariff reduction of green prod-
ucts. Functional cooperation becomes a key factor in APEC’s ability to
successfully promote these broad goals.

In facing a multitude of diverse F'TAs, especially large groupings such
as the TPP and the RCEP, APEC leaders have reemphasized the Bogor
Goals in their annual declarations made since 2010. The leaders have
reaffirmed their desire to realize the Bogor Goals by 2020, and to work
out a blueprint for doing so. This shows that the Bogor Goals are still
serious political commitments by the 21 economies of APEC. Consid-
ering that 2014 is the twentieth anniversary of the Bogor Goals, it may
be a good time to establish a working group to develop a blueprint for
the FTAAP. As stated in the leaders’ declaration, the FTAAP will be
built upon ongoing regional undertakings, such as ASEAN-Plus-Three,
ASEAN-Plus-Six, and the TPP. However, if the FTAAP is an APEC-
led agenda, APEC will need to change roles from being only a forum
to actively urging all members to participate in the negotiations. Some

members may not agree to this change. As to the approach that should
be taken to create an FTAAP, simply merging the TPP and the RCEP
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together seems unfeasible, given their differences. One of the more prac-
tical approaches may be to think of the FTAAP as a general framework
covering liberalization, facilitation, and cooperation, with differential
processes and arrangements.

China has actively participated in all APEC agendas, since the Asia-
Pacific region is of great importance both in economic terms and in
terms of international relations and security. APEC engagement has
been essential for China, as it provides a broad regional framework on
the one hand, and a gradual approach on the other.

China adopted an active FTA strategy after joining the WTO. FTAs
help China not only achieve market access, but also make rules and align
interests among members. FTA agreements, either bilateral or subre-
gional, give China opportunities to forge close partnerships through
broad frameworks for market liberalization and cooperation. Immedi-
ately after joining the WTO, China took the initiative to establish the
China-ASEAN FTA (CAFTA), and then played a leading role in the
East Asia FTA (EAFTA, or ASEAN-Plus-Three) feasibility study. The
China-ASEAN FTA helps to create a comprehensive framework be-
tween China and ASEAN members, which facilitates trade and other
economic relations significantly. China now serves as the largest mar-
ket for ASEAN’s external trade, and many cooperative programs have
been implemented, from enhanced trade with GMS (Greater Mekong
Subregion) economies, to infrastructure connectivity, to capacity build-
ing for human development. China hopes that East Asia will establish
a region-wide FTA, initially under the framework of ASEAN-Plus-
Three (China, Japan, and South Korea). However, due to complex
factors, consensus seems difficult to achieve among the ASEAN-Plus-
Three members on how to establish a single institutional framework in
East Asia.

Actually, regional integration and cooperation in East Asia is char-
acterized by multilayered frameworks, including ASEAN-Plus-One,
ASEAN-Plus-Three, and ASEAN-Plus-Eight (East Asia Summit). In
2011, ASEAN initiated the Regional Comprehensive Economic Part-
nership (RCEP) as an integrated FTA framework among the ASEAN-
Plus-Six economies (China, Japan, South Korea, India, Australia, and
New Zealand). China quickly adjusted its policy and has actively engaged
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in negotiations of the RCEP, while at the same time continuing to par-
ticipate in the trilateral FTA among China, Japan, and South Korea.

In general, multilayered frameworks give China more flexibility and
room to maneuver. On the one hand, China is a leading exporter with
special advantages in various areas of production, but on the other hand,
it is still a developing economy. As such, China finds it difficult to con-
clude FTAs with many of its trading partners, especially with the devel-
oped economies. In fact, the TPP has presented a serious challenge to
China’s FTA strategy. Since the initial round of TPP negotiations ex-
cludes China, there is worry that the TPP will intentionally be designed
to bypass China. This puts China in a difficult position. The exclusion
creates concern that it is not playing a role in the rule-making process,
and that the new rules will have negative effects on China’s trade and
investment with TPP members. Although China keeps an open attitude
about the TPP, it was unable to surmount the difficulties of becoming an
early negotiation partner, given that the TPP has been labeled a high-
level FTA for the twenty-first century, with little flexibility for entering.

As China has vital interests in the Asia-Pacific region, it sees APEC
as a unique platform to engage the United States and all other members
of the region. China is organizing the APEC meetings in 2014, which it
sees as a good opportunity to get APEC back on the right track. China
hopes that the 2014 meetings might serve as a launching pad for the
FTAAP process, although consensus will be difficult to reach, especially
as the TPP is struggling to conclude and the RCEP is still in the early
stages of negotiation.



US Economic Strategy
in the Asia-Pacific Region
Promoting Growth, Rules, and Presence

Matthew P. Goodman, William E. Simon Chair in Political Economy,
Center for Strategic and International Studies

INTRODUCTION

Economics is at the heart of US engagement in the Asia-Pacific region.
This statement is as true today as it was in 1784, when the first US mer-
chant ship set sail from New York bound for Canton; or in 1853, when
Commodore Perry arrived in Tokyo Bay in his “black ships,” seeking not
territory but refueling rights for the American whaling fleet.

A few statistics make clear why the United States is drawn to Asia
today. The 21 member economies of the Asia-Pacific Economic Coop-
eration group (APEC) account for roughly 55 percent of global GDP
and 44 percent of world trade. ' According to the International Mon-
etary Fund (IMF), developing Asia is expected to grow by an average of
6.7 percent in 2014, making it the fastest-growing region in the world.”
US exports to APEC economies totaled nearly $1.2 trillion in 2012,
accounting for over half of total US exports.?
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Economic exchange with this dynamic region makes a vital contribu-
tion to US growth and jobs. In the wake of the financial crisis of 2008—
2009 and resulting shifts in the structure of the US economy, exports to
the Asia-Pacific region have become an increasingly important source of
demand and employment. By one estimate, roughly 2.8 million Ameri-
can jobs were supported by exports to Asia in 2012.*

With this much at stake, it is not surprising that the United States has
been an active participant in Asia-Pacific economic integration efforts
over the past 25 years, going back to the decision of the George H.W.
Bush administration to co-found APEC in the late 1980s and seen to-
day in the Obama administration’s focus on completing a Trans-Pacific
Partnership (TPP) trade agreement. Linking these efforts over the years,
and the subject of this paper, are a number of common objectives and
characteristics that distinguish the American approach to regional eco-
nomic integration from that of other economies in the region.

US ECONOMIC POLICY OBJECTIVES IN ASIA

In designing and implementing economic policy toward the Asia-Pacific
region, recent US administrations have been animated by three broad
objectives: promoting growth and jobs; strengthening the global rules-
based system; and underpinning America’s long-term presence in the
region.

The first priority is growth. As mentioned above, the Asia-Pacific re-
gion is one of the world’s largest and most dynamic economic areas. It
is an increasingly important source of demand for the global economy.
Stronger demand and greater purchasing power in Asia mean (among
other things) more US exports to the region, which are an important
source of growth and jobs at home.

For more than 30 years, successive US administrations have worked
to promote strong domestic-demand-led growth in the major surplus
economies of Asia. Japan, then the world’s second-largest economy, was
the initial target of this policy in the 1970s and 1980s, but attention has
broadened in recent years to other large, growing economies with persis-
tent current-account surpluses, notably China. With US and European
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consumers and governments alike forced to borrow less and save more in
the wake of the 2008-2009 financial crisis, Washington argues that large
surplus economies need to consume and import more, or global growth
will suffer. This is why the Obama administration has made “strong, sus-
tainable, and balanced growth” the mantra of its policy engagement with
China and other large Asia-Pacific economies in both the G-20 and
bilateral channels.

United States trade policy has also supported the macroeconomic
growth agenda. Recent administrations have pursued an active trade
agenda in the region, including President George W. Bush’s negotiation
of a Korea-US free trade agreement (commonly known as the KORUS
FTA) and the Obama administration’s launch of the TPP negotiations.
Enforcement of existing trade agreements has also been an increasingly
important feature of trade policy in the past two administrations. A core
objective of all these efforts has been to reduce barriers to US exports,
enhance America’s own competitiveness, and boost growth and jobs at
home.

Regional trade policy also supports the second broad objective of US
economic strategy in Asia: upholding and updating the rules of the in-
ternational economic system. As discussed further below, the TPP (like
its sister negotiation launched this year with the European Union, the
Transatlantic Trade and Investment Partnership, or TTIP) is aimed at
establishing “twenty-first century” trade and investment rules. These
cover not only tariffs and other border measures, but also behind-the-
border conditions governing trade and investment, such as intellectual
property protection, regulatory transparency, labor and environmental
standards, and competition.

As a region representing roughly half of global GDP and trade, the
Asia Pacific is an important testing ground for developing and im-
plementing these new rules. After a decade of failing to conclude a
comprehensive, multilateral agreement under the Doha Development
Round, the United States and willing trade partners have been forced
to pursue other more targeted approaches, including mega-regional
agreements like the TPP and the TTIP. The hope is that, if successful,
these agreements will become the de facto template for a new multilat-
eral system of rules.
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The third consistent objective of US economic strategy in the Asia-
Pacific region is to support a long-term American presence in the region.
The United States is a Pacific power by nature (geography) and necessity
(the pull of historical, security, and economic forces)—but also by design.
Successive administrations since World War II have worked deliberately
to embed the United States firmly in the region through an array of po-
litical, security, and economic arrangements.

The US network of alliances in the region—with Japan, South Korea,
Australia, and others—and the troops and ships deployed in support of
those alliances are the most visible manifestation of that policy. Binding
trade arrangements like the KORUS FTA and the TPP can be seen
as the economic equivalent of America’s security alliances in the region.
That is, they enmesh the United States in regional affairs through ex-
panded trade and investment and give Asia-Pacific economies an in-
creased stake in each other’s prosperity and security.

REGIONAL ECONOMIC INTEGRATION:
THE US APPROACH

In support of all three objectives described above—growth, rules, and
presence—recent US presidents going back to George H.W. Bush have
invested in Asia-Pacific regional economic integration (REI). Bush’s sec-
retary of state, James Baker, embraced his Australian counterpart’s pro-
posal to create APEC in 1989 as a venue for foreign ministers from the
region to discuss trade and investment liberalization and capacity build-
ing. President Bill Clinton invited his APEC counterparts to a summit
on Blake Island oft Seattle in 1993, giving the forum’s REI mission top-
level political imprimatur. George W. Bush launched and completed the
KORUS FTA negotiations and initiated the TPP at the end of his term.
President Barack Obama renegotiated KORUS and passed it through
Congress, then embraced and launched the TPP negotiations.

Washington’s approach to REI in this region has been marked by two
key characteristics that distinguish it from approaches championed by
other economies: it is trans-Pacific versus Asia-centric; and it empha-
sizes high standards of liberalization and rule-making.



US ECONOMIC STRATEGY IN THE ASIA-PACIFIC REGION 173

The first characteristic is driven first and foremost by the fact that
the United States is a Pacific but not an Asian economy. But higher-
level policy considerations also play a part. In pushing APEC to the
fore, Secretary of State Baker was clearly animated by concerns about
East Asian aspirations for community building that would exclude the
United States; he later noted that such efforts would “draw a line down
the middle of the Pacific.”

The second distinguishing feature of the US approach to REI is a pref-
erence for comprehensive trade and investment liberalization and high-
standard rules of the road. This has inspired Washington’s approach to
APEC since the inception, but took on new substance with the launch of
“twenty-first century” treaty negotiations with South Korea and the TPP
partners. Both the George W. Bush and Obama administrations have
insisted on the broadest and deepest possible liberalization and state-of-
the-art disciplines on trade and investment-related policies, both at and
behind the border. By contrast, Asia-only integration initiatives, includ-
ing bilateral and subregional FTAs, have generally covered only border
measures, with numerous exceptions to full liberalization.

Both economic and political considerations lie behind this second
feature of US regional integration policy. Washington believes that re-
moving most impediments to trade and investment and imposing tough
rules of the road maximize economic efficiency and growth. It feels that
the narrower and “shallower” agreements reached to date in Asia have
done little to improve efficiency and may cause trade diversionary effects
that outweigh their trade-creating benefits.

Of course, the persistence of its own market-access restrictions on
imports of some agricultural and other sensitive items shows that Wash-
ington does not always practice what it preaches with regard to high
standards. This highlights the role of domestic politics in US REI policy:
to win congressional support for trade agreements it has negotiated, the
White House must achieve the best possible results for US export inter-
ests, uphold US labor and environmental standards, and minimize the
damage to domestic vested interests. Washington’s insistence on high
standards in the negotiating room to a great extent reflects these political
realities back home.
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THE TRANS-PACIFIC PARTNERSHIP

The priority that Washington places on negotiation of a TPP trade
agreement illustrates the objectives and characteristics of US economic
strategy enumerated above. The TPP’s three-part purpose is to stimulate
American growth and jobs, strengthen the rules of the regional (and glob-
al) trading system, and lock the United States more deeply into regional
affairs. As its name and membership suggest, it is trans-Pacific in na-
ture, incorporating most of the Pacific-facing economies of the Western
Hemisphere, as well as a number of Asian economies. And it is explicitly
designed to produce, as President Obama said in announcing his embrace
of the TPP in late 2009, “the high standards worthy of a twenty-first
century trade agreement.” In addition to lowering border barriers such
as tariffs, the TPP aims to establish disciplines on an array of behind-
the-border measures that impede trade and investment, such as excessive
or nontransparent regulation; preferences for domestic, especially state-
owned, enterprises; and inadequate intellectual property protection.

As this author has argued elsewhere, a number of myths cloud re-
gional perceptions of the TPP.” One is that the negotiations are “split-
ting Asia,” since not all Asian economies are eligible to join, while those
that are eligible must choose between joining the TPP, which is viewed
as being led by the United States, and the Regional Comprehensive
Economic Partnership (RCEP), which is preferred by China. Yet in
principle, the TPP is open to any APEC economy willing to strive for
high-standard rules; indeed, US strategy from the outset was to begin
the negotiations with a small group of “like-minded” economies_and to
incentivize others to join over time—a strategy that is ostensibly work-
ing. Conceptually, there is no reason that even non-APEC economies
like India and Myanmar should forever be excluded; in fact, the logic
of the US-ASEAN Expanded Economic Engagement (E-3) initiative
is to help all ASEAN economies meet the high standards being sought
in the TPP.

As for having to “choose” between the TPP and the RCEP, the seven
Asian economies participating in both tracks clearly view the two ap-
proaches as not mutually exclusive. And as discussed further below, the
TPP and the RCEP could one day converge in a region-wide agreement,
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or at least become interoperable, with enormous potential gains to world
income.

Another myth that until recently was popular in Beijing is that the
TPP is part of an effort by Washington to “contain” China. Yet no Asia-
Pacific economy—including the United States—wants to exclude China
from regional economic integration; on the contrary, all want to deepen
their economic ties with that economy. True, one goal of the TPP is to
create a level playing field that, among other things, allows other econo-
mies to better compete with China, but this is a far cry from “contain-
ment.” Over the past few months, elite opinion in Beijing has shifted
noticeably from rejecting the TPP outright to seeking a better under-
standing of it; indeed, there are some signs—such as Beijing’s embrace
of a comprehensive bilateral investment treaty (BIT) with the United
States and its launch of the Shanghai Free Trade Zone—that China’s
leadership is preparing the ground for eventual membership in a high-
standard regional agreement.

A third myth is that the high standards that Washington is espousing
in the TPP are too ambitious for Asia. Yet all participants—including
less-advanced members like Vietnam—have made clear that they believe
there are substantial welfare gains to be had from a high-standard agree-
ment that opens up new market opportunities and helps each economy
address structural impediments in its own system. Moreover, participat-
ing economies understand the political dynamics in Washington that,
alongside the economic benefits, drive US ambition in the talks. And
most welcome an active US role in championing high-standard rules
and norms in the region.

The prospect of an early conclusion of the TPP negotiations remains
very much in doubt. Although most of the agreement’s 29 chapters have
been closed, by all accounts significant differences remain on a number
of challenging issues, notably intellectual property, competition, and en-
vironmental standards, as well as the market-access provisions.

One of the greatest sources of uncertainty is whether the Obama ad-
ministration will be able to persuade the US Congress to support a fi-
nal agreement without so-called trade promotion (formerly “fast track”)
authority, which is traditionally required to provide the political clar-
ity US negotiators need to close trade deals. Although there is a clear
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majority in favor of trade liberalization in Congress—including among

“Tea Party” members—there is concern that not even broadly supported
legislation could pass Congress in the current environment of mutual
distrust and dysfunction.

However, negotiators in the talks themselves report a shared sense of
urgency and determination among all participating economies to com-
plete the agreement quickly, and a basic accord in the next few months
remains possible. Trade negotiations are always darkest before the dawn,
as differences are narrowed to the most politically difficult issues. But
insofar as they involve political rather than technical decisions, the final
deals can be done quickly if the will is there.

The stakes could not be higher for the Obama White House. Conclu-
sion of the TPP is the sine qua non of success not only for the admin-
istration’s regional economic policy, but also, arguably, for the broader
strategy of “rebalancing” toward the Asia-Pacific region. In addition to
its economic benefits, a successful agreement would anchor the United
States more firmly in the Asia Pacific and bolster American leadership
there. Without the TPP, the rebalancing strategy would contain little of
substance that is new.

THE PATH TO FTAAP

'The parallel negotiation of two major regional trade agreements in the
Asia-Pacific region—the TPP and the RCEP—raises the prospect of
harmful trade diversion and a patchwork of inconsistent rules that could
hamper rather than facilitate regional economic integration. This con-
cern is heightened by the plethora of other arrangements being negoti-
ated in the region, including the trilateral China-Japan-Korea FTA.
Competition between the different tracks could also accentuate geopo-
litical strains in the region as economies line up in one economic camp
or another.

A more benign interpretation of these trends is that the various
trade agreements under negotiation are not mutually exclusive and may
eventually converge at the broader APEC vision of a Free Trade Area
of the Asia-Pacific (FTAAP). Petri et al. have shown that the potential
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economic benefits of such a region-wide agreement are enormous,
with annual global income gains on the order of $1.3 to $2.4 trillion
by 2025.”

Full convergence of the TPP and the RCEP may be impossible given
their different scope and the varying standards each will produce. How-
ever, there may be ways to harmonize important parts of the two agree-
ments that would make them interoperable in practice.

As argued in a recent Center for Strategic and International Studies
(CSIS) report, common rules on value-chain management would be one
promising place to begin.10 The emergence of global value chains as the
defining feature of twenty-first century trade and investment patterns—
in which a product idea is conceived in one economy, inputs are procured
and produced in others, assembly occurs in yet another, and the final
product is shipped and marketed around the world—has fundamentally
altered the stakes in trade negotiations. Rather than bargaining primari-
ly for market access for their goods and services exports, economies must
also ensure unrestricted value chains, i.e., the smooth flow of investment,
technology, and inputs across and behind borders.

All of the regional arrangements under negotiation, including the
TPP and the RCEP, will likely cover an array of value-chain disciplines,
including logistics procedures, services and investment liberalization,
and information/communications technology facilitation. Consistency
and high standards across these efforts would facilitate regional inte-
gration and promote better economic outcomes. One major report has
estimated that, were all countries to reduce value-chain barriers in a few
key areas even halfway to established best practices, it could boost global
GDP by $2.6 trillion."

As the oldest and arguably most successful forum for trade and in-
vestment integration in the Asia-Pacific region, and one that works by
nonbinding consensus, APEC could serve an important role in facili-
tating value-chain harmonization. Since adopting the Bogor Goals of
free trade and investment in 1994 and in its more recent FTAAP vi-
sion, APEC has served for a quarter century as an incubator for regional
integration efforts. As host in 2014, China has a unique opportunity
to launch a process aimed at making the value-chain provisions of the
region’s numerous trade arrangements interoperable at a high standard.
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APEC has so far focused specifically on key cross-border logistics
issues in work programs on “supply-chain connectivity.” For instance,
APEC economies set a goal in 2010 of achieving a 10 percent reduc-
tion in the time, cost, and uncertainty of cross-border transactions by
2015. This has been important—and little heralded—work. The CSIS
report recommends that China lead a broader initiative on value chains,
building on APEC’s existing work but incorporating a number of other
policy issues along the value chain, including investment, data flows, and

regulatory coherence.

CONCLUSIONS

From Washington’s perspective, a successful economic strategy in the
Asia-Pacific region is essential to sustaining American growth and jobs
in the twenty-first century. It is also central to Washington’s efforts to
remain a champion of the international rules-based order. And it un-
derpins America’s long-term presence in the region, which in turn con-
tributes importantly to the region’s security and prosperity, and thus to
America’s own. For all these reasons, the United States is likely to remain
an active—even impatient—participant in regional economic integra-

tion efforts, through APEC, the TPP, and other regional arrangements.
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Where to with
Cooperation Across Asia
and the Pacific Now?

Peter Drysdale, Emeritus Professor of Economics,
The Australian National University

China’s hosting of the APEC Summit in November 2014 is a timely op-
portunity to provide new direction to economic integration across Asia
and the Pacific. In the past five years, the launch of the Trans-Pacific
Partnership (TPP) negotiations (organized in APEC’s backyard by the
United States) and the Regional Comprehensive Economic Partnership
(RCEP) (organized under the umbrella of ASEAN) have dominated
thinking about regional integration. In APEC, some still believe that
these initiatives might provide the foundations for a broader regional
free trade agreement, a Free Trade Area of the Asia-Pacific (FTAAP).
'This is a pipe dream that diverts policy energy and attention away from
a more important agenda for APEC: to encourage national reforms be-
hind the border and build connectivity and deeper integration among
the Asia-Pacific economies. Transregional free trade agreements like the
proposed TPP may be small steps along the way, but they are incidental
to the main APEC game and what needs to be done to achieve free trade
and integration across Asia and the Pacific.
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THE MAIN GAME FOR APEC

There are three big goals that APEC can achieve in Beijing in November.
The overarching APEC objective for 2014 is to raise the vision of eco-
nomic cooperation in the Asia-Pacific region beyond the preoccupation
with a narrowly defined concept of free trade, and to work toward real-
izing the full potential of the region. APEC needs to pursue three vital,
interrelated dimensions of cooperation:

e ensuring the global environment needed for sustained growth;
e encouraging the efficient structural transformation of Asia-Pacific
economies;

° fostering regional economic integration.

Right now, the most important threats to realizing the potential of
Asia-Pacific economies are global threats—including the still weak and
uncertain recovery from the global financial crisis and global warming.
The Asia-Pacific economies need to work to overcome these threats.
Other important threats to continued growth and rising living stan-
dards are weaknesses in the structures, regulations and institutions of
all APEC economies. The region has experienced steady growth and
dynamism, which requires continuous structural change and adjustment.

'The region’s future is threatened by the erosion of respect for the core
principles of the multilateral regime that underpin the successful manage-
ment of trade and other international commerce. APEC, as well as the
RCEP, should work to restore the centrality of the WTO, rather than try
to replace it.

The Asian economies are already highly integrated. Their interdepen-
dence has grown under the global trading regime, not through bilateral
or regional trading arrangements. Deeper regional economic integration
remains a worthwhile first objective, but it involves more than pursuing
mega-regional trade deals. The RCEP governments, for example, should
not be content with negotiating a “single undertaking” for a trade deal,
along the lines of the TPP. A comprehensive RCEP can aspire to be a
model for an ultimately global set of principles-based rules for man-
aging trade and many other forms of international commerce in the
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twenty-first century. These rules should take account of the interests of
all emerging economies, not just the currently most powerful. A first
objective should be for APEC to lead the definition of those principles
and rules.

A second objective is to ensure an effective follow-up of the 2013
commitment to the APEC Framework on Connectivity. Accelerating
investment in the economic infrastructure needed to boost connectivity
can contribute to all of the three dimensions of economic cooperation
identified above. Driven by a determination to improve infrastructure,
APEC can seize the opportunity created by the establishment of the
Asian Infrastructure Investment Bank (AIIB). China’s welcome deci-
sion to contribute to better regional infrastructure through the AIIB
will more likely lead to success if the proposed multilateral develop-
ment bank is positioned to reinforce the efforts of Asia-Pacific econo-
mies, which are implementing structural reforms in an effort to mobilize
new external and internal funds for infrastructure development. It can
also promote APEC’s connectivity agenda. The participation of APEC
members in establishing the facility and its mode of operation will also
ensure that the AIIB’s work achieves international best practice, that its
funding is productively disbursed, and that there is a sense of regional
and international ownership and participation.

There is a third goal, one that is a corollary to the infrastructure initia-
tive. The time has also come to connect the economic architecture that
has developed in APEC to the economic architecture that has emerged
around the ASEAN-Plus-Six economies. The ASEAN-Plus arrange-
ments in East Asia include both India and economies in Asia that are
not members of APEC but are critical to enhancing Asia-Pacific inte-
gration, connectivity, and infrastructure across the region. It is impor-
tant that these economies now be routinely engaged in dialogue with
APEC leaders to build broader regional cooperation outcomes in a
positive geopolitical environment. The organizational infrastructure and
engagement that has been developed in APEC over the past 25 years
will facilitate that. The question is how to achieve this objective, given
the constraints on the expansion of APEC membership and the risks of
undermining the value and centrality of the ASEAN-Plus arrangements.
A way forward that can achieve this objective is set out below.
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THE REGIONAL INTEGRATION AGENDA

Currently, the regional integration agenda is focused on transregional
FTAs,and APEC’s explicit goal is to ultimately achieve an FTAAP. This
is a serious misdirection of APEC efforts and energy. Even if a region-
wide trade deal could be achieved, after years of politically painful ne-
gotiations, it would not lead to the investments in infrastructure that can
deliver greater gains in terms of regional economic integration. A 2013
study by the World Economic Forum (WEF) points to the huge potential
gains of investment to improve connectivity, explaining that supply chain
barriers to international trade are far more significant impediments to
trade than tariffs. In fact, reducing supply chain barriers could increase
world GDP over six times more than removing all tariffs.

'The large number of bilateral FTAs signed to date have been useful
at the margin, but they have not brought significant commercial or do-
mestic reform in the region and, with the difficulties in concluding the
Doha round, the hiatus in trade reform puts weight on making the most
of region-wide trade initiatives. Region-wide trade initiatives should be
used to pursue regional economic and political cooperation and to build a
stronger global economic system.

In the field of geopolitical cooperation, tensions in Northeast and
Southeast Asia over territorial and other issues threaten constructive co-
operation and regional stability.

The rapid growth of trade and investment in East Asia was driven by
unilateral trade and investment liberalization and opening up. This was
the foundation for the deep integration that has emerged in Asia around
the development of production networks and value chains. APEC was
a leader in this. It was the forum that promoted concerted unilateral
liberalization, including the massive liberalization by China in the lead-
up to its accession to the WTO at the APEC Summit in Osaka in 1995.
APEC also took leadership in laying the foundation for the Information
Technology Agreement, and more recently, the Environmental Goods
Agreement. These developments built the foundations of comprehen-
sive Asian and trans-Pacific economic integration, and the beginnings of
multilateral political cooperation that was no longer based on old hub-
and-spokes security relationships.
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Until recently, China was not ready or willing to take an active leader-
ship role on issues at a regional or global level, but now appears able and
ready to join a coalition for trade reform. While China should remain
open to eventual participation in the TPP, a more effective way forward
immediately will be through the ASEAN-Plus arrangements, which
provide a framework for mobilizing middle powers to affect real change
in regional institutions.

No single nation can significantly influence regional political or eco-
nomic outcomes in bilateral dealings with any of the principal parties,
though China has potentially more sway than any other. There is a
greater prospect of shaping regional outcomes positively by mobiliz-
ing efforts at building regional political and economic cooperation
among a coalition of players. Initiatives that seek to build an open
Asian economic community through the RCEP could be encouraged,
particularly those that entrench the rules and commitments that will
sensibly need to be incorporated in the TPP, while also reinforcing
its own goals through those mechanisms. A comprehensive regional
cooperation initiative at this time would also encompass much broader
strategic interests.

For the RCEP to effectively complement the TPP in this way, the
overriding interest must be to shape the RCEP, over time, so that it
sets sound principles-based rules for managing contemporary trade and
other international commerce. If emerging economies in other regions
see the merit of sound rules agreed upon by China, India, Indonesia, and
other RCEP economies, those rules could form the basis for a global
regime, rather than standard rules or rules set under other arrangements,
including those under the proposed TPP.

The goal of a high-standard agreement would be to have developing
economies commit to standards they aspire to reach in reasonable time
frames, and not to exclude them and punish them for not starting with
developed-economy standards immediately. China and other RCEP
economies are absolutely integral parts of Asian supply chains, which
are driving economic integration and growth in East Asia and globally.
It is through these supply chains that the newer emerging economies in
Southeast Asia and South Asia can join the globalization process and
embrace the rules of an open trade and investment regime.
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'The RCEP involves more participants than the TPP, including all of
Asia’s main economies, such as China, Indonesia, and India. The RCEP
is a way forward with economic cooperation, underpinned by the ASE-
AN-Plus framework, despite all the region’s political problems. Bringing
together the ASEAN-Plus-One trade agreements with Japan, China,
South Korea, Australia and New Zealand, and India will be difficult
even with ASEAN as the fulcrum. Pursuing negotiations in the same
manner as the TPP or traditional FTAs would mean a long, drawn-out
negotiating process. There is growing recognition that consolidating the
Plus-One FTAs may be politically and technically very difficult. There
is a palpable appetite in the region and beyond for new ideas on how to
move forward with the many overlapping FTAs and the regional agree-
ments that seem destined to become bogged down in low-productivity
negotiations.

The RCEP is also a strategic opportunity to create a more favorable
geopolitical environment in the region. It will need re-branding to en-
gage high-level political efforts to that end, and it will need ramping up
quickly around the ASEAN Economic Community (AEC) and Asian
economic community conceptions of the RCEP.

A productive strategy is to see a streamlined economic coopera-
tion agreement as one of several steps needed for ultimately achieving
a RCEP that embraces a comprehensive agenda of regional economic
integration, development, and political cooperation. This would paral-
lel the strategy for creating the AEC. Upgrading of the ASEAN Free
Trade Area (AFTA) of the 1990s to the more comprehensive ASEAN
Trade in Goods Agreement (ATIGA) was one of the first steps taken to
implement the AEC, alongside a broader program that included work to
implement the Master Plan for ASEAN Connectivity. Negotiating an
innovative umbrella FTA among RCEP participants could be pursued in
parallel with the other steps needed to achieve deeper economic integra-
tion, regional development, and political goals.

RCEP participants should not have to wait until a “single undertaking”
on trade liberalization, with a whole set of new rules, is agreed upon be-
fore seeking other opportunities for beneficial economic integration. It
can strive to achieve significant initial commitments on trade liberaliza-
tion and lock in progress toward ambitious end-point goals.
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Institutional support for the several dimensions of economic integra-
tion to be pursued under the RCEP should be created as soon as possible.
'The thinking about how to do this has been well developed by ASEAN
as it progresses toward the AEC, and is also consistent with the achieve-
ment of APEC’s Bogor Goals.

In this conception, the most effective strategy to achieve these ambi-
tions on the determined timeline will be a creative combination of agreed
and binding targets for 2025; initial commitments (the down payment)
negotiated by 2015; and further cooperation and negotiations to imple-
ment these targets by all members, starting from 2015 onward and con-
ducted within the newly established institutional framework.

A strategy along these lines would address economic and political wor-
ries that are widely shared across the region. It would make it easier
to involve India and other less-developed economies in Southeast Asia,
contribute to connecting South Asia with East Asia, and deliver a ma-
jor and successful mega-regional cooperation initiative. Ramping up the
process would itself deliver significant improvements in the regional po-
litical environment. The achievement of real economic integration and
cooperation across East Asia and South Asia, and its WTO principle-
led delivery, can also present a way forward for dialogue (in the G-20, for
example) on WTO reform.

'The experience with the TPP and the RCEP prompts the question
of how these and other regional and transregional trade and investment
arrangements impact the global trade and investment regime. Which-
ever conception of progress on regional integration through negotiation
prevails—through the RCEP or TPP—it is clear that the idea of the
FTAAP, as traditionally conceived, will be irrelevant to the outcome.
The FTAAP cannot be superimposed on what is already evolving across
Asia and the Pacific through the TPP and RCEP efforts. These arrange-
ments will be difficult, if not impossible, to unravel; they will determine
the future shape of trade and economic cooperation throughout the
Asia-Pacific region.

How should APEC, then, help shape the global outcome and the
global regime? APEC, with its proud history of open regionalism and its
vital interest in the WTO-based multilateral trading rules, should lead
the way in answering that question.
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What APEC could most usefully do is work to define the principles
that should dominate the conclusion of transregional arrangements and
shape reform of the WTO and the international investment regime. This
will not be easy since APEC includes all the vested interests against
change and reform of the international economic system. This reality,
however, has not blocked creative policy innovation in the past. The for-
mation of an APEC task force or eminent persons group to articulate
a global strategy on trade and investment reform would be both timely
and welcome and better secure free trade in Asia and the Pacific in its
broadest sense.

THE INFRASTRUCTURE AGENDA

Promoting infrastructure investment is a priority in Asia and the Pacific
for two reasons. The steady but fragile recovery of the global economy
needs a boost of investment demand that will sustain productive growth
in the longer term. Meeting the large deficit in infrastructure demand
in the region is critical to the continuing growth and development of
regional economies through deeper regional integration and connectivity.

Currently, very low rates of interest globally provide an excellent op-
portunity to invest in economic infrastructure that raises long-term pro-
ductivity and serves to integrate economies with that objective. Members
of both APEC and the G-20 are trying to accelerate investment in eco-
nomic infrastructure for these reasons, but it will not be easy to go beyond
declarations of good intentions and studies to actually achieve a signifi-
cant boost in infrastructure investment.

Finance is not the immediate constraint. Economies with a sound, en-
abling environment for investment can mobilize financing for well-pre-
pared projects that are expected to earn adequate economic rates of return.
There are many viable projects, including ones that have been identified by
the multilateral development banks, but the institutional and regulatory
weaknesses in many economies delay bringing projects to fruition, if they
getup at all.

Of course, the governments of individual economies bear the princi-
pal responsibility for improving policy environments and the capacity to
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prepare viable projects. But there is scope for cooperation by coordination
between groups such as APEC and the G-20, which can assist with in-
frastructure delivery. APEC is beginning to help regional governments
to develop the necessary human capital and institutional capacity, and to
overcome the policy and administrative obstacles to accelerating invest-
ments.

Improving the enabling environment and capacity to manage invest-
ments in infrastructure is essential, but it is not sufficient to guarantee
success. A strategy to accelerate investments in economic infrastructure
needs to complement policy development. Decisions to implement well-
conceived infrastructure initiatives must be backed by a political commit-
ment to solve problems in implementation. Experience is the most effec-
tive means of underlining the policy changes and institutional upgrading
needed to expedite investment in subsequent projects.

The best example in the Asia-Pacific region is ASEAN’s determi-
nation to create an ASEAN Economic Community. Southeast Asian
governments are beginning to invest in the necessary transport, com-
munications, and energy networks, with support from the ASEAN In-
frastructure Fund.

APEC officials are drawing up a blueprint for a comprehensive upgrad-
ing of physical, institutional, and people-to-people connectivity among
Asia-Pacific economies in line with their commitment to the APEC
Framework on Connectivity approved by APEC leaders at their 2013
meeting. The next step might be to draw up an APEC Master Plan on
Connectivity to translate the hopes set out in the blueprint into a pipeline
of investments, backed by a serious, long-term process for working to-
gether to create essential skills and institutional capacity.

APEC is not, and should not become, a financing or implementing
agency, so there is no established procedure for financing work in the
APEC Master Plan on Connectivity, or for conducting feasibility stud-
ies for any regional initiative to achieve better connectivity. This problem
could be overcome by support from the new Asian Infrastructure Invest-
ment Bank (AIIB), which is expected to be formally launched by China to
coincide with its hosting of the APEC annual meeting in 2014. This work
might be done in tandem with the Asian Development Bank (ADB) and
the World Bank.
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'The new AIIB, open to shareholding by any government and by private
investors, is designed to narrow gaps in the region’s economic infrastruc-
ture. Helping to finance some of the investments needed to achieve the
aims of the APEC Framework on Connectivity fits neatly into this man-
date. It would be appropriate to commit a very small part of the AIIB’s ex-
pected capital base to finance the preparation of the APEC Master Plan
on Connectivity and feasibility studies of some pilot projects.

Short-term support would make it possible to launch the decades of
capacity building and investment needed to create and sustain adequate
transport, communications, and energy networks, as well as build insti-
tutional links among the Asia-Pacific economies. G-20 leaders could
welcome these Asia-Pacific initiatives and draw them to the attention of
others.

The G-20 can also lead the way to ensure that financing does not be-
come a constraint to investment in economic infrastructure once more
governments improve their ability to prepare and implement projects.
G-20 leaders have already set up a working group, backed by expertise
from several international organizations, to look for ways to tap global
capital markets for investment in infrastructure on a much larger scale
than now.

'This working group will study alternative means to attract private sav-
ings, including public-private partnerships, bond issues, and lending for
individual infrastructure projects, either directly to governments or inter-
mediated through international financial institutions. This policy-oriented
research is likely to raise new issues and policy challenges.

It is necessary to boost the capacity to attract investment by reducing
the actual, and then the perceived, risk of investment in infrastructure in
various economies. The most important determinant of that risk is the
track record of governments—that is, the quality and predictability of
their policy and institutional frameworks, combined with their willing-
ness to invest public resources and to work with the private sector to
anticipate and/or respond to the inevitable practical problems of upgrad-
ing infrastructure.

The share of private financing of investment in infrastructure will need
to increase, but public sector investment will remain dominant and essen-
tial to leveraging finance from global capital markets. Policy development
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to encourage private sector investment, therefore, needs to be comple-
mented by work to identify when public investment in infrastructure is
justified, and to ensure that the capacity of governments to borrow is as-
sessed as objectively as possible. An announcement at the APEC Summit
that the AIIB would help to embed public-private partnership (PPP)
centres throughout Asia, including in China, would be a positive way of
providing reassurance of this.

Individual or institutional private investors cannot be expected to ac-
quire the expertise needed to estimate the potential benefits and risks of
many specific infrastructure projects. The existing multilateral develop-
ment banks were created to reduce the transaction costs of making these
assessments, as well as to reduce the risks of these investments. But, at
present, they are not making a significant contribution to the commercial
financing of investment to upgrade or extend essential economic infra-
structure, partly due to their limited financial capacity.

'The establishment of the AIIB will spur existing development banks
to consider expanding the financing capacity. The AIIB will create new
competition for existing development banks. At the same time, the new
bank will have a strong incentive to cooperate with them. Tapping into
the expertise of banks that have accumulated knowledge and experience
is the most effective way to build up the capacity of new international
financial institutions. The APEC Summit is an excellent opportunity to
launch the AIIB.

At their 2014 meeting, G-20 leaders can welcome the initiative to create
the AIIB and encourage existing multilateral development banks to share
information, experience, and expertise to help them succeed. Leaders can
also ask the World Bank and other multilateral development banks to
prepare strategy papers during 2015. These papers would set out how in-
ternational financial institutions can step up their capacity for leveraging
private sector finance for infrastructure, and how they could increase their
own commercial lending to meet a much larger share of the financing
needed to narrow gaps in economic infrastructure. These strategies should
also recommend ways in which G-20 governments could help to over-
come the current constraints facing multilateral development banks.
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EVOLVING REGIONAL ARCHITECTURE

China’s leadership of APEC in 2014 presents the opportunity to shape
the evolution of more effective regional architecture. There is no quick
fix to this, and there will need to be creative adaptations of the present
regional architecture. The challenge will be to use established regional
arrangements, within which there is a great deal of flexibility, to entrench
gradual but purposeful change.

The first step would be simple. China can convene a high-level dia-
logue to connect the APEC forum to the East Asia Summit (EAS)
membership around the APEC Summit. It is important to connect the
premier regional economic dialogue (in APEC) to the political dialogue
(that has been the character of the EAS). Bringing together economies
in the ASEAN-Plus process that are not APEC members with APEC
leaders is an initiative the APEC chair can take without broaching
vexed membership questions. The rationale in organizing such a meeting
around the Beijing summit would justifiably be the trans-Asian interest
in China’s infrastructure initiative and ASEAN centrality to regional
cooperation principles.

The two economies in APEC most easily capable of affecting this
kind of de facto architectural extension without fuss are the United
States and China. China would obviously have to clear the way with the
United States and explain the value of the initiative to other APEC and
EAS members.

At the Vladivostok summit in 2012, the Russian Presidential Ex-
ecutive Office invited the Eurasian Economic Commission to join
related meetings. What was important about this invitation was that
the chairman of the Council of the Eurasian Economic Commission
(the Customs Union’s governing body) was given the opportunity to
participate in APEC ministerial meetings, as well as others, during
the summit week to explain the vision of a Eurasian Economic Union.
This was a perfectly sensible and very strategic move, totally consistent
with the spirit of APEC’s open regionalism. And it helpfully opened
the way to doing things rather differently in APEC. APEC’s open and
flexible framework can be routinely used in this way to connect with

the EAS.
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Some have argued that eventually there will need to be a choice made
between APEC and EAS as to which venue the Asia-Pacific leaders
would in future “strut their stuff.” As a recent US Congressional Re-
search Service report observes: “The Obama administration frequently
has portrayed APEC as the premier economic and trade organization
in the Asia-Pacific region, and views the EAS as the main geopoliti-
cal association in the region. This view is not shared by all of the other
members of these two associations.” But the Russians, without anyone
much noticing, have opened an innovative new play. APEC can be trans-
formed into a platform on which anyone with anything to contribute on
economic cooperation can be invited to join.

As host in 2014, China can invite India, Myanmar, and other non-
APEC members of the EAS to the APEC party to do important re-
gional business, especially if it is connected to the summit’s infrastruc-
ture agenda. Connecting India and Myanmar, this year’s ASEAN chair,
to such a meeting around the APEC Summit would be an important
step forward in architectural evolution. This way of thinking about the
APEC process is an effective game changer for welding the APEC and
EAS processes together, and avoids the unnecessary choice of down-
grading one or the other regional arrangement.



Placing Increased Priority
on Services in APEC

Sherry Stephenson, Senior Fellow, International Centre
Jfor Trade and Sustainable Development

INTRODUCTION

Services sectors have a tremendous weight in modern economies. They
account for two-thirds of world GDP, employment, and inward foreign
direct investment (FDI), on average. Formerly, it was understood that
services accounted for only 22 percent of world trade; however, when
measuring trade in value-added terms, services constitute nearly 50 per-
cent of global trade in goods and services since they are incorporated
as inputs into the production of primary and manufacturing products,
adding significant value.

In APEC, services have reached 67 percent of the region’s GDP and
52 percent of its employment. Nevertheless, there is still high potential
for increasing trade in services in APEC, as well as for diversification of
the services that are traded.

Achieving this will depend upon enhanced services liberalization at
the global level and, of course, at the APEC level. This paper argues that
services should be a key priority for APEC members in order to promote
connectivity and regional economic integration. There are several reasons
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for prioritizing services. First, services are still the most restricted sec-
tor in APEC economies, which means that services liberalization would
achieve the biggest trade gains for the region. Second, it is well known
that efficient services account for the greatest productivity increases, with
spillovers for all other economic sectors. Finally, services and investment
are the two main areas that still constitute unfinished business from the
Bogor Goals. Treating these issues at the regional level would be a plus,
moving the region a step forward.

IMPORTANCE OF SERVICES AT THE GLOBAL LEVEL

Under traditional measurements of cross-border services trade, services
are shown to account for around 22 percent of global trade. However,
this percentage share does not take into account the share of services that
goes into the production of goods, agricultural products, and natural re-
source products, and which are incorporated into the final value of these
exports. A new understanding of the importance of services in interna-
tional trade—and probably a more accurate one—is now available with
the publication of the new WTO-OECD trade in value-added (TiVA)
database. This takes into account the contribution of services as interme-
diate inputs, and can measure the value of intermediate goods and ser-
vices as they cross borders before final products are completed, through
the operation of global value chains (GVCs). The services that are both
“embodied” and “embedded” in the production of the primary sector and
manufacturing, as well as other services sectors, add much of their value.
This is shown in Figure 1, where the weight of services in global exports
is measured in both gross and value-added terms, and with the contri-
bution varying from 22 percent to 46 percent. The actual importance
of services in global trade in value-added terms is, therefore, more than
double that of the traditional estimate. And services constitute fully two-
thirds of the inward stock of foreign direct investment (FDI), a figure
that continues to increase dynamically. This is particularly notable given
the tendency of FDI to lead trade flows in modern economies.
This new way of understanding the role of services underscores its im-
portance in goods trade as well, and highlights the fact that economies



PLACING INCREASED PRIORITY ON SERVICES IN APEC IQj§

wishing to strengthen their competitiveness in goods must also improve
the productivity of their services sector, including liberalizing services
trade and emphasizing regulatory reform.

Manufacturing 1%

Gross exports Value added Inward FDI

Source: UNCTAD-Eora GVC Database, UNCTAD FDI Database.
Graph taken from UNCTAD, World Investment Report 2013."

FIGURE 1 Contribution of Services to Gross Exports, Value-Added in Trade, and Inward
FDI Stock

IMPORTANCE OF SERVICES IN APEC

Services are of great importance for APEC, accounting for 67 percent of
GDP on average. Many APEC member economies demonstrate a much
larger proportion of services in GDP, with Hong Kong and Singapore as
the most services-intensive APEC economies (approaching 90 percent of
GDP), followed closely by the United States and Australia at almost 80
percent of GDP. Services accounted for 52 percent of total employment
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in APEC in 2012, and are estimated to be the largest driver of job cre-

ation over the next decade.?

M services M Goods

100

Source: USC and APEC, Trade in Services in the APEC Region, 2012.7

FIGURE 2 Composition of GDP (Services/Goods) in APEC Economies

It is interesting to note that there is a correlation between the contri-
bution of services to GDP and the GDP per capita in APEC economies,
as shown in Figures 2 and 3, with the more developed APEC econo-
mies showing higher services intensity. It has been noted by many trade
analysts that increasing the density of services activities toward a greater

“servicification” of the economic structure is associated with higher rates
of economic development.

A greater services intensity, as measured by services as a percentage of
GDP, can be shown to be positively correlated with GDP per capita of
time, as shown in Figure 3. APEC economies have been moving toward
greater services intensity in their productive structures over the past two

decades.
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FIGURE 3 GDP per Capita and Services Contribution to GDP

Although individual APEC members have achieved high levels of
services intensity in their economies, intra-APEC trade in services re-
mains low in comparison with trade in goods. In 2010, only 6 percent of
total services produced within APEC were exported, while 63 percent of
total goods were exported.

Figure 4 shows that the majority of intra-APEC services trade tends
to be in transport and in business services. All other services sectors
(communication, finance, insurance, construction, recreation, etc.) show
very modest amounts of intra-APEC trade and, therefore, still have a
high potential for expansion.

The following figure presents APEC services exports in gross terms
and in services value-added terms, showing that services exports have
increased at a much faster rate than services output since 2002. This
tendency underlines the fact that the region is highly involved in the
operation of global value chains (GVCs).

The new WTO-OECD trade in value-added (TiVA) database men-
tioned earlier divides the share of services in gross exports into three
contributing sources: (1) direct domestic services industry, (2) indirect
domestic services content, (3) services that were embodied in imported
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FIGURE 4 Intra-APEC Trade in Services by Sectors
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intermediate goods, which can be either re-imported domestic services
or foreign services content.

As shown in Figure 6, more than 20 percent of the services com-
ponent of APEC exports comes from imported services that originate
abroad, 30 percent from direct domestic services input, and almost 50
percent from indirect domestic services inputs that originate from in-
termediates. 'The value of re-imported domestic services value-added

content of gross exports is extremely small.
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Graph taken from Pasadilla, “Taking Stock of Services-Related Activities in APEC,” 2014. 7

FIGURE 6 Services Value-Added Component of Gross Exports

On the services value-added spectrum, there are wide-ranging posi-
tions within APEC. The United States has the least amount of foreign
content in its services exports, at less than 10 percent. In contrast, Singa-
pore has the largest foreign content in its services exports, accounting for
nearly 50 percent. The large share of domestic services content could be
explained in different ways. This is partly a result of the remaining and
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still significant barriers to services trade in many sectors, as well as to the
fact that many services still require proximity between seller and buyer,
giving preference for local service providers.®

Similar to what has been occurring in trade, or perhaps accounting for
the change in trade patterns, FDI inflows in APEC have also increas-
ingly shifted from manufacturing to services. Figure 7 shows that this is
clearly the case for Japan, China, Thailand, and Singapore. Increased ser-
vices FDI flows to APEC economies underline the growth of producer
services that support global value chains, as services are the fastest area

of growth for FDI flows in APEC.

IMPEDIMENTS TO SERVICES TRADE WITHIN APEC

Services trade tends to be highly restricted in many regions of the world.
Liberalization of services trade is challenging, especially since this often
has to do with the reform of regulatory structures and behind-the-bor-
der discrimination. As shown in Figure 8, all regions in the world—in-
cluding the APEC region of East Asia and the Pacific—show relatively
high indexes of protection in services, according to the World Bank’s
services trade restrictiveness index. This is especially the case for profes-
sional services and transportation. In East Asia and the Pacific, services
trade is still highly restricted, with barriers to services trade much more
significant in the five sectors canvassed than in OECD economies.

Behind-the-border barriers and impediments are the most significant
problems for trade in services. Domestic regulations, industry standards,
professional requirements, and efficiency of government agencies have
a larger impact than market-access barriers. As Figure 9 from the USC
Marshall School of Business report shows, the market-access restrictive-
ness index varies for the four services sectors that were canvassed in the
study (retail and distribution, transportation, professional services, and
financial services). However, the market-access restrictiveness on the
whole tends to be less important than the other three barriers, which are
of a regulatory nature. This information was obtained through interviews
and a survey conducted by USC researchers.
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FIGURE 7 FDI Inflows in Some APEC Member Economies by Sector (2005; 2008)

Among APEC member economies, Singapore, Hong Kong, and New
Zealand are the most open to trade in services; Indonesia, Vietnam, and
the Philippines are currently among the least open APEC economies
to services trade.'? There appears to be a general correlation between
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FIGURE 8 Services Trade Restrictiveness Index (STRI) by Region
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FIGURE 9 Impediments by Services Sectors in APEC
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services exports and the level of restrictiveness of the sector in APEC
economies. The largest services exporters in the region (United States,
Singapore, Hong Kong, and Malaysia) show a relatively open regulatory
environment for trade in services.'

GAINS FROM LIBERALIZING SERVICES TRADE
WITHIN APEC

Since services sectors are among the most restricted components of
APEC economies, the potential for their contribution to economic
growth through liberalization is significant. Several studies have shown
that far greater benefits can be derived from trade liberalization in ser-
vices rather than in goods. According to the World Economic Forum’s
2013 report Enabling Trade, improving supply chain operations and ser-
vices barriers even halfway to the world’s best practices could increase
global GDP up to six times more than removing tariffs.™*

Liberalization of trade in services in APEC also has huge potential.
It is estimated that a 10 percent reduction in trade costs could result
in US$100 billion of additional services-related GDP within APEC.%*
Furthermore, studies on reforms in services sectors by the APEC Poli-
cy Support Unit' show that restrictions in key services sectors such as
transportation, telecommunications, and energy considerably drag down
economic growth and trade within the region. Structural reforms in just
these sectors could generate about US$175 billion in annual savings for

APEC.

PLACING INCREASED PRIORITY ON SERVICES IN APEC

Although services are economically important for the region, there is
still much work that must be done to strengthen policy focus and policy
initiatives in the services area in APEC. Between 2006 and 2012, 38
percent of APEC-funded projects—just over one-third—were related
to services. From these initiatives, around 64 percent of the spending was
on workshops and capacity-building seminars, while the rest involved
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research studies or survey and database projects.’” Given that services
represent on average nearly half of world trade in value-added terms,
there is a strong argument for increasing spending on APEC-funded
projects to match this relative importance.

Among the challenges that APEC faces, similar to economies in
all regions, is the scarcity of data on trade in services. Differences in
definitions and measurements, and the lack of detailed services trade sta-
tistics for all economies, make it difficult to identify trends in trade pat-
terns, as well as to measure the effectiveness of services-oriented policies.
Another challenge has to do with the lack of focus on regulations that
affect services while negotiating trade agreements. From the FTAs con-
cluded by APEC members, 80 percent of the services provisions in these
agreements focus on market-access barriers, while only 20 percent have
to do with behind-the-border issues such as regulatory heterogeneity
between economies.'® Working on the liberalization of trade in services
with the intent of harmonizing regulations and reducing behind-the-
border impediments should be complementary and equal in importance
to scheduling market-access obligations.

More efficient services sectors could generate many spillovers in
APEC economies since services are embodied in the output of all eco-
nomic sectors. Hence, better services lead to better competitiveness.
Therefore, policies focused on improving services are also indirectly ad-
dressing issues such as the capacity to export, as well as the possibility of
participating in global value chains. More efficient services would also
contribute to:

e more inclusive growth, through employment effects and gender op-
portunities for women;

e greener growth, reducing the natural resource and material content
of the economic growth path through services innovation. A focus
on services within APEC can help to leverage energy from ongoing
domestic reforms and generate momentum for the entire region (e.g.,
China, Latin American APEC economies);

e greater participation in global value chains, especially for small- and
medium-sized enterprises (SMEs), which constitute the large major-
ity of services exporters."’
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This paper advocates for services to be given a higher profile within
APEC. Services should be elevated in importance in APEC’s agenda,
and efforts made to reorient the prominence of services in its work. Spe-
cifically, the following is recommended for APEC:

First, discussion of services should be elevated to the Senior Officials
level within APEC for examination of crosscutting key issues to raise
awareness and understanding. Senior Officials should produce state-
ments annually that recognize the importance of services. This could be
done through maintaining an annual public-private dialogue on services,
which could ideally be organized in proximity to the meeting of APEC
Trade Ministers. This would reinforce the fact that APEC is treating
services as a priority issue. It would also facilitate addressing crosscut-
ting issues related to trade in services, and coordinating diverse APEC
working groups and committees that deal with different services-related
initiatives, often at the sectoral level.

Second, the APEC Senior Officials should develop a services policy
framework and a stand-alone work program on services, which could
be a multi-year priority program with several components. Among the
crosscutting issues of focus for the APEC services work program, the
following could be considered:

e services, competitiveness, and SMEs;

e contribution of services to value-added in APEC domestic econo-
mies;

e services and productivity growth in APEC;

e cxamining the role of services in global value chains and services as
global value chains on their own;

e services and regulatory reform (on an economy-wide basis);

e services and innovation;

e services, employment, and more inclusive growth;

e services contribution to a more sustainable growth path.

Third, a section on services should figure each year in the APEC
Leaders’ Declaration.
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INTRODUCTION

Globalization is still the correct pathway for both developed and devel-
oping economies to promote growth, enhance regional economic inte-
gration, and raise the standard of living. Export-led growth has enriched
millions of people in East Asia as manufacturing and labor-intensive
industries have relocated to developing economies. This relocation has
been aided by international trade and international investment, result-
ing in industrial restructuring and technological upgrading (Tan, Yuan,

Yoong, and Yang 2013).

208
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These processes continue today as economic power shifts among the
world’s major engines of growth—namely, the United States, the Euro-
pean Union (EU), China, and Japan. Resource-rich ASEAN is strate-
gically located at the trading pathway between the East and the West.
With a population of close to 600 million people, ASEAN has never
been so important and attractive to investors and global powers.

However, as established by the Asia Competitiveness Institute (ACI)
at the National University of Singapore, ASEAN economies do not trade
actively with one another, except for Singapore’s strong bilateral trade with
Indonesia, Malaysia, and Thailand (see Table 1). Indeed, bilateral trade be-
tween China and ASEAN has risen sharply since 2000. With a moderate
annual 10 percent projected growth, it would exceed US$800 billion by
2020, overtaking other major trading relationships as the biggest bilateral
trading partnership in the world (Tan, Low, Tan, and Lim 2013).

It is most interesting to quantitatively observe the importance of ma-
jor economic engines on the growth of ASEAN-5—Indonesia, Malaysia,
the Philippines, Singapore, and Thailand. Contributions of the United
States, the EU, and Japan to the growth of ASEAN have been declining
relative to China over the decades. For example, in terms of trade and
investment, the United States and the EU used to be 9.2 times and 4.49

TABLE 1 Engines of Growth among ASEAN-5 for 1990-1999 and 2000-2010

Indonesia Malaysia Philippines | Singapore Thailand
Indonesia | 1.31 0.09 003 ?o%) 0.06
Malaysia | 015 1.23 006 ?Sj&) (Odl.SOA)
Philippines 0.01 0.03 1.07 0.03 0.02
Singapore 23021%; ?CI)?A?SAA) 0.07 118 (Oolgz )
Thailand 014 ?(')1_;3 4~ 007 ?531&) 1.27

Note: ™ Denotes stronger bilateral trade between ASEAN members; figures in brackets refer

to the period 1990-1999.
Source: Tan, Yuan, Yoong and Yang, 2013.
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TABLE 2 Relative Importance of China, EU, Japan, and the US as Engines of Growth for
ASEAN-5, 1980-2020

Relative Impor- Relative Impor- Relative Impor-
tance of US vs. tance of China tance of EU vs.

Title China as an Engine | vs. Japan as an China as an Engine
of Growth for Engine of Growth of Growth for
ASEAN-5 for ASEAN-5 ASEAN-5

Period Ratio Ratio Ratio

1980-89 9.17 0.31 4.49

1990-99 4.30 0.71 241

2000-10 153 1.88 102

2011-20 *0.65 *4.52 *0.51

Note: China’s importance as a major engine of growth for ASEAN economies has been rapidly
increasing over the past three decades.
Source: *Forecasted by ACL Tan Yuan, Yoong, and Yang, 2013.

times more important, respectively, than China in the 1980s, but that
level has declined steadily throughout the 1990s and 2000s. By 2020, the
projected US and EU impact will be merely 0.65 times and 0.51 times,
respectively, of China’s impact. Meanwhile, the impact of China’s trade
and investment on the ASEAN-5 economies used to be merely 0.31
times that of Japan in the 1980s; by 2020, its impact is projected to be
4.52 times more important than Japan (see Table 2).

We can also observe a similar rise in importance of China in terms of
trade and investment in disaggregate to 11 Asian economies over the past
three decades. However, the United States and Japan, if taken together,
would remain important engines of growth for some Asian economies
(see Table 3). Compared to China, the EU still maintains its impact as
an engine of growth for several Asian economies, such as India, Malaysia,
the Philippines, Thailand, and Indonesia. As for recent Japanese efforts
to reorganize its value-chain networks into ASEAN, coupled with the
latest attempt to relocate production out of China, we can expect to see
a reshuffling of trade and investment in relevant ASEAN economies by
Japanese multinational corporations (see Table 3).

Because so much of ASEAN’s trade is with regional partners, it will
have to play a critical role in the region’s newly emerging free trade
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TABLE 3 Relative Importance of China, EU, Japan, and the US as Engines of Growth

for Asian Economies

Relative Relative Relative Relative
Importance of
Importance of US blus Japan Importance of | Importance of
US vs. China pu P EU vs. China Chinavs. Ja-
- vs. China as -
as an Engine an Engine as an Engine pan as an En-
of Growth of Grogwth of Growth gine of Growth
for 11 Asian X for 11 Asian for 10 Asian
. for 10 Asian . .
Economies, Economies Economies, Economies,
2000-2010 2000-2010 2000-2010 2000-2010
Economy Ratio Ratio Ratio Ratio
India 194 2.28 161 2.98
Malaysia 1.69 2.18 1.03 2.04
Philippines 1.59 2.14 1.05 175
Thailand 157 2.16 1.06 175
Japan 1.53 0.91
Indonesia 147 2.20 1.03 1.37
Singapore 1.34 1.74 0.94 2.52
Australia 115 1.81 0.92 1.52
South Korea 1.09 140 0.76 3.20
Chinese Taipei | 0.99 1.26 0.63 373
Hong Kong 0.70 0.86 0.46 6.33

Note: Relative to China, the US and Japan, if taken together, would remain important engines
of growth for quite a few Asian economies. Relative to China, the EU still maintains its
impact as an engine of growth for a few Asian economies. Japan’s influence, however, is rapidly
declining, but will likely undergo an overhaul due to renewed Japan-ASEAN connectivity.
Source: Tan, Yuan, Yoong, and Yang, 2013.

agreements. It is useful to ask how ASEAN might promote a compre-

hensive strategy that brings together multiple regional economic archi-

tectures, including the Regional Comprehensive Economic Partnership
(RCEP), the Trans-Pacific Partnership (TPP), and the Free Trade Area
of the Asia-Pacific (FTAAP). As we move toward the ASEAN Eco-

nomic Community (AEC), we must also work simultaneously to further



2I2 NEW DIRECTIONS IN ASIA-PACIFIC ECONOMIC INTEGRATION

strengthen the multilateral trading system and regional economic inte-
gration.

Globalization would be further enhanced by improving ASEAN
connectivity with the United States, China, and Japan. Later sections
of this paper will elaborate on the connectivity and infrastructure re-
quirements of ASEAN growth as the region considers entering wider
free trade agreements. Indeed, the Asia-Pacific Economic Cooperation
(APEC) forum is committed to a multi-year plan on infrastructure de-
velopment, as stated in the 2013 APEC Economic Leaders’ Declaration:
“Under Physical Connectivity, we commit to cooperate in developing,
maintaining, and renewing our physical infrastructure through a Multi-year
Plan on Infrastructure Development and Investment. The plan will
assist APEC economies to improve the investment climate, promote
public-private partnerships, and enhance government capacity and
coordination in preparing, planning, prioritizing, structuring, and
executing infrastructure projects.”

'The paper will also discuss the urgency, principles, modality, participa-
tion, and support needed by the Asian Infrastructure Investment Bank
(AIIB), an important initiative proposed by President Xi Jinping at the
2013 APEC Leaders’ Meeting in Bali. The AIIB, together with the
Asian Development Bank (ADB), could potentially play an instrumental
role in bringing to fruition the RECP, the TPP and an FTAAP.

FREE TRADE AREA OF THE ASIA-PACIFIC:
RECOMMENDATIONS

Given the social turmoil currently taking place in several ASEAN
economies, the targeted objective of achieving a full ASEAN Economic
Community by 2015 seems unlikely. The process of regional economic
integration will also likely be delayed, as the ASEAN-Plus discussions
for the RCEP is progressing more slowly than expected.

Similarly, several recent rounds of negotiations for the TPP experi-
enced difficulties, including lack of decisive support from the US Con-
gress and disappointing results from President Obama’s April 2014 visit
to Asia, which failed to secure a comprehensive solution from Japan and
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Malaysia. It looks like the TPP is also unlikely to be concluded in the
near future.

Yet greater globalization in trade and investment still remains the
most viable pathway to sustainable, balanced, and inclusive growth and
development. Renewed WTO momentum toward strengthening the
multilateral trading system is crucial. Given the proliferation of free
trade agreements, such as the TPP and the RCEP, which are progressing
in parallel, it is important to ensure renewed WTO momentum in the
multilateral trading system.

An FTAAP was first suggested in 2004 by the APEC Business Advi-
sory Council during its meeting in Chile, and a concretized pathway to
an FTAAP was outlined in Japan during the APEC Leaders’ Meeting
in 2010. Some thoughts on how an FTAAP can proceed, such as link-
ing the TPP and the RECP, was suggested in Singapore in 2014, and
is likely to be revisited during the APEC Leaders’ Meeting in Beijing,
China, later this year.

At the APEC 2013 gathering, President Xi Jinping actually stated that
China welcomes the “mushrooming of regional free trade agreements as a
positive sign” and that “the ocean is vast because it admits hundreds of riv-
ers.” In order to accelerate regional economic integration, some steps that
might be taken to move toward an FTAAP are enumerated below.

First, all APEC members have an interest in ensuring that the com-
mitments toward achieving the Bogor Goals are implemented, and the
most likely route to that goal is achieving an FTAAP. Whether this
FTAAP is “to be led” or “supported” by APEC can be discussed fur-
ther among members. Pacesetters are needed to retain focus and steadily
move toward the longer-term goals.

Second, APEC needs to prioritize. Some have commented that
APEC is not doing enough, and have even suggested that APEC be
downgraded to the ministerial level instead of the leaders’ meeting level.
We disagree because there is still a lot more APEC can do. APEC should
work toward specifically defined objectives in a well-coordinated manner.

Implementation of the following objectives is especially important to
businesses: (1) the 2012 APEC List of Environmental Goods (EG list),
which aims to reduce applied tariffs to 5 percent or less on a list of 54 prod-
ucts by 2015; (2) the Supply Chain Connectivity Initiative (SCI), which
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aims to achieve a 10 percent improvement in supply chain performance
by 2015, and (3) the Ease of Doing Business Initiative (EODB), which
set targets of a 25 percent improvement in ease of doing business by 2015.

Third, APEC should ensure that some of its initiatives feed into the
WTO’s work activities. The WTO conducts much practical work that is
useful to the business sector. Yet the WTO continues to struggle with
decision making and implementation, despite majority desires for fur-
ther trade investment. It is now imperative for platforms such as APEC
to lead the way, as it has done in the past. APEC’s comprehensive agenda
covers trade in goods, services, and investment. Some of this can feed
into the WTO’s agenda. For example, APEC might extend its EG list
to other sectors, or it might propose nontariff measures and improve
transparency of regulations.

Finally, APEC must seek to harmonize current trade agreements such
as the TPP and the RCEP. By ensuring that the highest yet still realistic
standards are met, they might lead successfully to an FTAAP. In the
words of Lim Hng Kiang, Singapore’s minister for trade and industry:

“China’s 2014 chairmanship will be crucial for achieving our 2015 targets.
Faltering on this means we falter in our path towards our FTAAP aspi-
rations” (Lim 2014).

ASEAN CONNECTIVITY AND INFRASTRUCTURE
REQUIREMENTS

China-ASEAN Connectivity

The rapid growth in GDP and regional development imbalances in
China over the past three decades have led to factor market distortions,
environmental degradation, infrastructure constraints, governance issues,
and public policy contradictions. These experiences offer valuable les-
sons for policymakers in developing economies, and are of considerable
academic interests in terms of public policy debate.

Furthermore, as China attempts to rebalance its external demand-—
driven, export-oriented, quantitative growth model to a more domestic-
driven, consumption-led model that includes quality growth adjustments,
the mammoth rebalancing task is expected to have profound impacts
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FIGURE 1 Projected Nominal GDP Growth Paths for China, Germany, India, Japan, and
the US: 2012-2030N

and far-reaching implications to global trade and regional economic in-
tegration.

China’s progression into the world’s largest economy is projected to
happen by 2027 at the latest, with stable GDP growth per annum of
6 percent to 7 percent for the next two decades or so (see Figure 1).
China is fully aware of its growing economic prosperity, and is keen to
share that prosperity, especially with its immediate ASEAN neighbors.
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Prosperity sharing, in fact, is vital. By increasing regional economic inte-
gration and business opportunities through China-ASEAN connectivity,
China’s peaceful rise will become more meaningful, and its reception by
people of the region more positive.

Nondemocratic systems tainted with corruption are still very much
the reality in some Asian economies. These sociopolitical systems tend
to create environments that value patronage over performance and con-
nection over ability. Nevertheless, the paramount issue is the ability to
govern effectively, and to formulate and execute public policies that are
beneficial and inclusive to the majority of citizens. In fact, discipline is
essential before democracy, which we believe will eventually come, even
for China.

With closer government cooperation between China and ASEAN—
along with increasing economic openness, greater market accessibility,
and conducive initiatives—the resiliency of private sector business po-
tential can be further galvanized, given the rich natural resources, abun-
dant labor supply, and vast regional landmass. The challenge ahead is
how to work toward achieving the goal of greater regional connectivity
in infrastructure, institutions, and people-to-people contact.

Japan-ASEAN Connectivity

During the late 1980s and early 1990s, manufacturing activities by Japa-
nese multinational corporations (MNCs) had been steadily moving out
of ASEAN to the coastal provinces of China because of lower land
costs and production facilities; an efficient infrastructure consisting of
highway, air, and sea ports; and an abundant supply of relatively cheap
labor, both skilled and unskilled.

Since 2010, Japan and China have been going through an increasingly
difficult phase in their bilateral relationship, due to complex factors that
include the decades-long stagnation of the Japanese economy, China’s
overtaking of Japan as the world’s second-largest economy, unsettled
historical baggage, and disputes over sovereignty. This strained bilateral
relationship between the two Asian giants is expected to continue, re-
maining unresolved for decades, or at least for the medium term.

Japanese MNCs are, thus, actively planning for production relocation
from China. As part of their business risk diversification process, they
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plan to reestablish manufacturing value chains in the new, competitive
ASEAN, which has undergone transformational changes since the 1997
Asian financial crisis.

In view of the latest geopolitical developments, coupled with the im-
plications of the United States’ return to the Asia-Pacific region to bal-
ance China, ASEAN is positioned to entice foreign direct investment
from the world’s major economies, including Japan, China, the United
States, and the EU. It is paramount for Japanese MNCs, in particular, to
identify the appropriate investment destinations, regional headquarters,
and manufacturing capabilities and capacities within ASEAN.

Owercoming Financing Bottlenecks: The ALIB

APEC should promote regional connectivity on three fronts. Infrastruc-
ture, financing, and human development are three bottlenecks that the
APEC community currently face. Failing in any of these areas would risk
the emergence of wider pockets of permanent economic underclasses,
notwithstanding the great progress APEC has achieved in terms of glo-
balization in trade and investment.

Both physical and soft infrastructure connectivity are, therefore, vi-
tal for improving connectivity, economic linkages, and social inclusivity
within APEC economies. Physical connectivity should be comprehen-
sive across the region, especially for connectivity over air, sea, and land.
Connectivity of institutions in terms of good public governance, trans-
parency, and the rule of law would lead to closer cooperation between
governments. It would also serve to encourage private sector collabora-
tion, which is crucial for enhancing economic efficiency. Connectivity
among people could be promoted through social inclusivity, with the
most critical needs being more equitable distribution of income, afford-
able public healthcare, housing, education, and transportation.

The thrust of the East Asian model for economic development is es-
sentially infrastructure connectivity, which serves to relieve production
bottlenecks and incorporate longer-term targets. The experience and
success of East Asian economic development have shown that releasing
production bottlenecks through investing in a comprehensively planned
infrastructure program is a major prerequisite for economic takeoft, and
a useful vehicle for sailing through the middle-income trap.



218 NEW DIRECTIONS IN ASIA-PACIFIC ECONOMIC INTEGRATION

Due to the relatively massive capital required, the long gestation pe-
riod, and the longer-term nature of returns on investment for infrastruc-
ture projects, financing costs tend to be expensive, and funding sources
are often in keen competition with other funding commitments. As such,
there are existing financial bottlenecks as well.

Government must play a facilitating role in harnessing and promoting
infrastructure investment to ensure that regional economic and social
integration is balanced, sustainable, and inclusive. Both physical and soft
infrastructure provisions for greater connectivity are increasingly viewed
as forms of regional public goods.

A longer-term roadmap for Asia-Pacific connectivity should be
planned, and stronger economies that have comparative advantages in
terms of capital, technology, and competitive skills should play an active
role in meeting the pressing infrastructure bottlenecks causing growth
inertia and imbalanced regional development.

President Xi Jinping proposed at the 2013 APEC Leaders’ Meeting in
Bali that an AIIB be established, which is an excellent idea and a proac-
tive move that should be welcomed. In his proposal, it was stated that the
AIIB initiative aims to promote interconnectivity and economic integra-
tion in the region, including—though not confined to—the ASEAN
region. Therefore, it is paramount to cooperate with existing multilateral
development banks (MDBs) to make full use of their advantages and
to jointly promote the sustained and stable growth of Asia (Tan 2013).

The scale of infrastructure investment needs in Asia is enormous, as
well as long overdue. Slow and uneven regional economic recovery adds
pressure on fiscal budgets. In 2012, the total official development assis-
tance package was about US$125 billion. Existing funds are insufficient
for the region’s needs. The ASEAN Infrastructure Fund (AIF) stands at
US$485 million, yet according to a 2009 study by the ADB, infrastruc-
ture requirements in Asia for the period 2010 to 2020 amount to US$8
trillion! (Table 4) A lack of bankable projects is the main bottleneck.
Based on anecdotal estimates from industry players and data from Project
Finance International, the estimated share of bankable projects and in-
frastructure needs for the period 2010-2020 is shown in Figure 2.

The prime minister of Singapore, Lee Hsien Loong, commented
at the China-ASEAN Summit of October 9, 2013, that Singapore
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TABLE 4 Infrastructure Needs for Asia and ASEAN Economies™
Non- Marginally

fotal bankable bankable Bankable
Asia trillion” ~4-5trillion | ~2-4trillion | ~1trillion
ASEAN ex Singapore | trillion” -600bn -450bn -100bn
Selected ASEAN billion* ~350bn ~300bn ~60bn
economies

Note: *Economies included are Indonesia, the Philippines, Thailand, and Vietnam. " Esti-
mates by Asian Development Bank.
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FIGURE 2 Shares of Bankable and Non-bankable Projects for Infrastructure Needs

welcomes the proposal to establish the AIIB. Given the enormity of
infrastructure investment needs in Asia over the next decade and beyond,
the World Bank, the ADB, and the newly established AIF are work-
ing with Asian economies to meet these needs. However, in view of the
pressing need to resolve production and financing bottlenecks, regional
governments could do more, and the AIIB can help to complement
these organizations.

It would be ideal if the AIIB has an inclusive membership, cover-
ing member economies of ASEAN and enabling non-ASEAN econo-
mies to join as well. The right profile of members and major investors
would ensure a strong credit rating for the new institution. An inclusive
membership would also encourage participation of private sector funds.
Singapore is open to participating in the AIIB, in the same way it par-
ticipates in the ADB and AIF, and looks forward to studying the details
in partnership with ASEAN members.
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For investing in bankable projects, the ability to attract private sector
investments over time is paramount. Bankable projects could be assessed
on (1) macroeconomic, legal, and regulatory contexts; (2) technical and
environmental viability; (3) economic and financial viability; (4) project
implementation and management capacity; and (5) overall risk profile.
The AIIB can facilitate improvements to the regional legal and regula-
tory environment. With the World Bank and the ADB already active
in disbursing development grants, focusing on bankable infrastructure
projects is an area where the AIIB can play a complementary and dif-
ferentiated role (Tan, Tang, and Yao 2014).

The AIIB can catalyze private sector participation by lowering the risk
of participation. For example, the AIIB can invest in mezzanine debt
tranches or provide credit guarantees for project bonds, among other
strategies. The private sector should be invited to participate in financial/
technical advisory and structuring work. The AIIB could co-invest in
projects directly with the private sector. The European Investment Bank
(EIB), for example, only finances up to 50 percent of total project costs,
leveraging its capital with funding from private sector financial institu-
tions. AIIB capital could be leveraged by raising bonds purchased by the
private sector. The AIIB could issue bonds for its own financing after it
has established a successful track record.

In addition, infrastructure initiatives could be complemented by form-
ing cooperative institutional and operational links with other multilat-
eral development banks (MDBs). An existing network of MDBs already
cooperate by exchanging information on their respective priorities and
action plans, joint project appraisal missions, and co-financing projects.
'The AIIB can structure its involvement in particular projects jointly with
other MDBs. For example, the AIIB can provide loans, while the other
MDBs provide grants. In the future, the AIIB can also complement the
roles of some existing regional initiatives, such as the AIF.

CONCLUSIONS

'The economic impact and influence of the United States, the EU, and
Japan in ASEAN economies have been overshadowed by China’s rapid
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economic involvement since the 1980s, and have declined steeply in the
new millennium. Lee Kuan Yew, the founding father of Singapore, was
the first to call for economic repositioning of the United States in Asia,
and in ASEAN in particular. Strategically it makes sense for ASEAN to
discourage dominance by any economic heavyweight. Hence, the return
of the United States, hopefully followed by the recovery of the EU and
the production relocation of Japanese MNCs to ASEAN, would serve to
revitalise ASEAN, which is different from containing China (Tan, Yuan,
Yoong, and Yang 2013; Tan, Yoong, and Yuan 2014).

ASEAN should manage US participation in the Asian regional eco-
nomic grouping. As of now, the United States is still an important en-
gine of growth for all the Asian economies, except for Chinese Taipei and
Hong Kong. The active participation of the United States—in APEC, in
the East Asia Summit, and in its TPP leadership role—are critical for
ensuring the ongoing engagement of this major engine of growth in Asia.

It is important for ASEAN to balance its economic interests not just
with China and the United States, but also with the EU and Japan. The
Asia Competitiveness Institute (ACI) has identified several new devel-
opments impacting China’s position as the factory of the world: costs in
China are rising, multinational corporations are considering relocations
from China to ASEAN, and Chinese markets have become more ac-
cessible. The ACI feels that the window of opportunity for ASEAN is
about five years. Indonesia, Malaysia, and Thailand are in good positions
to capitalize on this latest development, while Singapore could serve as
a regional financial center and logistic-transportation hub to service the
emerging, buoyant regional trade and investments (Tan, Low, Tan, and
Lim 2013; Tan and Tan 2014).

'The proposed AIIB is another institution that can reinforce ASEAN’s
key role in the region. Asia is moving into an era of unprecedented ur-
banization, and there is now much interest in developing livable town-
ships and cities. The AIIB could quickly demonstrate its ability to im-
plement successful projects, tapping into both China’s and Singapore’s
relevant experiences in developing comprehensive urban solutions. To
support the development of the AIIB, the Pacific Economic Coopera-
tion Council (PECC) should form a task force to conduct comparative
studies of other MDBs and infrastructure funds, focusing on governance,
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structure of investments, and best practices that the AIIB might adopt.
It is time to study the most effective approaches that the AIIB might use
to tap into private sector monies and achieve a positive credit standing
(Tang et al. 2014).
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APEC’s Role in Promoting
Asia-Pacific Regional
Economic Integration

Liu Chenyang, Director and Professor of APEC Study Center
of China, Nankai University

The Asia-Pacific region, which approximately accounts for 40 percent
of the world’s population, 55 percent of world GDP, and 44 percent of
world trade, has been playing an important role in the development of
the world economy and international trade in recent years. The process of
Asia-Pacific regional economic integration (REI), therefore, will further
promote economic development and create greater prosperity not only
for the region, but also the world.

As one of the world’s largest regional economic cooperation entities,
APEC contributes significantly in promoting the economic develop-
ment, equitable growth, and shared prosperity of the Asia-Pacific region,
thus manifesting itself as a highly effective mechanism to strengthen the
Asia-Pacific REI process. The year 2014 marks the twenty-fifth anniver-
sary of APEC. It means APEC is no longer a teenager, but an energetic
young person who should make a new “career plan.” With the changing
international and regional environment, APEC is called upon to play
a more active role in promoting the future process of Asia-Pacific REL
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A REVIEW OF APEC’S CONTRIBUTION TO THE
PROCESS OF ASIA-PACIFIC REI

'The adoption of the Bogor Goals in 1994 built a lighthouse for APEC’s
process of trade and investment liberalization and accelerated the voy-
age of Asia-Pacific REI Through the launching of the Osaka Action
Agenda in 1995, APEC set out the road map to achieve the Bogor Goals
with the adoption of individual action plan (IAP) and collective action
plan (CAP) mechanisms.

Meanwhile, several key factors have been taken into consideration
by APEC in choosing the ways of promoting Asia-Pacific REI, includ-
ing the complex regional geopolitical structure, the diversity of APEC
members’ economic development levels, and their aims to participate
in regional cooperation. As a result, a unique APEC approach was cre-
ated. While recognizing the diversity of APEC member economies, it
reflects the concepts of voluntarism, consensus, openness, and inclusive-
ness. The APEC approach has proven to be adaptable to the develop-
ment of APEC, and it has played a key role in keeping the momentum
of Asia-Pacific REL

During the past two decades, APEC has pursued its many visions
with the Bogor Goals at the heart.! The markets of APEC member
economies became more and more open, demonstrated by the signifi-
cant reduction of trade and investment barriers, the gradual elimination
of nontariff barriers, and the improvement of market transparency. Thus
benefiting from the improvement of the business environment, a vibrant
regional market for services has emerged. The APEC region has also
become much more open to foreign direct investment (FDI).

Achievements have also been made in the area of trade and investment
facilitation, and the implementation of the Trade Facilitation Action Plan
(TFAP) has successfully reduced the costs of trading. Effective coop-
eration has been carried out to promote paperless trading, transparency,
business mobility, alignment of standards with international standards,
improved competition, and anti-corruption policies and regulatory reform.

Furthermore, the development of APEC’s ECOTECH process has
set up priorities for the economic and technical cooperation in the Asia-
Pacific region, and has encouraged the developed and developing APEC
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member economies to participate in capacity building and technology
assistance in a strategic way. Human resource development cooperation
and related capacity-building activities have also played an important
role in narrowing the economic development disparity among APEC
member economies and promoting the stable economic development of
the Asia-Pacific region.

APEC understands that the development of Asia-Pacific integration
should be based on mutual understanding, friendship, and the sense of
community among APEC member economies. In this sense, intercultur-
al exchange is another important area in which APEC can promote the
Asia-Pacific integration process. During the past two decades, APEC
has made great efforts to encourage member economies with different
cultural and faith backgrounds to develop social interaction and achieve
mutual understanding, acceptance, and trust, which are essential to ad-
dress social, legal, governance, and economic challenges and to promote
a harmonious community in the region.

APEC has also been making great efforts in coordinating the devel-
opment of regional trade agreements (RTAs) and free trade agreements
(FTAs) in the Asia-Pacific region. To ensure that the proliferation of
RTAs/FTAs does not add to the complexities of the international and
regional trading environment, APEC has established best practices and
model measures for RTAs/FTAs with the aim of promoting high qual-
ity, comprehensiveness, transparency, and broad consistency. They are
neither mandatory nor exhaustive, but serve as a guide to the kind of
provisions that might be included in a RTA/FTA, where appropriate.
In addition, APEC has undertaken a range of capacity-building activi-
ties—including policy dialogues, seminars, and workshops—in order to
promote broad consistency in agreements through the adoption of best
practices and model measures.

INTERNAL AND EXTERNAL DRIVING FORCES FOR
APEC TO FURTHER PROMOTE ASIA-PACIFIC REI

These achievements clearly demonstrate that APEC has played an active
and supportive role in promoting Asia-Pacific REI since its establishment.
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APEC economies, however, have acknowledged the rapidly evolving in-
ternational and regional environment in the new century, as well as the
opportunities and challenges ahead. Consequently, there are both internal
and external forces driving APEC to play a more active role in further
promoting Asia-Pacific REI.

First, APEC is expected to push for a healthy recovery of the slug-
gish world economy. Now, the world economy is on the whole moving
forward in a positive direction, yet uncertainties and destabilizing fac-
tors have remained prominent. The structural problems of major devel-
oped economies are far from being resolved, and it has become more
imperative to enhance macroeconomic policy coordination. With grow-
ing external risks and pressure, some emerging economies in the Asia-
Pacific region are experiencing a slowing of economic growth. As well,
trade and investment protectionism has resurfaced. Obviously, the world
economy faces daunting challenges before achieving full recovery and
sound growth. During the past three decades, the energetic Asia-Pa-
cific economy has been an important engine of world economic growth.
APEC, which is entrusted with the important mission to promote re-
gional and global growth, must face the challenges head-on with courage
and resolve.” It is undoubted that the deepening REI will pour new vigor
into the Asia-Pacific economy, which will then give stronger impetus for
a healthy recovery of the world economy.

Second, considering the fact that the FTAs/RTAs in this region
are advancing in parallel with different rules and standards, APEC is
capable of playing a more active and effective role in coordinating the
development of FTAs/RTAs in the Asia-Pacific region. The rapid pro-
liferation of F'TAs/RTAs in recent years is happening amidst rapid eco-
nomic growth in the Asia-Pacific region and greater interdependence
among economies through trade and investment. For many economies,
participation in FTAs/RTAs is not simply a second-best choice follow-
ing the WTO negotiation standstill, but also an effective approach to
regain or enhance their economic competitiveness. And, the influence of
the “Domino Effect” has also stimulated some economies to join FTAs/
RTAs as a passive corresponding activity. It should be emphasized that
through participating in various Asia-Pacific economic integration
mechanisms, many economies want to gain not only economic benefits,



228 NEW DIRECTIONS IN ASIA-PACIFIC ECONOMIC INTEGRATION

but also noneconomic benefits, such as strengthening political relations
and comprehensive strategic partnerships with other economies. In
this sense, an FTA or RTA is by no means just an economic agreement
among the parties, but also an integral part of their overall strategy of
diplomacy, security, and foreign economic relations and trade. At present,
it seems that the Asia-Pacific REI process has achieved a kind of balance
with a unique mutual incentive and competitive relationship among dif-
ferent tracks, especially the “T'PP track” and the “Asian track” led by the
RCEP. However, the balance is not stable but somewhat fragile. If some
RET mechanisms are utilized as tools of political speculation or strate-
gic games among regional powers, the balance will be easily broken.’ A
malignant competition among different tracks is never wanted by any
economy in the region. Therefore, APEC has the responsibility to coor-
dinate the development of FTAs/RTAs through promoting Asia-Pacific
REI in a region-wide scope.

Third, APEC should strengthen its role as a strong supporter of the
WTO from the plurilateral level. In fact, APEC has a tradition of lead-
ership on WTO matters. To support the Doha Development Agenda
(DDA) remains one of the top priorities of APEC in recent years. Al-
though the future of the WTO Doha round negotiation is still uncertain,
it should be emphasized that the multilateral trading regime is charged
with the heavy responsibility of coordinating national trade policies, bal-
ancing international trade relations, reducing trade frictions, and promot-
ing world economic growth, and it plays an important role in countering
the effects of the international financial crisis and opposing protection-
ism. It should also be realized that the multilateral trade liberalization
and the Asia-Pacific REI processes are complementary. The future of
APEC is closely linked with a strong and energetic multilateral trading
system. Likewise, a more open and liberalized international trade and
investment environment will significantly promote the Asia-Pacific REI
process. Therefore, it is of great significance and importance for APEC
members to fulfill their commitments to firmly oppose and jointly resist
protectionism of all forms, and work to make the multilateral trading
regime a balanced and inclusive one that benefits all.

Fourth, APEC should further promote Asia-Pacific REI to better
comply with the trend of global value chain (GVC) cooperation. In re-
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cent years, GVCs have greatly transformed international trade. To be
concrete, GVCs make exports depend more and more on imports. In
East Asia, for example, about 65 percent of total manufacturing exports
are GVC-related. In quite a few APEC member economies, foreign
value-added is about a third or even half of the total value of exports.* So,
GVCs clearly reward open borders and nondiscrimination in trade and
FDI. However, they may also trigger “systemic risk,” which means that
a single incident in one sector or economy will probably give rise to an
obstacle or even disruption of the whole system of value chains. Both of
these opposite yet interlinked scenarios intensify the necessity of APEC
members to enhance GVC cooperation, which forms the internal driv-

ing force for APEC to further promote REI in the long term.

PATHWAYS FOR APEC TO FURTHER PROMOTE ASIA-
PACIFIC REI

Promoting the Establishment of the FTAAP

First of all, APEC should set up a mid-term goal for the post-Bogor
Goal era, which will clarify the overall direction of APEC’s efforts in
promoting Asia-Pacific REI in the next decade. In this regard, the es-
tablishment of a Free Trade Area of the Asia-Pacific (FTAAP) would
be the most rational choice. As a matter of fact, APEC leaders have
affirmed their commitment to achieve an FTAAP in several declara-
tions during the past few years, and now it is time for APEC members
to carry out their leaders’instruction. Besides, an FTAAP will be a free
trade arrangement that includes all APEC member economies, and
nobody would worry about membership qualifications. It should also
be pointed out that an FTAAP could be realized through several ap-
proaches, such as collective negotiation, enlargement, or convergence
of existing RTAs in the Asia-Pacific region, which means that it would
be practical. In the short term, it is important for APEC members to
embrace the principles of openness, inclusiveness, and transparency, as
well as the spirit of flexibility, and to establish and launch as early as
possible an information exchange mechanism for FTAs/RTAs in the
Asia-Pacific region. The aim should be to improve communication and
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exchange of views, and to create favorable conditions for pursuing an

FTAAP.

Enbancing GVC Cooperation to Foster a Big Asia-Pacific Market

With an FTAAP as an overall target, APEC should take more effec-
tive measures than before to facilitate the free flowing of goods, services,
capital, and people in the region, actions that will not only deepen Asia-
Pacific REI, but also significantly promote Asia-Pacific GVC coopera-
tion. Accordingly, APEC member economies should give full play to
their comparative advantages, optimize the economic resource allocation,
improve the industry layout, and make joint efforts to foster a big Asia-
Pacific market where benefits are shared by all. Priorities in this aspect
should include, but not be limited to, enhancing trade facilitation and
supply chain management, improving logistics infrastructure network
construction, and facilitating cross-border movement of natural persons.

Attaching More Importance to Investment Liberalization and Facilitation

Optimizing regional industrial specialization and economic resources al-
location are also of great importance for APEC if it is to achieve a high
level of REL In this aspect, FDI of transnational corporations plays a
key role. Therefore, APEC should be more ambitious to promote invest-
ment liberalization. APEC could conduct a stocktaking of the achieved
outcome documents on investment in recent years, such as Non-binding
Investment Principles and APEC Investment Facilitation Action Plan, and
use them to strengthen enforcement procedures. Effective measures
could be taken to enhance capacity building of member economies to re-
duce investment barriers, especially behind-the-border barriers. Mean-
while, it is recommended that APEC attach more importance to invest-
ment facilitation, which is less sensitive and more easily yields results
and progress. APEC should also strengthen private-public cooperation
through listening to the views of business about the investment climate,
and by building and maintaining effective public-private dialogues.

Promoting Connectivity and Infrastructure Development Cooperation
Connectivity and infrastructure development will help to increase
trade and investment opportunities in the Asia-Pacific region, improve
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regional production networks, and consolidate the foundation for a big
Asia-Pacific single market. Cooperation in this area will improve the
quality and effectiveness of Asia-Pacific REI, substantially strengthen
the implementation efficiency of the FTAs/RTAs in the region, and
help to create a transparent, stable, and efficient trade and investment
environment with lower transaction costs. APEC member economies
are in consensus on the importance of connectivity and infrastructure
development cooperation. Their resolve could be proved by the endorse-
ment of the APEC Framework on Connectivity and the APEC Multi
Year Plan on Infrastructure Development and Investment, both devel-
oped at the 21st APEC Economic Leaders’Meeting held in Bali in 2013.

At present, several Asia-Pacific regional or subregional cooperation
organizations have already been formulated, or have set about to formu-
late, and they have identified connectivity cooperation frameworks with
infrastructure development as a priority. These cooperation frameworks
share a certain degree of similarity in targets, mechanisms, key areas, or
memberships, which lay a foundation for the development of cross-re-
gion infrastructure networks. In this regard, APEC could play an active
coordinating role. For example, APEC may consider establishing an on-
line Asia-Pacific Connectivity Cooperation Information Platform. The
platform will collect and release information on the overall plans and
projects of connectivity cooperation carried out under different mecha-
nisms of the Asia-Pacific region, aiming to enhance communication and
attract more stakeholders to participate.

To sum up, APEC has not only the responsibility but also the capa-
bility to make a larger contribution to the future process of Asia-Pacific
REI Guided by the principles of openness, inclusiveness, and win-win
cooperation, APEC member economies should try to foster closer part-
nerships and make joint efforts to meet challenges and achieve sustain-
able development and long-term prosperity in the Asia-Pacific region.
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The TPP and RCEP

Prospects for Convergence
Robert Scollay, Director, New Zealand APEC Study Centre

In 2010, APEC leaders envisioned a process where the Free Trade Area
of the Asia-Pacific (FTAAP) would evolve from two parallel tracks. These
tracks were subsequently labeled the “trans-Pacific track,” represented by
the Trans-Pacific Partnership (TPP), and an “East Asian track” (Petri,
Plummer, and Zhai 2012). At the time, the leaders had in mind that
the East Asian track would be defined by the ASEAN-Plus-Three and
ASEAN-Plus-Six processes. Today, however, the Regional Compre-
hensive Economic Partnership (RCEP) has been clearly established
as the most qualified process for leading the East Asian track, even if
some RCEP participants may not yet accept that it is playing such a
significant role.

An expectation that the FTAAP will evolve from the trans-Pacific
and East Asian tracks naturally implies that the two tracks will converge
at some point, although no process for such a convergence has yet been
mapped out, even in outline form, and no indication has been provided
by the leaders about how they envisaged that convergence might occur.
The purpose of this paper is to identify and consider some issues that
may influence how, when, and even if convergence might be achieved.

The paper begins by briefly summarizing the key developments that
have been reached in the TPP and RCEP negotiations, including some
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comparison of the nature of the two negotiating processes and the
anticipated eventual agreements as defined by the participants. It goes
on to discuss the convergence challenges, which can be grouped into
three areas: membership issues, issue coverage, and the level of ambition.

COMPARING PROGRESS TO DATE

The TPP evolved from the earlier Trans-Pacific Strategic Economic
Partnership (TPSEP). Negotiations for the TPP began in early 2010,
and by the end of 2013 there had been 19 negotiating rounds, as well
as various intersessional meetings of negotiating groups and ministers.
During the course of the negotiations, the number of participants gradu-
ally increased to the current 12 APEC economies. At least two addition-
al APEC economies are pressing for admission to the TPP, and at least
two non-APEC members have indicated an interest in joining when the
opportunity arises. There have been reports since at least mid-2013 that
a substantial number of the agreement’s chapters have been finalized or
are nearing finalization. On the other hand, it is clear that the most dif-
ficult and sensitive issues still remain to be agreed. An expectation was
created in some quarters that the full agreement might be finalized by
the end of 2013, although in retrospect it is clear that this expectation
was never realistic. The question of whether the TPP can be concluded
by the end of 2014 has become entangled with the question of whether
the United States Congress will grant President Obama trade promo-
tion authority (TPA), or “fast track,” prior to the mid-term congressional
elections in November 2014.

Negotiations for the RCEP commenced in May 2013.The RCEP was
presented as a way to avoid choosing between the ASEAN-Plus-Three
and ASEAN-Plus-Six as the basis for an East Asian regional trade
agreement. In practice, however, participation in the RCEP is the same
as the ASEAN-Plus-Six group: the 10 ASEAN members, plus China,
Japan, South Korea, India, Australia, and New Zealand. Four negotiat-
ing rounds have now been held, and a ministerial meeting to be held in
mid-2014 is expected to give further direction regarding the scope of
the agreement and the level of ambition to be pursued. The stated inten-
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tion of the participants is to conclude the agreement by the end of 2015,
although this target is widely viewed as over-optimistic.

Figure 1 provides a schematic representation of the current state of
participation in the TPP, the RCEP, and potentially in the FTAAP. Sev-
en APEC members are participating in both the TPP and the RCEP.
All 12 current participants in the TPP are APEC members. The Pacific
Alliance is a trade agreement among four (soon to be five) Latin Ameri-
can economies on the Pacific seaboard that consolidates existing trade
agreements among its members, and is intended to serve, among other
things, as a vehicle for further integration with the Asia-Pacific region.
The alliance includes a non-APEC member, Colombia, and is negotiat-
ing accession with another non-APEC acceding member, Costa Rica.
Both have made clear their desire to participate in the TPP, as well as
the FTAAP at some future date. Twelve of the 16 RCEP participants
are APEC members. Of the remainder, Cambodia, Laos, and Myan-
mar are the three least-developed ASEAN members that are not APEC
members, and India has never been a member of APEC. Four APEC
members, Chinese Taipei, Hong Kong, Russia, and Papua New Guinea
are not participating in either the TPP or the RCEP, although Chinese
Taipei has made clear its desire to participate in the TPP.

TPP participants have repeatedly emphasized their intention to
craft a “high-standard, twenty-first century” agreement, with a broad
agenda covering the full range of important issues surrounding modern
international trade regulations, and with commitments and rules that
reflect this high level of ambition. There are over 20 negotiating groups
working on some 29 chapters, and the agreement is being explicitly
negotiated as a “single undertaking.”

The Guiding Principles and Objectives for Negotiating the RCEP
(ASEAN 2012) emphasize flexibility, including (but not limited to) the
provision of special and differential treatment for members at lower levels
of development, as well as recognition of “the individual and diverse
circumstances of the participating economies.” The RCEP agenda
is to include “trade in goods, trade in services, investment, economic
and technical cooperation, intellectual property, competition, dispute
settlement, and other issues.” The negotiating modality is left open. The
RCEP’s Guiding Principles and Objectives state that “negotiations on
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FIGURE 1 Current Configurations of Regional Integration Initiatives

trade in goods, trade in services, investment, and other areas will be

conducted in parallel to ensure a comprehensive and balanced outcome,”
while the framework (ASEAN 2011) endorsed by ASEAN leaders

states that the “agreement can be accomplished in a sequential manner,
or single undertaking, or through any other agreed modality.”

THE TPP AND THE RCEP—CONVERGENCE ISSUES

Membership Issues

There are clearly membership issues that will need to be resolved if the
TPP and the RCEP are to converge into the FTAAP. For the time
being, TPP participation is restricted to APEC members. It is difficult
to imagine ASEAN supporting the FTAAP unless participation is open
to all ASEAN members. This would imply the need for decisions to be
made on whether potential future FTAAP participants, including the
current non-APEC members of the RCEP and possibly Colombia and



THE TPP AND RCEP 239

Costa Rica, should first be admitted to APEC before being eligible for
inclusion in the FTAAP. At this point in time, the position of India
looms as potentially the most problematic of these issues. The RCEP’s
Guiding Principles and Objectives state that once it has been concluded,
the RCEP will be open to accession by other “economic partners.”
Accessions to the RCEP by non-APEC members could further
complicate APEC and FTAAP membership issues, especially if these

issues have not been resolved beforehand.

Issue Coverage

Table 1 highlights the overlapping elements in the stated agendas of the
RCEP and the TPP, as well as those issues that are on the TPP agenda
but not on the stated agenda of the RCEP. Rules of origin and the trade
facilitation issues of customs, sanitary and phytosanitary measures (SPS),
and technical barriers to trade (TBT) do not appear as agenda items in
the RCEP’s Guiding Principles and Objectives. However, commentary
from RCEP negotiators indicates that these issues, and possibly also
trade remedies, will be covered under the heading of “market access for
goods.” In addition, telecommunications and financial services will be
covered within the RCEP’s services agenda (Ministry of Trade of Indo-
nesia 2014). It is easy to envisage that temporary entry may also be cov-
ered in the RCEP within the services agenda, and textiles and apparel
within the market access for goods agenda. Given the long-standing em-
phasis in East Asian trade policy discussions on supply chain facilitation,
it is also difficult to imagine that supply chain facilitation will not be
covered in some form in the RCEP agenda, even if it doesn't receive a
separate chapter. Issues related to small- and medium-sized enterprises
(SME) are also likely to be addressed in some form.

Government procurement and e-commerce could be viewed as natural
future extensions of the RCEP’s existing agenda, which will evolve
to include other issues as they arise. Regulatory coherence is a “new
generation” issue in the TPP agenda, one whose content and scope have
yet to be clearly defined. It is likely, though, that the substantive content
will overlap with concerns being addressed within the ASEAN Economic
Community (AEC) initiative, and should consequently be amenable
to inclusion in the RCEP agenda. The issue of state-owned enterprises
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TABLE 1 TPP and RCEP—Common and Differentiated Agendas

Common Elements

TPP Only

Market Access for Goods
Rules of Origin
Trade Facilitation?
+ Customs
« SPS
- TBT
Services
Investment
Competition
Intellectual Property
Economic and Technical Cooperation
+ Development also a horizontal issue
in TPP
Dispute Settlement
“Other Issues” (RCEP)

Government Procurement
SOEs
» Unless included in RCEP under
Competition
E-Commerce
Environment
Labor
Trade Remedies
Textiles and Apparel
Temporary Entry
Horizontal Issues
* SMEs
» Supply Chain Facilitation
* Regulatory Coherence
Separate Chapters in TPP

» Telecommunications
« Financial Services

Sources: Office of the US Trade Representative (2011); ASEAN (2012).

(SOEs) is one of the most controversial in the TPP, and it is not yet clear
how the issue will be treated in the final agreement. If the TPP adopts
an approach to SOEs that focuses on competition-based principles, it
could open the way to exploring potential convergences with the RCEP’s
competition section. Conversely, the TPP might adopt approaches to
SOEs that are far less amenable to convergence with the RCEP.

The TPP agenda issues that most clearly lack counterparts or
potential counterparts in the RCEP agenda are environment and labor.
"These issues are contentious within the TPP, with unofficial comments
suggesting that preferences among members fall along a spectrum. At
one end is the preference for legally enforceable measures, and at the
other is the preference for unenforceable expressions of commitment
to agreed common principles. Eventual TPP provisions may be very
difficult for some RCEP participants to accept if they lie at the former
end of the spectrum (legally enforceable measures), but much easier
to accept if they lie at the latter end (unenforceable commitments).
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Any feasible “middle ground” solution in the TPP is likely to include
provisions requiring some degree of scrutiny of member policies in these
areas, and the degree of acceptability of these provisions to all RCEP
participants may well depend on the specific content.

Differences in agenda coverage between the TPP and the RCEP
may prove to be less daunting challenges to convergence than might
be suggested by an initial glance at each agenda’s list of issues. Much
will depend on the approach finally adopted in the TPP to developing
provisions on some of the most controversial and innovative issues on
its agenda.

Differences in Level of Ambition

From what is known to date—or can be deduced or inferred—about
the agendas of the two initiatives, the differences in level of ambition
between the TPP and the RCEP, rather than differences in coverage, are
likely to be the biggest obstacle to convergence.

In the case of market access for goods, initial rhetoric surrounding
the TPP suggested an intention to achieve 100 percent elimination of
tariffs. Information emerging from the negotiations, however, strongly
suggests that this objective will not be achieved, with some participants
poised to insist on, and likely to receive, traditional “carve-outs.” This
would be a serious blow to the market-access ambitions of some other
participants. At the same time, there is no indication that the level of
tarift elimination eventually achieved will not be very high, perhaps as
high as 98 percent of tarift lines.

There is no official RCEP target for the level of tariff elimination to
be achieved. Based on the Economic Research Institute for ASEAN
and East Asia (ERIA)’s comprehensive mapping of FTAs in the region
(Lee and Okabe 2011), Fukunaga and Kuno (2012) recommend an
elimination target of 95 percent on tariff lines, while pointing out that
this will be challenging for some RCEP participants. Achievement of
this target, however, could be a significant step toward convergence
of the TPP and the RCEP into an eventual FTAAP. To an impartial
observer, a gap of 3 percent in tariff elimination coverage—the gap
between 98 percent and 95 percent—should not be impossible to bridge
over time. Furthermore, for some economies that are participating in
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both the TPP and the RCEP, the remaining tariffs are likely to include
traditional “carve outs.”

In a comparison between the TPP and RCEP approaches to all as-
pects of market access, the TPP does not necessarily always emerge
tavorably, especially if facilitating regional economic integration is the
primary criterion. In two areas, rules of origin and scheduling of com-
mitments, the RCEP has the potential to deliver superior outcomes.

Rules of origin that facilitate comprehensive regional economic in-
tegration need to incorporate provisions for full cumulation, mandate
coequality between regional value content (RVC) and change in tariff
classification (CTH) rules, and develop efficient operational certification
procedures (OCPs) that facilitate trade. Information emanating from
the TPP negotiations suggests that the TPP rules are unlikely to meet
these criteria. On the other hand, the ASEAN-Plus FTAs from which
the RCEP is evolving have already experimented with rules of this kind.
As Medalla (2011) points out, further steps within the RCEP to achieve
harmonized rules based on these criteria will be both technically and po-
litically challenging, but not impossible, and they would make significant
contributions to regional integration.

Trade agreements that are fully supportive of regional economic in-
tegration need to incorporate common schedules of commitments from
all members. Information from the TPP negotiations again suggests that
the TPP approach to scheduling commitments is unlikely to meet this
test. On the other hand, the RCEP still has the opportunity to agree on
this approach, and it is hoped that the opportunity will be grasped.

In the case of services trade, the TPP has adopted the “negative list”
approach. Difficulties for convergence will be created if the RCEP
adopts the General Agreement on Trade in Services (GATS)-based
approach that the ASEAN-Plus-One FTAs follow. In their summary of
analysis from the ERTA mapping project, Ishido and Fukunaga (2012)
also highlight the very low level of liberalization achieved in those FTAs,
which often provide little advancement on GATS commitments.

On investment, there is insufficient information on the agendas
or possible outcomes in the TPP and the RCEP to enable reliable
comparisons to be made. One investment issue, however, that has been
extremely contentious in the TPP, and is potentially equally contentious
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in any future convergence process, is investor-state dispute settlement
(ISDS). Opposition to ISDS derives in part from legitimate concerns
over the outcomes of ISDS proceedings in the past, but the case can also
be made that such outcomes can be avoided if the ISDS provisions are
drawn with sufficient care. In the interests of future convergence with
the RCEP, the TPP negotiators need to ensure that the TPP provisions
on ISDS take these concerns fully into account.

Intellectual property (IP) has been one of the most contentious issues—
if not #he most contentious issue—in the TPP, as evidenced by the draft
text of the TPP intellectual property chapter leaked in late 2013. The
chapter was extensively annotated with large sections of text in square
brackets, indicating wide areas of disagreement. Conflicting opinions
on intellectual property may well make it one of the most difficult
issues to resolve in any convergence process. This is partly because of
the far-reaching nature and high-level ambition of the TPP proposals,
but also because the TPP negotiations, like some others concerning
IP, sufter from the lack of a sound analytical framework. Proposals are
often based on the premise that more IP protection is always better, a
premise drawn perhaps by analogy from the analytical foundation for
trade liberalization. In the case of IP, however, welfare-maximizing
outcomes are achieved by optimizing rather than maximizing the level
of protection. If the level of protection falls short of the optimum, society
is deprived of innovation and creative output that it would be willing
to pay for, and welfare is sacrificed. But welfare is also sacrificed if IP
protection exceeds the optimum. This is because the value of additional
innovation is outweighed by the costs to society, in the form of excessive
monopoly rents and limitations on the flow of information and ideas. If
they wish to avoid creating unnecessary barriers to convergence between
the TPP and the RCEP, TPP negotiators should focus on optimizing

levels of IP protection, rather than on simply maximizing them.

CONCLUSIONS

Differences not only in levels of ambition, but also in the nature of those
ambitions, loom as potentially the largest obstacles to convergence be-
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tween the TPP and the RCEP. In a number of areas, convergence is like-
ly to require the RCEP participants to raise their level of ambition to be
comparable with that of the TPP. An important question is whether this
will be posed as a prerequisite for considering convergence, or whether
agreement may be reached on a convergence process that involves phas-
ing of alignment in levels of ambition over agreed periods of time, ac-
companied by appropriate provisions for capacity-building assistance.
But the TPP participants may need to show flexibility in other ways as
well. First, they should be prepared to consider RCEP approaches that
turn out to be demonstrably superior as instruments for promoting re-
gional economic integration, which may be the case with rules of origin
and scheduling of commitments. Second, they should avoid locking in
provisions that are unlikely to win acceptance in the overall regulatory
architecture for Asia-Pacific regional economic integration, whether be-
cause the approaches are conceptually flawed as instruments for maxi-
mizing economic welfare in the region, or because they raise insuperable
political obstacles for some of the region’s economies.
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INTRODUCTION

Almost two decades ago, the leaders attending the Asia-Pacific Econom-
ic Cooperation (APEC) Summit in Bogor, Indonesia, agreed to achieve
free trade and investment in the region by 2010 for developed economies
and 2020 for developing economies. The deadlines for those ambitious
ventures might have seemed distant to the APEC leaders in November
1994, but the first marker has already long past and the second is fast
approaching.

APEC gets a grade of “A” for its vision of regional economic integra-
tion and an “incomplete” for its execution. Nonetheless, progress toward
an Asia-Pacific free trade region over this period has been notable, even
though much of it has taken place outside the scope of APEC delib-
erations. The network of bilateral and regional free trade agreements
(FTAs) in the Asia-Pacific region has expanded dramatically over the

past decade, interconnecting almost every major trading nation in the
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region, with one notable exception: neither the United States nor China

has pursued an FTA initiative involving the other. Most APEC econo-
mies now participate in a variety of integration arrangements, and all are

committed to the long-run APEC goal of creating a Free Trade Area of
the Asia-Pacific, or FTAAP.

That said, the pathway toward economic integration in the Asia-Pa-
cific region is still uncertain. Several options for crafting the FTAAP are
under review. As a practical matter, the two mega-regional integration ar-
rangements in the APEC region—the Trans-Pacific Partnership (TPP)
and the Regional Comprehensive Economic Partnership (RCEP)—will
substantially inform the APEC debate.? This short chapter assesses the
prospects for achieving an FTAAP via the mega-regional pathways.

THE MEGA-REGIONAL PATHWAYS: MERGING OR
CONVERGING?

The TPP and RCEDP initiatives cover a large number of economies that
cumulatively account for a substantial share of world output and exports
(see Table 1). Both involve more than half of the APEC membership,
and a growing number of economies are participating in both the TPP
and RCEP negotiations. Both have ambitious agendas to dismantle bar-
riers to trade and investment in goods and services.

To date, APEC discussions about potential pathways toward an
FTAAP have looked at each mega-regional. At first blush, similar nego-
tiating agendas and overlapping membership of the TPP and the RCEP
seem to suggest that an FTAAP could be crafted from the convergence
of the two. However, merging these arrangements into a common FTA-
AP would be difficult, for two reasons.

First, the mega-regionals have different time horizons for completion
of the negotiations. The TPP talks are likely to conclude in 2014, while
the RCEP talks still are in the early stages of a multi-year negotiation.
Accommodating the least-developed economies in the Association of
Southeast Asian Nations (ASEAN), and avoiding delays provoked by
current foot-draggers, like India, to trade liberalization will be stiff tests
for the RCEP negotiations, and will likely result in the talks extending
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TABLE 1 TPP and RCEP: Overlapping Membership

In both In both In both
TPP RCEP TPP-12 + | TPP-16 + | TPP-17 +
RCEP RCEP RCEP

Number of economies 12 16 7 11 12
Aggregate share of world

GDP (%) 38 29 12 15 27
Aggregate share of world o4 30 10 16 28

exports (%)

TPP = Trans-Pacific Partnership; RCEP = Regional Comprehensive Economic Partnership
Notes: A TPP-16 scenario would include Korea, Indonesia, the Philippines, and Thailand.
A TPP-17 scenario would include China.

Sources: IMF WEO database and IMF Direction of Trade Statistics, 2013.

well beyond the targeted completion date of late 2015.

Second, and more problematic, is that the TPP deal is likely to be
much more substantial in terms of the depth of prospective trade lib-
eralization and the scope of rule-making obligations than the RCEP.
The TPP aims to develop a twenty-first century rulebook for trade
that goes beyond current WTO obligations in important areas, such as
labor and environment, intellectual property, investment and competi-
tion policy, and disciplines on state-owned enterprises, with enforce-
ment of most obligations covered by binding dispute settlement proce-
dures similar to those in the Korea-US (KORUS) FTA.? Though the
RCEP also aims to expand the liberalization commitments contained
in existing F'TAs between ASEAN and its six bilateral partners, it has
less lofty ambitions regarding the depth and scope of reforms, far more
exemptions for sensitive products and for broad development consid-
erations, and more consultative rather than binding dispute resolution
procedures.

Harmonization of the two mega-regionals would inevitably require a
dilution of the reform commitments mandated by the TPP. Most TPP
economies would regard the return on such an investment to be inad-
equate.

To be sure, the overlapping membership of the TPP and the RCEP
will promote the convergence of the two agreements. To date, seven of
the sixteen RCEP economies also are negotiating the TPP. In addition,
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four RCEP economies—namely Indonesia, the Philippines, South Ko-
rea, and Thailand—are already performing “due diligence” on the TPP to
assess the potential benefits and domestic policy adjustments that would
be required if they join in the coming years. It is thus quite possible that
eleven of the sixteen RCEP economies could be engaged in the TPP
before the end of this decade.

Since the TPP is expected to conclude well before the RCEP, the TPP
outcome could well affect RCEP negotiations. For those economies in-
volved in the two talks, it will be easier to implement RCEP standards
if they already have committed to more comprehensive TPP obligations.
From this perspective, there already seems to be a convergence of the
two mega-regionals. But it is not the merging or harmonization of the
TPP and the RCEP that poses the biggest challenge; rather, it is a con-
vergence toward the TPP template!

However, not all APEC economies participate in the two mega-re-
gionals, and some non-APEC members are involved. Russia, Chinese
Taipei, and Hong Kong don't participate in either initiative, and the
RCEP involves four economies that are not in APEC.* Restrictions on
participation in each mega-regional pose problems for the broader ap-
plication of the pact to the entire APEC membership. The TPP is lim-
ited to APEC economies, while the RCEP is limited to ASEAN FTA
partners. In practice, membership restrictions etched into these pacts
will need to be overcome if the FTAAP, as broadly envisioned, is to build
on these initiatives.’

In sum, APEC economies seem to be “voting with their feet” for the
TPP pathway. Yet, as in any infrastructure project, the site preparation
may need some modification to deal with specific challenges. The follow-
ing sections suggest two scenarios for going forward with the construc-

tion of the FTAAP.
TPP:. THE PATHWAY TO ASIA-PACIFIC ECONOMIC
INTEGRATION?

From the outset, the TPP has been a dynamic initiative, evolving from
an agreement of the P4 economies (Brunei, Chile, Singapore, New
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Zealand) to an agreement of 12 economies, with new members added
throughout the course of the talks and prospects for additional mem-
bers after the deal enters into force. TPP architects envision building an
eventual FTAAP on the comprehensive foundations of the TPP accord,
with other APEC economies joining the pact in coming years through
an accession process similar to that provided in the World Trade Orga-
nization (WTO) for new members—even though there are few prec-
edents for such docking. TPP economies have said that the pact will be
open to the accession of other APEC members; however, the procedures
have still to be clarified.

As noted earlier, there already are prospective candidates for TPP ex-
pansion in a “second tranche” of negotiations once the TPP enters into
force. Indonesia, the Philippines, South Korea, and Thailand are primary
contenders for boosting the TPP-12 to a TPP-16.These economies have
been motivated to consider joining the TPP primarily for two reasons:
the perceived larger payoff from TPP reforms, and the cost of nonpar-
ticipation in terms of trade and investment diversion.

Another major trading nation carefully weighing the advantages (and
disadvantages) of the TPP is, of course, China. If China asks to join
the TPP, it would boost the TPP’s prospective additional members to
5, potentially creating a TPP-17—one step closer to a TPP covering all
21 APEC economies.® While China is currently considering how the
TPP could complement and reinforce domestic reforms approved by the
'Third Plenum in November 2013, the broad consensus is that China is
not ready to accept TPP obligations, particularly those on transparency
and disciplines on government intervention in the market. Participation
in the TPP would require significant narrowing of the gaps in China’s
current record of liberalization commitments. However, China is making
incremental strides toward this end as it deepens pacts with its North-
east Asian trading partners, including its current FTA negotiations with
South Korea. China’s willingness to make meaningful commitments
within key plurilateral WTO initiatives—the Trade in Services Agree-
ment (TISA) and Information Technology Agreement (ITA), among
others—would also provide important signals of progress.’

If China is willing and able to join the TPP in the coming years, then
it seems clear that the TPP will be the standard not only for the FTAAP,
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but also for the global trading system. A TPP-17 would be an irresistible
attraction to other trading partners; in that context, it would be relatively
easy to accept special TPP arrangements to encourage the participation
of nonmember least-developed economies (Cambodia, Laos, and Myan-
mar). Participation by Chinese Taipei and Hong Kong, both with exist-
ing bilateral pacts with China, could follow a similar path to their ac-
cession to APEC. However, if the high standards and reforms required
by the TPP prove to be significant barriers to crafting an APEC-wide
regime, consideration should be given to an umbrella agreement that
overlays the hard and soft integration approaches of the TPP and the
RCEP without requiring revision of either arrangement.

A HYBRID APPROACH

It China does not participate in the TPP later this decade, then an-
other option for a pathway to an FTAAP would be a hybrid approach
that links the “hard” elements of the TPP and the “soft” elements of the
intra-Asian approaches to trade integration. Under such a scenario, the
hybrid pact—the FTAAP—would be an umbrella providing recipro-
cal obligations applying to TPP and RCEP economies, while the more
comprehensive and legally binding TPP provisions would remain in
force among the TPP signatories. Importantly, under this scenario, the
United States and China could continue to deepen their commercial
relationship without the strain of trying to directly incorporate China
into the TPP, or the cost of diluting the vitality of the TPP on trade and
investment among its signatories to accommodate China. Indeed, China
and the United States, each for its own political reasons and economic
objectives, might find it attractive to pursue such a hybrid approach to
an FTAAP.

What should a hybrid Asia-Pacific integration pact cover? As a first
approximation, it is worth looking at China’s most recent trade and
investment initiatives in the region. A prospective middle ground be-
tween the TPP and RCEP approaches seems to be evolving within those
concurrent Northeast Asia initiatives. South Korea and China launched
FTA talks in May 2012, and in 2013, a parallel negotiation between
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China, South Korea, and Japan was launched. Although a bilateral or
trilateral trade pact among these economies would comprise obligations
less comprehensive than those negotiated in the Korea-US FTA—which
served in many respects as the foundation for the TPP—these initiatives
could produce a deal in the large middle zone between the two sharply
distinctive integration paths of the Asia-Pacific region. Precedents for
the deal could also be drawn from economic cooperation provisions un-
der construction in the RCEP and from the environment chapter of the

TPP, among others.

CONCLUSIONS

The TPP and RCEP countries are pursuing parallel tracks toward the
APEC vision of economic integration that could be mutually reinforc-
ing and prepare Asia-Pacific economies for accession to a broader FTA-
AP That said, the TPP seems to have a first-mover advantage in terms of
setting important precedents for economic integration in the region that
could critically shape the pathway toward the FTAAP. Increasingly, more
and more economies are looking into the benefits and adjustment demands
of gradually adopting TPP norms. The rationale is straightforward: adopt-
ing the TPP’s “high standards” would complement prospective domestic
economic reforms and help boost productivity growth across the economy.
In so doing, it would create new opportunities for trade and investment,
while improving the quality of economic institutions and governance.

To be sure, participation in the TPP entails adherence to high stan-
dards and binding obligations that would constrain the use of politically
popular policies, a fact that has already slowed the integration of China
and other economies. If that presents intractable economic or political
problems, APEC members should consider a hybrid approach to con-
structing an FTAAP in the form of an umbrella agreement that serves
as an overlay to the RCEP and the TPP.

First-mover effects could prove to be important and encourage con-
vergence toward the TPP as the primary platform for regional economic
integration. This will largely depend on TPP’s success in attracting and
incorporating new members after the talks conclude. If China decides to
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participate in the TPP in the coming years, it will cement the TPP as the
template for both an FTAAP and an upgrading of the world trade rules.
Of course, in this regard, the political and economic climate within the
United States and China will play key constraining (or enabling) factors.

NOTES

1. Peterson Institute for International Economics, 2014. Used with permission.

2. For an economic analysis of the prospective gains, see Peter A. Petri,
Michael G. Plummer, and Fan Zhai, The Trans-Pacific Partnership and
Asia-Pacific Integration: A Quantitative Assessment, Policy Analyses in
International Economics 98 (November 2012), Peterson Institute for
International Economics, Washington, DC.

3. Inso doing, the TPP will achieve a substantial upgrading of existing trade
pacts among participating economies.

4. All 12 TPP economies are APEC members; 4 of the 16 RCEP economies
(India, Cambodia, Laos, and Myanmar) are not in APEC.

5. For details, see Jeftrey Schott, “Revisiting APEC’s Membership Freeze,”
Boao Review, November 21, 2013.

6. At present, Russia’s participation is problematic. Hopefully, current fric-
tions will abate, allowing trade relations to normalize in the coming years

and FTAAP participation by all APEC members.

7. See “Froman Says China I'TA Stance Does Not Bode Well for TISA, Cites
Other Factors,” Inside US Trade, October 29,2013, www.insidetrade.com
(accessed on March 21,2014).
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INTRODUCTION: SOUTH KOREA’S TRADE
LIBERALIZATION POLICY'

The South Korean economy has been highly dependent on trade. As
shown in Figure 1, South Korea’s dependency on international trade
reached 73 percent in 2012.

As one of the beneficiaries of global trade liberalization, South Korea
has emphasized trade liberalization at all levels—bilateral, regional,
and multilateral. Despite the volatile economic environment, South
Korea has kept its trade policy adherent to the principles of an open
and rule-based multilateral trading system, and participated in inter-
national efforts for a conclusion of the Doha Development Agenda
(DDA) negotiations.

South Korea considers free trade agreements (FTAs) and regional
economic integration (REI) to be complementary tools for accelerat-
ing the Doha negotiations. Therefore, South Korea has pursued FTAs
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Source: Oh-Seok Hyun, “New Korea-US Economic Relations: Recommendation for a Mature
Partnership,” presentation file, 2013.

FIGURE 1 Trade Dependency and Export Ratio

actively, not only to improve access to foreign markets, but also to
secure market access amidst multiplying F'TAs with other economies.
In particular, South Korea has assumed a leading role in regional
economic cooperation, such as ASEAN-Plus-Three, the RCEP, and
the TPP, in the belief that they are pathways to multilateral trade
liberalization.

This paper proceeds as follows. As a device to accomplish trade lib-
eralization, the second section introduces South Korea’s F'TA strategies
and the progress of free trade agreements. The third section discusses the
importance of regional economic integration and presents strategies for
accomplishing this. The fourth briefly discusses several negotiations on
regional economic integration. A final section concludes with providing
policy directions from a South Korean perspective.
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FTA STRATEGY

South Koreas FTA Strategy

South Korea has actively engaged in FTA negotiations since 2003, and
it has developed its own FTA strategies. First, South Korea uses a multi-
track approach, conducting simultaneous negotiations with other players
in the global arena and mitigating political opposition by putting several
deals simultaneously on the table. Second, South Korea pursues compre-
hensive and high-level FTAs in terms of contents, which are consistent
with the WTO rules and comprehensive in coverage: commodities, ser-
vices, investments, government procurement, intellectual property rights,
technology standards, etc. Third, South Korea’s F'TAs are widely supported,
as public endorsement based on national consensus has been obtained.

FTA Roadmap

An FTA roadmap was formulated in September 2003, and revised in
May 2004. This roadmap forms the basis of the FTA agenda. Based to
this roadmap, South Korea classifies target economies for negotiating
FTAs. Short-term F'TA partners include Japan, Singapore, ASEAN, the
European Free Trade Association (EFTA), Mexico, Canada, and India.
Large economies such as the United States, the EU, China, the South
American Common Market (MERCOSUR), and Northeast Asia are
mid- and long-term FTA partners. Further F'TA partners being consid-
ered are the Gulf Cooperation Council (GCC), Russia, Australia, New
Zealand, Peru, Israel, Morocco, Algeria, and the Southern African Cus-
toms Union (SACU).

Progress of the FTAs

Since the establishment of the F'TA roadmap in 2003, Korea has actively
pursued FTAs with its major trading partners. So far, FTAs with Chile,
Singapore, the EFTA, ASEAN, India, Peru, the EU, and the United
States have gone into force. The South Korea-US FTA was signed in
June 2007 and entered into effect on March 15,2012. On April 8, 2014,
South Korea officially signed a prolonged F'TA with Australia (KAFTA),
less than a month after the announcement of the conclusion of negotia-
tions with Canada.
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South Korea is under negotiation with Indonesia, Gulf Cooperation
Council, New Zealand, and China. South Korea and China announced
the launch of F'TA negotiations on May 2, 2010. Of particular note, the
start of the China-Japan-Korea FTA (CJK FTA) and the Regional
Comprehensive Economic Partnership (RCEP) negotiations were an-
nounced officially on November 20, 2012.

Prior to official negotiations, South Korea has conducted, and is in the
process of conducting, preparation talks or joint feasibility studies with
MERCOSUR, Israel, Vietnam, Central America, Malaysia, and Indo-
nesia. Efforts to reopen pending negotiations with the GCC, Japan, and

TABLE 1 South Korea’s F'TAs

Partner Dates in effect
Chile April 2004
Singapore March 2006
EFTA September 2006
June 2006 (goods)
ASEAN May 2009 (service)
FTAs in effect September 2009 (investment)
(9 FTAs, 46 economies) India January 2010
EU July 2011
Peru August 2011
us March 2012
Turkey May 2013
Colombia June 2012
FTA signed Canada March 2014
Australia April 2014
FTAs under negotiation China, Indonesia, New Zealand, Vietnam, CJK, RCEP
FTAs under joint research Central America, Israel, Malaysia, MERCOSUR
Pending FTAs GCC, Japan, Mexico

Source: http.//www.fta.go.kr.
Note: Constructed by author.
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Mexico are also expected to make progress if unfavorable eco-political
environments and conditions are improved.

REGIONAL ECONOMIC INTEGRATION STRATEGY

South Koreas REI Strategy
As noted above, South Korea considers regional economic cooperation
to be a pathway to multilateral trade liberalization. Although bilateral
FTAs seem to be better in terms of considering trading partner—specific
sensitive sectors, the level of liberalization in the scope in services trade
and investment is still low in bilateral F'TAs. On the other hand, regional
economic integration (REI) can bring more benefits by providing com-
mon rules and increasing competitiveness. First of all, externality and
network effects are expected to be achieved under REI since the benefits
to economies joining a network depend on the number of members in
the network. Besides, common and cumulative rules of origin (ROO)
prevent the “spaghetti bowl effect” from harming supply chains. South
Korea, which has supply chains spreading out widely across regions, can
exploit its comparative advantages by dividing production processes.
For those reasons, South Korea values REI as another track for trade
and investment liberalization and facilitation across regions, which will
eventually strengthen the multilateral trading system.

TABLE 2 FTA vs. REI

Bilateral FTAs REI

Exclusive preference

Differentiated concession Single concession
(e.g., market access)

Non-exclusive issues (e.g.,

rules, standards, regulations) Mutual recognition Network effects
. Bilateral (spaghetti bowl Common/cumulative
Rules of origin . .
effect) inregion

Source: Young Gui Kim, “Korean Perspectives on the Trans-Pacific Partnership,” presenta-
tion file, 2013.
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RET in the Asia-Pacif ic Region

The Asia-Pacific region has been emerging as the nucleus of the global
economy, given the region’s many fast-growing markets. Figure 2 shows
that the economic growth rate of East Asia is expected to increase up
to 7.2 percent in the period from 2010 to 2015. This market, therefore,
provides huge trade opportunities. Presented with these opportunities,
South Korea is eager to sustain its growth momentum by building coop-
erative networks with emerging economies.

In addition, strong production networks, which are achieved through
high intraregional trade and investment between Asia-Pacific economies,
allow members to enjoy the benefits of their comparative advantages. As
shown in Figure 3, the share of intraregional trade between Asia-Pacific
economies—such as that reached in the RCEP and ASEAN—has in-
creased to 43.7 percent and 24.2 percent, respectively.

Projected economic growth rates (%)
(Average for 2010~2015)

» Asian economies have recovered
rapidly and strongly after the global
financial crisis, outperforming
advanced countries.
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Source: Young Gui Kim, “Korean Perspectives on the Trans-Pacific Partnership,” presenta-
tion file, 2013.

FIGURE 2 Fconomic Growth Rates
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FIGURE 3 Share of Intraregional Trade

But now, South Korea needs to look beyond the Asia-Pacific region
and to seek a more solid foundation for further prosperity by enhancing
the role of institutional arrangements. REI can secure de facto integra-
tion by providing a legal framework and serving as a new driving force of
sustainable economic growth.

ONGOING NEGOTIATIONS

CJK (Trilateral) FTA

Following the APEC Leaders' Meeting at the summit of 1999, three enti-
ties—the Development Research Center (DRC) of the State Council of Chi-
na, the National Institute for Research Advancement (NIRA) of Japan/In-
stitute of Developing Economies of the Japan External Trade Organization
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(IDE-JETRO),? and the Korea Institute for International Economic Pol-
icy (KIEP)—began trilateral joint research on establishing an F'TA among
China, Japan, and South Korea.> From 2003 to 2009, they conducted
the joint research on the CJK FTA (China-Japan-Korea FTA), and an-
nounced the launch of CJK FTA negotiations in November 2012.* Most
recently, the fourth round of negotiations was held in March 2014 in Seoul.

The CJK FTA aims at establishing a milestone for economic integra-
tion in Northeast Asia.’ To attain a comprehensive and high-level FTA,
the CJK FTA wants to bring consistency to the WTO rules, to balance
competing interests, and to allow for consideration of sensitive sectors.®

South Korea’s strategy for the CJK FTA is linking it to existing F'TAs
and the RCEP. thereby promoting coherence and avoiding the “spaghet-
ti bowl effect.” Coordination is needed in terms of modalities, rules of
origin, and customs procedures.

The RCEP
In the context of ASEAN centrality, an ASEAN framework on the
RCEP was adopted at the 19th ASEAN Summit in Bali, November
2011. The negotiations were also launched by ASEAN and its six FTA
partners (Australia, China, India, Japan, South Korea, and New Zealand)
at the East Asia Summit in November 2012. The RCEP aims to be a
comprehensive, high-quality, and mutually beneficial economic partner-
ship agreement among the ASEAN member states and ASEAN FTA
partners. Srinivasa Madhur (2013) of the Asian Development Bank stat-
ed, “RCEP aims primarily at harmonizing existing rules and their ap-
plication within the various ASEAN FTAs.”” The RCEP would lead to
greater economic integration, support equitable economic development,
and strengthen economic cooperation among the economies involved.®
The official home page of ASEAN states the following: “Consistent
with the RCEP Leaders’Joint Declaration on the launch of negotiations
for the RCEP of November 20, 2012, and the guiding principles and
objectives for negotiating the RCEP endorsed by RCEP ministers on
August 30,2012, the RCEP negotiations will aim to:

e achieve a modern, comprehensive, high-quality, and mutually ben-
eficial economic partnership agreement establishing an open trade
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and investment environment in the region to facilitate the expansion
of regional trade and investment and contribute to global economic
growth and development; and

e boost economic growth and equitable economic development, ad-
vance economic cooperation, and broaden and deepen integration in
the region through the RCEP, which will build upon our existing eco-

nomic linkages.”

Yoshifumi Fukunaga and Ikumo Isono (2013) suggested that the
RCEP should introduce many convergent rules, such as a common con-
cession approach, a clear definition and approach about nontarift barriers,
a general rule for establishing specific ROO (rules of origin), a region-
wide approach to trade facilitation and economic cooperation, and a pri-
oritization of service sectors to strengthen East Asia’s links with global
production networks.!

South Korea will play an active role in the RCEP negotiations,
especially in light of its high intraregional dependency, its accumulated
experience in forming FTAs with major economies, and its role as a
middle-rank power in the context of regional economic cooperation.
Whereas South Korea should pursue bilateral FTAs with the RCEP
participants and coordinate with the CJK FTA, it is necessary to take a
strategic approach to deepen and make use of the production networks
in East Asia through the RCEP, rather than focusing on concessions. To
penetrate China’s domestic markets, with ASEAN members as a pro-
duction base, South Korea should build not only a competitive relation-
ship, but also a win-win relationship with China.

The TPP

The Trans-Pacific Partnership (TPP) was originally conceived in 2003
by Singapore, New Zealand, and Chile as a path to trade liberalization in
the Asia-Pacific region. Then known as the Trans-Pacific Strategic Eco-
nomic Partnership Agreement, it grew when Brunei joined negotiations
in 2005, and the agreement was concluded in 2006. In March 2008, the
United States joined the negotiations to conclude the still-outstanding
investment and financial services provisions.



REGIONAL ECONOMIC INTEGRATION STRATEGY OF SOUTH KOREA 263

The trans-Pacific option for region-wide trade liberalization was de-
veloped further, resulting in the emergence of the TPP initiative. On
November 12,2011, the leaders of nine Trans-Pacific Partnership econo-
mies—Australia, Brunei, Chile, Malaysia, New Zealand, Peru, Singa-
pore, Vietnam, and the United States—announced the achievement of
the broad outlines of an ambitious, twenty-first century TPP agreement
that would enhance trade and investment among the partner economies;
promote innovation, economic growth, and development; and support
the creation and retention of jobs." With Canada, Mexico, and Japan
now joined, the 12 members are involved in shaping trade and invest-
ment rules.

A Congressional Research Service report (Fergusson 2013) described
the TPP as a “comprehensive and high-standard” FTA that aims to
liberalize trade in nearly all goods and services, and to include com-
mitments beyond those currently established in the World Trade Or-
ganization (WTO)." It also stated that the “TPP could help promote
and ensure the longevity of domestic economic policy reforms... TPP
is viewed as an important element in the US rebalancing toward Asia...
TPP could serve as a building block for a more viable multilateral trade
system that responds to trade challenges of the twenty-first century.”"

In November 2013, South Korea expressed its interest in joining the
TPP. With regard to South Korea’s accession to the TPP negotiations,
Sangkyom Kim (2011) stated, “as one of the main objectives of the TPP
is setting a new standard for global trade by incorporating a wide range
of crosscutting issues, the opportunity cost South Korea should pay will
be substantial when the TPP is successfully formed.”

CONCLUSIONS: POLICY DIRECTIONS FROM A SOUTH
KOREAN PERSPECTIVE

South Korea maintains the stance that an open regime is vital for every
trade arrangement with its trading partners. The thought is that one of
the final goals of trade liberalization is the achievement of an FTAAP
(Free Trade Area of the Asia-Pacific). As a pathway to an FTAAP, ongo-
ing negotiations such as the CJK FTA, the RCEP, and the TPP become
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Source: Younggui Kim (2013), “Korean perspective on the Trans-pacific partnership.” Pre-

sentation material.

FIGURE 4 New Trade Roadmap

important. In view of the current political and economic situation of
South Korea, conditions seem ripe for achieving national consensus on
joining the TPP. The TPP might emerge as one of the premier rule-
setting processes shaping new global trade norms, and, in my opinion,
South Korea needs to participate. It should strive to become a regular
contributor to the process of harmonizing regional trade arrangements.
In fact, just as South Korea was able to smoothly move forward with
its consultations with TPP members, so too will South Korea’s official
engagement into the TPP facilitate and trigger the realization thatitis a
meaningful endeavor, and that significant regional trade agreements will
eventually lead to a broader Asia-Pacific community.

In the development of REI negotiations, South Korea will play the
role of incubator to harmonize regional trade arrangements, and as
linchpin in the regional integration in the Asia-Pacific region.
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Source: Younggui Kim (2013), “Korea-US F'TA and Prospects of Korea-China FTA.”

Presentation material.

FIGURE § South Korea’s Role in Regional Economic Integration
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How to Push the WTO
Doha Round in the Current
RTA Talks?

Winichai Chaemchaeng, Director of the International Institute
for Asia-Pacific Studies, Bangkok University

Since the World Trade Organization (WTO) launched the Doha De-
velopment Agenda (DDA) in 2001, the global economy has grown larger
and the trading system has become far more complex. In turn, solutions
through multilateral negotiations have proved elusive. While progress
has been recently made at the Bali Ministerial Conference, many criti-
cal issues remain open. Meanwhile, a large number of smaller bilateral
and regional trade agreements (RTAs) have been concluded addressing
similar agendas. These developments raise urgent questions about the
future of the world trading system and about potential complementari-
ties between global agreements and RTAs.

'The DDA Work Programme of 2001 covered a wide range of issues
divided into several negotiating clusters: agriculture, services, market
access for non-agricultural products, trade-related intellectual property
rights (TRIPS), trade facilitation, WTO rules, dispute settlement un-
derstanding (DSU), trade and environments; and non-negotiating is-
sues, i.e., investment, competition policy, transparency in government
procurement, implementation issues and concerns, electronic commerce,

267
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small economies, trade debt and finance, trade and transfer of technolo-
gy, technical cooperation and capacity building, less developed countries,
and special and differential treatment.

Meanwhile, WTO membership has increased from 143 members
with China’s accession at the Fourth Ministerial Conference to 159
members at present. The WTO Doha Development Round that was
to be concluded by 2005, or within four years, has been negotiated and
extended for 12 years, but the conclusion is still far away.

THE CHALLENGES OF THE DOHA NEGOTIATIONS

It was hopeful in the Seventh Ministerial Conference in December 2009
that the Doha round could be wrapped up by the end of 2010. However,
while the negotiations brought promising agreements concerning nonagri-
cultural market access (NAMA) and agriculture, two major members were
unable to bridge their disagreement on the threshold or import triggers
for the operationalization of agriculture’s special safeguard mechanism
for developing economies. At the same time, advancements in other areas,
such as services, rules, and trade facilitation, seemed to be forthcoming.

At the conference, there was broad agreement that the growing num-
ber of bilateral and regional trade agreements (RTAs) was an issue for
the multilateral trading system, and that there was a need to ensure that
the two approaches to trade opening continue to complement each other.
Some support was expressed for the eventual convergence of the two
approaches. However, the idea of extending to all members the benefits
offered in a regional context was questioned by some.

There were suggestions that while the WTO RTA transparency
mechanism had worked quite well, there was still room for improvement,
through making the mechanism permanent, highlighting the common
elements in different RTAs, and introducing an annual review.!

At the Eighth Ministerial Conference, ministers recognized that
the negotiations were at an impasse, and that not all elements of the
Doha Development Round could be concluded simultaneously in the
near future. Members recognized that they needed to fully explore dif-
ferent negotiating approaches, looking at the possible results that could
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be achieved in different areas. This was done by taking advantage of the
ministerial declaration that allowed members to reach provisional or de-
finitive agreements, based on consensus, before they had fully concluded
the single undertaking.

Ministers stressed the centrality of development. Many underlined
the need to give priority to issues of interest to least-developed econ-
omies (LDEs), including cotton. Many mentioned the importance of
all three pillars—market access, domestic support, and export compe-
tition—in the agriculture negotiations. They also mentioned trade fa-
cilitation, special and differential treatment (S&D), an S&D monitor-
ing mechanism, and nontariff measures. To unlock the current impasse,
agreements would have to be reached about the balance in contributions
and the responsibilities between emerging and advanced economies.

In addition, the ministers pointed to the growing number of RTAs
and stressed the need to ensure that they remain complementary to, and
not a substitute for, the multilateral trading system. In that regard, many
ministers stressed the need for the WTO to address the systemic impli-
cations of RTAs for the multilateral trading system, and to study trends
in RTAs and report to the Ninth Ministerial Conference.?

THE BALI PACKAGE

The WTO Ninth Ministerial Conference, held December 3-6, 2013, in
Bali, Indonesia, produced an outcome called the “Bali Package,” which
is comprised of three main issues: trade facilitation, some agriculture,
and some development issues.’ The possibility that an accord might be
reached that covered only a part of the full agenda was anticipated early
on in the Doha negotiations. Ministers agreed in launching the round
that “agreements reached at an early stage may be implemented on a

provisional or a definitive basis.”

On Trade Facilitation

The ministers agreed to the draft Trade Facilitation Agreement (TFA),
which was designed to facilitate the importation, exportation, and tran-
sit of goods, and has been divided into two sections. The first section
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includes 13 detailed customs rules, such as shortest possible time for
the release of perishable goods; fees and charges for customs procedures,
which are not in excess of the service cost; a risk management system for
customs control on high-risk consignments, and procedures to expedite
the release of low-risk consignments. The second section is about flex-
ibilities, or special and differential treatment, given to developing econo-
mies and least-developed economies (LDE). The principles are applied
through the implementation of three categories of provisions, namely,
to implement on the date the agreement takes effect, on a date after a
transitional period, and on a date after a transitional period that included
capacity building. The WTO members were required to complete inter-
nal legal procedures before the ratification period, extending from July
31, 2014, to July 31, 2015, and requiring two-thirds of WTO members
to legalize it as a WTO agreement.®

On Agriculture
'The ministers agreed upon the Tariff Rate Quota Administration Provi-
sions of Agricultural Products, as defined in Article 2 of the Agreement
on Agriculture. The agreement required transparency in tariff rate quota
(TRQ) administration, and for those with unfilled quota to improve
their TRQ_administration methods to allow for more imports. WTO
members that had imports of less than 65 percent of quota for three
successive years needed to adopt a “first come, first serve” method of
TRQ_administration, or to initiate automatic licensing for a period of
at least two years. Such requirements are not applicable to developing
economies, which may choose other TRQ_administration methods or
maintain their current methods. However, the flexibility for developing
economies will be reviewed in the Twelfth Ministerial Meeting as res-
ervations have been made by the developed economies on extending the
provision.®

In addition, the Ministerial Declaration stated that WTO members
would proceed with the elimination of all forms of agricultural export
subsidies, and would maintain export subsidies at a level significantly
lower than the commitments under the Agreement on Agriculture.”

The ministers also enacted an interim solution, which was termed
“due restraint,” allowing developing economies to take exceptions on
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the public stockholding of food for security purposes. Members were
instructed to refrain from challenging these exceptions through the
WTO dispute settlement mechanism. Members of developing econo-
mies would be considered compliant in meeting their obligations under
the Agreement on Agriculture, even though the subsidies were in excess
of WTO commitment levels, provided the following requirements were
met: notification of relevant information, including stocks, prices, and
quantities bought, as well as prices and quantities sold, production, and
exports; the program could not distort trade or have an adverse impact
on food security in other economies; affected members had to be con-
sulted; and the Committee of Agriculture could monitor the program
until a permanent solution was achieved. The requirements for imple-
menting the program were designed so that developing economies
could not adversely impact the world market in the period between the
Ministerial Decision on December 7, 2013, and a permanent solution
being reached at the WTO Eleventh Ministerial Conference.®

Moreover, the ministers recognized that general services programs un-
der “green box,” or subsidies having no or minimal trade distortion, could
be made on the grounds of rural development, food security, and poverty
alleviation, particularly in developing economies. The decision was made
to include programs related to land reform and rural livelihood security,
such as: land rehabilitation, soil conservation, and resource management;
drought management and flood control; rural employment programs; is-
suance of property titles; and farmer settlement programs that promote
rural development and poverty alleviation.’

With respect to cotton issues, the ministers decided to enhance trans-
parency and monitoring in relation to the trade-related aspects of cotton,
and to hold dedicated discussions on a biannual basis. The discussions
would take place in the context of the Committee of Agriculture, with
special sessions called to examine relevant trade-related developments
across the three pillars of market access, domestic support, and export
competition in relation to cotton. The development partners were urged
to give special focus to such needs within existing aid-for-trade mecha-
nisms/channels, such as the European Investment Fund (EIF) and the
technical assistance and capacity-building work of relevant international
institutions.”
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On Development Issues

Including LDEs, the ministers agreed to establish a monitoring mecha-
nism on special and differential treatment (S&D). This would be a focal
point within the WTO for analyzing and reviewing the implementa-
tion of S&D provisions and to complement, not replace, other relevant
review mechanisms and/or processes in other bodies of the WTO. The
goal is to facilitate integration of developing and least-developed mem-
bers into the multilateral trading arena. As appropriate, the mechanism
could make recommendations to the relevant WTO body proposing
actions to improve the implementation of S&D provisions, or it could
initiate negotiations aimed at improving the provisions.'!

'The ministers stipulated that developed-economy members not yet
providing duty-free and quota-free market access for at least 97 per-
cent of products originating from LDEs, defined at the tarift line level,
should improve access for such products. Developing-economy mem-
bers that were in a position to do so should also provide duty-free and
quota-free market access for products originating from LDEs, or seek
to improve their existing duty-free and quota-free coverage for such
products.'?

Continuing, the ministers decided that members should develop or
build on their individual rules of origin arrangements as they apply to
imports from LDEs. While the provided guidelines should be consulted,
members may wish to draw up preferential rules of origin for imports
from LDEs under the duty-free, quota-free arrangements."

The Council for Trade in Services (CTS) was instructed to initiate a
process for promoting the expeditious and effective operationalization
of LDE service waivers, and to periodically review the operationaliza-
tion of the waivers and make recommendations on steps that could be
taken toward enhancing operationalization. At high-level meetings of
the Council for Trade in Services, members have been instructed to
indicate sectors and modes of supply where they intend to provide
preferential treatment to LDE services and service suppliers. They are
encouraged at any time to extend preferences to LDE services and ser-
vice suppliers, consistent with the waiver decision, which deliver com-
mercial value and economic benefits. Also, preferences can be granted
to improve market access for LDE services and service providers, in-
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cluding the elimination of economic needs tests and other quantitative
limitations.™

On Customs Duties Moratorium on Electronic Transmissions

In the area of electronic commerce, the ministers decided to maintain
the current practice of not imposing customs duties on electronic trans-
missions until the next session, which has been scheduled for 2015.

On TRIPS Non-Violation and Situation Complaints, members have
been instructed to not initiate complaints under the TRIPS agreement
until recommendations have been made to the 2015 session.

'The ministers recognized the continuing aid for trade need of devel-
oping economies, particularly LDEs. **

They also requested that work continue on developing the relationship
between trade and the transfer of technology, and that recommendations
for increasing flows of technology to developing economies be consid-
ered. 1

The Committee on Trade and Development was instructed to con-
tinue its work on small economies and make recommendations in dedi-
cated sessions.

'The outcome of the WTO Ninth Ministerial Conference, the so-
called “Bali Package,” could serve as confidence-building measures, as
they mostly covered issues concerning developing economies, particu-
larly least-developed economies (LDEs), on agriculture, development,
trade facilitation, and implementation-related issues. The negotiations
on major issues concerning market access and agricultural domestic sub-
sidies, as well as rules, have not yet produced outcomes. However, it is
expected that the package will build momentum for the advancement
and possible conclusion of the Doha Development Agenda.

REGIONAL TRADE AGREEMENTS AND FURTHER
PROGRESS

Whether RTAs are complementary or a substitution of the multilateral
trading system (MTS), trade liberalization is needed to satisfy demand
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for larger markets for goods and services, including the elimination of
restrictive trade measures and effective rules that are responsive to the
changing international trading environment. If the MTS does not re-
spond quickly and effectively to the needs of the business sector, RTAs
become second best for that sector, and it no longer matters whether
they act as substitutes or complementary forces of the MTS.

However, there are some rules and dispute settlement mechanisms
that cannot be dealt with in the RTAs, but only in the M'TS. In bilateral
FTA negotiations, it was not practical or possible to impose agricultural
domestic support levels between the two parties, as the commitments
would have put them at a disadvantage with respect to WTO third par-
ties. Instead, such commitments are best undertaken on a multilateral
basis. In addition, even though both parties could conclude a dispute
settlement agreement on a bilateral basis, adhering to the WTO dispute
settlement mechanism, this path would not be as effective as a WTO
dispute settlement system where greater peer pressure from all WTO
members is exerted, not just from the counterpart in a bilateral trade
agreement.

Most RTAs focus on market access of agricultural products, nonag-
ricultural products, and services far beyond the level normally agreed
to within the framework of the MTS. Tariff eliminations of at least 90
percent of tariff lines and trade volumes are expected for developing
economies, and 95 percent for developed economies, while some RTAs
have gone even further to specify the total elimination of tariffs. Service
liberalization in RTAs has also been much more ambitious. For example,
the ASEAN Framework Agreement on Services targets unconditional
liberalization of cross-border trade and consumption abroad, and sets
the foreign equity participation for ASEAN member states to at least
70 percent. This participation rate includes negotiations on liberalization
parameters, such as the movement of natural persons, as well as mutual
recognition agreements (MRAs) regarding professionals, particularly
skilled labor.

However, many controversial issues cannot be agreed on in RTA ne-
gotiations among WTO members, particularly the Singapore issues—
competition policy, government procurement, investment, e-commerce,
agricultural export competition, investor-state dispute settlement,
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WTO-plus trade-related intellectual property rights, the environment,
labor, etc. Even though most provisions on the aforementioned issues
might be limited to cooperation and require the parties to become mem-
bers of the related international conventions, many imposed additional
obligations and commitments to the parties, beyond that required of the
WTO.

Once WTO members are engaged in RTAs, which usually require
deeper and wider commitments than those under the WTO, their ability
to commit to further liberalization within the framework of the WTO
becomes enhanced. Most-favored nation (MFN) extensions are only
required for other WTO members, particularly in regards to trade in
services. With respect to ASEAN members, they should be comfortable
with negotiated outcomes concerning market access of goods and servic-
es, as agreed upon in the Doha Development Agenda. They are expected
to be in a strong position for negotiating their most important issues. In
Thailand’s experiences negotiating the ASEAN-Japan Comprehensive
Economic Partnership (AJCEP) or the ASEAN-Australia—New Zea-
land Free Trade Agreement (AANZFTA)—which concluded bilateral
negotiations with Japan, Australia, and New Zealand—there were fewer
obstacles and limitations, and greater efforts to reach ambitious goals.

CONCLUSIONS

It was no secret that a conclusion of the Doha Development Agenda
would be difficult to achieve in a single undertaking, where consensus
of 159 economies on a wide range of issues would be needed. Since
the Doha round of negotiations has been at a standstill for too long,
members have begun to investigate difterent approaches, such as those
termed “sequential.” Agreements on the least controversial issues, such
as trade facilitation, development, and some agricultural issues in the
“Bali Package,” could provide momentum for members to go further on
more difficult issues. If WTO members are still not able to find well-
balanced outcomes and continue to prolong negotiations, they might
have to be content with the administration of existing agreements, dis-
pute settlement procedures, and the trade policy review mechanism. But
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those developing economies that did not participate in any regional
trade agreements might be at a disadvantage and feel marginalized in
world markets.

On the contrary, RTA participants, though limited in number, have
normally negotiated agreements on a wider range of issues. In the near
future, issues taken up by the Doha Development Agenda could be ex-
panded to cover all areas mandated by the WTO Ministerial Decla-
ration, following a confidence-building process accorded to developing
economies, particularly LDEs. And some regional trade agreements are
in the process of expanding their membership by new agreements, as
in the case of the Trans-Pacific Partnership (TPP) and the Regional
Comprehensive Economic Partnership (RCEP); of enlarging, as in the
case of the EU; of docking, as in the case the Japan-Thailand Economic
Partnership Agreement (JTEPA) and the ASEAN-Japan Comprehen-
sion Economic Partnership (AJCEP); and merging, as in the case of
the ASEAN community. Beyond that, the Free Trade Area of the Asia-
Pacific (FTAAP) grows more prominent on the horizon.

The RTAs were exempted from WTO MFN treatment, but were sub-
ject to conditions provided in the provisions of the relevant WTO agree-
ments. When it came to rules, most RTAs agreed to apply WTO rules
mutatis mutandis (with necessary changes having been made). However,
RTAs are free to apply higher standards or value-added mechanisms,
such as the creation of joint committees to solve problems on issues
relating to sanitary and phytosanitary (SPS) measures and technical bar-
riers to trade (TBT), or on more wide-ranging issues such as investment,
the environment, and labor.

It would be useful for the WTO Secretariat to keep records of RTA
commitments on various issues, by all parties to the agreements, and to
carefully analyze how effectively those commitments were working. The
WTO Secretariat could conduct the same kind of simulation as was
done in NAMA areas to assure positive outcomes once negotiations
have been concluded. An ideal solution would be to extend most-favored
nation provisions crafted in these RTAs to the design of WTO provi-
sions, docking them in any way possible.

Negotiated RTAs, however, could not serve as a substitute for the mul-
tilateral trading system in the case of rules, particularly rules on agricul-
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ture, trade policy reviews, and dispute settlement mechanisms provided

by the WTO, but they could remain complementary or exist as build-
ing blocks. Given the time it took for the WTO to develop new rules
addressing modern trade issues, the RTAs might be better equipped to

respond in a more timely way to fast-changing trade environments, espe-

cially in the fields of e-commerce, paperless trading, global supply chains,

consumer protection, investment, competition policy, government pro-

curement, trade and finance, trade and technology, and many other areas.
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The Asia-Pacific
Cooperation Agenda

Mowving from Regional Cooperation
Toward Global Leadership

Charles E. Morrison, President, East-West Center

APEC ACHIEVEMENTS AND CHALLENGES

APEC celebrates its twenty-fifth anniversary in a vastly changed region
and world. Since 1989, there has been dramatic economic growth in most
Asian developing countries, especially China; regional integration through
a combination of reduced political and regulatory barriers and the rise of
supply and production chains; and a proliferation of regional institutions
and freer trade and investment arrangements. In a context where there is
also rising demand that institutions of all kinds, including international
organizations, demonstrate concrete outcomes, some would question
whether APEC can claim any responsibility for the region’s achievements.

In fact, it is very difficult to link APEC as an organization in any
specific way to these outcomes. Even the reduction in trade barriers has
less to do with Bogor Goals than with obligations undertaken as part of
WTO commitments, other negotiations, or unilaterally. However, APEC
has been part and parcel of the positive changes that have been occurring
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in the region, and undoubtedly the fact that first ministers, then lead-
ers were meeting on a regular basis provided a positive atmosphere for
international interaction and integration. Prior to APEC, there were no
such meetings; regional cooperation was nonexistent or confined to sub-
regional or highly specialized organizations with no sense of broad and
converging regional interests; and Asia-Pacific engagement in global is-
sues was fragmented and incoherent.!

APEC’s achievements are much more visible to foreign and trade min-
istry bureaucracies than they are to the public, or even to more politically
and policy-aware stakeholders. APEC has proved to be an efficient venue
for the leaders of the region to meet. It has helped build some common
sense of international economic norms and values and strengthened ad-
herence to the international trade system. It has provided a vehicle for
economies with once-limited awareness of the WTO system to better
understand the rules, obligations, and benefits of the system.

While APEC, as a venue for voluntary, nonbinding cooperation, has
not itself been a formal vehicle for negotiating free trade areas, much of
the inspiration for such agreements has been associated with the APEC
process. Freer trade and investment liberalization have been APEC
goals for two decades. Today virtually all the economies in the region
are engaged in one or another of the major free trade negotiations—the
Trans-Pacific Partnership, the Regional Comprehensive Economic Part-
nership, and the Pacific Alliance. APEC itself may not be a rule-making
organization, but it has both deepened adherence to global norms and
rules and inspired more liberal trade rule-making at the subregional or
plurilateral levels.

APEC no longer remains the only broad-gauged trans-Pacific orga-
nization; it has been joined by the East Asia Summit (EAS), which in-
cludes the United States as a member. If we consider APEC and EAS
as complementary institutions in a broad trans-Pacific cooperation and
integration process, this process faces two critical challenges during the
coming decades: Will it effectively generate international cooperation
among the region’s economies in addressing the many continuing and
often deepening challenges of the region? And, perhaps even more sig-
nificantly, can the Asia-Pacific region assume a leadership role in the
global system?
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A GLOBAL CENTURY WITH AN ASIA-PACIFIC CORE

East, Southeast, and South Asia, with a little more than half the world’s
population, are rapidly regaining an equivalent share of world gross
product for the first time in two centuries. There are many reasons to
believe that despite cyclical variability and a longer-term decline in the
growth rates of the more advanced nations associated with the end of
catch-up development and demographic aging, the comparative rise of
Asia within the global system will continue. Human capital enhance-
ments, increased economic integration, technological leapfrogging, and
the growth of middle classes are among the reasons. Projections by the
US National Intelligence Council suggest that by mid-century, China
will have slightly surpassed the United States as the world’s most power-
ful nation, based on a composite index of the many elements of power.?
But while the power and influence of China and India will continue to
rise, and thus Asia’s systemic weight increase, no single country will be as
influential in the international system of the future as the United States
has been in the last part of the preceding century.

The rise of Asia has led to speculation about an “Asian century.” With
a continuing diffusion of power, the coming century is much more likely
to be a global one. However, the international system will have a trans-
Pacific core area with much of the economic power and the potential to
provide global leadership for the further development of international
norms, rules, and cooperation. In this sense, we may be able to refer to
an “Asia-Pacific century.” Two questions arise: Is North America, with
a relatively small share of global population, and a declining share (less
than 25 percent by 2050) of global world product, still relevant? Will the
nations on the two sides of the Pacific really be able to use their power
effectively to assume global leadership? The answer to the first of these is

“yes,” and to the second, “it depends.”

North America’s role is not simply based on its population or eco-
nomic size, but also on the creative dynamism of the American societies,
which are constantly being refreshed by new immigration and a highly
entrepreneurial culture facilitated by a unique interplay between business,
government, and academic sectors, typified by Silicon Valley. Far from
retreating from their historical origins as international “melting pots,”
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the United States and Canada remain open to high and increasingly
diversified levels of immigration, drawing from human talent pools all
over the world. The foreign born in the United States today is estimated
at about 45.8 million of its 310 million people, the highest share for
this country in over a century.” Canada has an even higher proportion
of foreign born, with 7.3 million in a population of 30 million. While
helping the United States to remain a global center for higher education,
advanced research, and cutting-edge technologies, immigrant communi-
ties also inhibit retreat toward “isolationism.” The United States is likely
to continue to provide a leading share of the world’s public goods, espe-
cially in such areas as international security, disaster relief, and financial
systems.

The second question of whether the Asia-Pacific region will step up
to global leadership depends on a number of factors and deserves more
attention. It may be likely, but there is no guarantee. To be an effective
core leadership area, the region needs to meet a number of requirements.

First, the economies need to be stable and secure units, capable of en-
gaging in cooperation and adhering to international commitments. This
appears positive. Despite many challenges, the quality of governance
continues to improve in most of the region. Second, there need to be har-
monious, cooperative international relations among the societies of the
region and intergovernmental institutions capable of creating common
values, norms, and action agendas. This is currently questionable. The
region’s global role will be limited if territorial disputes persist, diverting
resources and attention from major regional and global issues and chal-
lenges. Only by building a sense of community within the Asia Pacific
can the region become a truly effective force for global peace- and order-
building. Third, there needs to be a continual process of integration and
growing connectivity. This has been occurring and is a key objective of
the APEC process. The major economies of Asia are now more integrat-
ed in terms of trade flows than those of North America, and almost as
much as those of the European Union. Continuing this process, as well
as improving the interconnectedness of the region in transportation and
communication, is an important force for continued Asia-Pacific growth.
Fourth, the economies of the region need to be inclusive domestically,
drawing upon the whole of the resources of their own societies. APEC’s
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goal of “inclusive” growth is important in this regard, as well as in con-
tributing to the first goal of a “stable and secure unit.” Fifth, the APEC
economies need to be inclusive internationally, that s, take into account
the sensitivities and interests of nations outside the region. Finally, the
region will need intellectual, policy, and educational hubs for creative
policy ideas and regionally and globally focused leadership training. Just
as an integrating Europe required individuals grounded in their own
nationalities but with a European sense of challenges and opportunities,
the Asia-Pacific region will require such individuals with broad regional
and global knowledge.

This last requirement should be a major objective of APEC’s work-
ing agenda on education. APEC economies can learn lessons from each
other’s experiences, a main current theme of this work, but they should
also strive to build networks of individuals with a similar understanding
of regional and global history, challenges, and desirable pathways to ad-
dress issues. This will be facilitated by the greater mobility of students,
joint venture and multinational educational programs, and a truly re-
gional center for Asia-Pacific leadership education.

THE MEGA-AGENDA FOR APEC

What then are the challenges facing APEC in its twenty-fifth year? The
presenters in this collection will undoubtedly offer many useful, specific
directions. The focus here is on the longer-term regional challenges most
relevant to an emerging global agenda.

The first challenge, and an essential requirement for all else, is to
strengthen the international cooperative relations of the region. This
requires overcoming issues of history and focusing on issues of common
concern to the APEC community as a whole. In the past, APEC and
other regional bodies have been used to dampen regional tensions and
reassure populations that leaders remain engaged. But in recent years,
leaders have not made such use of APEC and this may have contributed
to regional misunderstandings and tension.

Secondly, there are architectural questions, both within the Asia-
Pacific region and between this region and other regional systems and
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the global system. There is no particular reason that any institution, in-
cluding APEC, needs to survive in its current form or with its current
name. What is important over the longer term is that the process of
Asia-Pacific cooperation and economic integration continue. The cur-
rent architecture of institutionalized regional cooperation with its dif-
ferent components remains a work in progress. The relationship between
the East Asia Summit, with its ASEAN base and politico-security di-
mension, and APEC, with its socioeconomic agenda, will need to be
sorted out. Fragmentation into separate processes, however temporarily
necessary, undermines political attention and commitment. Moreover,
the subregional building blocks of cooperation will need to be filled in.
While healthy cooperation takes place in Southeast Asia, Oceania, and
the Americas, regional cooperation in Northeast Asia and the North
Pacific is quite limited.

Third, APEC should enlarge its stakeholder community within the
APEC economies and demonstrate more forcefully its relevance and
benefits for the economies as a whole. For the most part, knowledge of
and interest in APEC has been confined to bureaucracies. Most of the
nongovernmental outreach has been directed toward segments of the
business community, as illustrated by the existence of only one advisory
committee, the APEC Business Advisory Council. While the business
community is an essential sector to be served through APEC, regional
integration processes need parallel structures involving parliamentarians
and even local political figures, as well as NGOs. Although such in-
volvement does take place, it is usually in settings peripheral to the “core
business” of APEC.

Fourth, it is clear that parts of Asia and the Pacific are in the fore-
front of some of the world’s biggest demographic, environmental,
and health challenges. If there are models of cooperation in APEC
in these areas, they will quite naturally propel the Asia-Pacific region
into global leadership roles. Northeast Asia, for example, has some of
the world’s lowest fertility rates, and Japan and possibly Russia already
have shrinking populations. Urbanization is at very high levels or oc-
curring at very high rates in many of the APEC economies. Integrating
new citizens into urban communities, providing robust and equitable
services, and retaining vitality in rural areas are significant issues not
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only in themselves, but also to the overall well-being of societies and the
quality of their international relationships. With its dense populations
and rapidly changing diets and lifestyles, Asia is also at the forefront of
many health and environmental challenges. While the medical aspects
of these are best dealt with in other forums, general health policies are
a legitimate and important topic for APEC cooperation. Sustainable
resource use and the environmental agenda for all of the economies
have become very acute issues, as attested by the urgent attention the
Chinese leadership has vowed to give clean air and water, but the Asia-
Pacific regional cooperation agenda in these areas remains underdevel-
oped. Finally, as mentioned above, APEC should give much greater at-
tention to its education agenda, particularly addressing the task of how
to prepare the people of the region for a twenty-first century economy
and for global leadership.

POLITICAL CHAMPIONS

Strengthened cooperation in APEC and global leadership from the
Asia-Pacific region will, in the end, be driven primarily by the quality,
imagination, and attentiveness of political leadership, especially in the
larger economies. Without such leadership, modes of cooperation tend
to become routinized and bureaucratized, and progress to become in-
cremental. Unfortunately, today’s leaders are often highly distracted by
the increasingly complex task of domestic governance, combined with
responsive rather than proactive approaches to foreign policy issues. But
we have a number of new regional leaders who may look upon APEC
and the broader regional integration process with fresh eyes. Perhaps this
new team of regional leaders can help to formulate a new and workable
Asia-Pacific dream.
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