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Multilaterism in a Regionalizing World: 
NAFTA, FTAA, APEC and All That 

 
John M. Curtis* 

 
 

Abstract: International trade has benefited over the past half-century from unilateral, 
regional and multilateral liberalization; looking into the future, all approaches can 
yield further benefits, the magnitude depending on the stage of economic/political 
development of the liberalizing country as well as contextual factors. Because global 
trade is concentrated between neighbours, regional agreements (RTAs) allow faster 
extraction of the benefits from trade. However, RTAs have costs (trade diversion, 
distortions associated with complex rules of origin and the structure of preferences, 
etc.). Multilateral liberalization minimizes those costs by reducing the available margin 
of preference that RTAs can confer on participants. Regional and multilateral 
liberalization and rule-making can thus be viewed provisionally as complementary and 
mutually supportive. In a post-9/11 context, the frictional costs (including uncertainty) 
of accessing the US market have increased, prompting consideration by some of 
deepening (or expanding) NAFTA to offset these costs. Europe has agreed to expand its 
common market to include up to 10 more countries in 2004. South American 
regionalism has suffered severe setbacks and the challenges facing FTAA negotiators 
have increased because of financial crises in the southern cone, but the hemispheric 
process continues to roll along with a January 2005 deadline. In East Asia, the Asian 
Crisis has prompted increased regional cooperation in capital markets. Japan’s 
willingness to explore regional alliances and China’s recent overtures to ASEAN and 
separately to Japan and Korea for regional trade pacts intensify the regional dynamic in 
that part of the world.  With a strong outcome in the Doha Round hinging on the 
outcome of the Cancun WTO Ministerial, which will take place under the cloud of a 
spate of recent trade-restrictive actions by key global players, the centrifugal forces of 
regionalism at present appear stronger than the centripetal forces of multilaterism. Yet 
the latter is required to confirm the benefits of the former.  Contrary to popular opinion, 
APEC is not a regional trade arrangement but rather a powerful ally of multilaterism by 
promoting “open regionalism” across several major regional preferential groupings 
and supporting WTO liberalization. APEC, and its intellectual handmaiden PECC, 
therefore have an especially important role to play in countering continental drift that is 
giving every sign of widening the Pacific. 
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1. Introduction 
 
The world of trade policy is rarely tranquil.  Nowadays, it is hectic, if not turbulent, with the 
clarity of vision of the past fifty years less apparent.  The Doha Round of multilateral 
negotiations, launched under the trying circumstances post 9/11, is in motion but facing severe 
headwinds from a flurry of protectionist actions, most importantly by the purported champion of 
more open markets, the United States—although this is not to ignore the recent European Union 
decision to extend the essence of the Common Agricultural Policy for much of the decade—and 
growing pessimism about the outcome of the upcoming WTO Ministerial in Cancun, Mexico.   

Meanwhile there is a flurry of activity on the regional and bilateral fronts—some ninety-four (94) 
new Article XXIV arrangements have been notified to the WTO since its creation on January 1, 
1995 and many more are in the offing.1 A further twenty (20) regional integration agreements in 
respect of services have been signed under GATS Article V, while the WTO enabling clause has 
allowed a further six (6) regional agreements (including a free trade agreement between India and 
Sri Lanka) to get underway.2 No corner of the world is without some regional or bilateral trade 
dynamic as various countries seek to be their own hubs rather than someone else’s spokes—
implicitly therefore securing their place at the expense of others in what seems to be an 
increasingly uncertain global trading environment. 

There is a minefield of issues to walk through in providing an objective assessment of the role of 
preferential regional and bilateral trade agreements—which I will refer to generally as RTAs—in 
global trade policy.  Preferences are, in trade law and in economic policy terms, essentially 
synonymous with discrimination; RTAs thus raise one of the oldest of “trade and…” issues, 
namely trade and discrimination.3 They bring with them, along with the scope to create additional 
trade and explore new trade rules, the possibility of trade diversion, distortion of relative prices, 
and proliferation of rules. These effects can be especially severe when external tariffs are high, as 
they often still are in developing countries. In the end, the result can be what The Economist 
recently described as “a befuddlingly complex series of overlapping deals, each with its own 
pattern of preferences, schedules and exclusions.”4  

                                                 
1 Source: WTO website http://www.wto.org/english/tratop_e/region_e/provision_300602_e.xls, accessed 

December 23, 2002. 
2 Ibid. 
3 The early critical work on RTAs is associated with Jacob Viner, The Customs Union Issue (New York, 

Carnegie Endowment for International Peace, 1950). The more recent revival of interest in this issue was prompted 
by the Single European Market initiative launched in 1986, the contemporaneous negotiation of the Canada-US FTA 
and the chatter in East Asia about a bloc in that part of the world that eventually prompted the formation of the Asia 
Pacific Economic Cooperation forum (APEC) in 1989. For a review of the discussion of the late 1980s/early 1990s 
from a multilateralist perspective see Jagdish Bhagwati, “Regionalism versus Multilateralism”, The World Economy 
15(5), 1992: 535-555. For a recent overview, see James Mathis, Regional Trade Agreements in the WTO, General 
Agreement on Tariffs and Trade: Article XIV and the Internal Trade Requirement, (The Hague: TMC Asser Press, 
January 2002) 

4 See, “Coming Unstuck”, The Economist, November 2, 2002, p. 14. 
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The thesis advanced in this paper is that regionalism can be a positive force, but only in the right 
circumstances; and that the right circumstances are provided by a strong multilateral system 
where the margin of preference that regional pacts can confer is small.  To paraphrase Oscar 
Wilde, I will argue “The Importance of Being Multilateral”, even (and perhaps especially) in a 
rapidly regionalizing world.   

Further, I will suggest that, in Asia Pacific, the real role of APEC is not that of a regional trade 
arrangement, as it is sometimes mistakenly described, but as an adjunct to the multilateral 
system: this reflects its long-standing advocacy for “open regionalism” in direct opposition to 
preferential arrangements and its role as a rallying point for WTO-based liberalization. PECC, as 
APEC’s intellectual handmaiden, thus plays an important role in supporting this role of Asia 
Pacific’s leading economic forum. 

 
2. The Game that is Afoot: Competitive Regionalism 

While many of us like to think that the global trading system is working well overall, The 
Economist charges that, today, “global trade takes place on a playing-field as level as the 
Himalayas, with the added spur to trade and investment of not knowing what the contours will be 
from one month to the next.”  The concerns that inform this charge are spurred largely by the 
current flurry of activity in formation or discussion of regional and bilateral preferential trading 
arrangements. 

There is little question that the game today in international trade is regionalism.    

The standard bearer for regionalism has long been the European Union.  Over the years, the 
European economy has received a series of boosts from deepening and widening the customs 
union that has been evolving since 19685. This dynamic will continue: the EU has recently 
signalled a strong commitment in the form of recent acceptance, by 2004, of ten new members 
(Poland, Czech Republic, Hungary, Slovakia, Slovenia, Malta, Cyprus, Latvia, Lithuania and 
Estonia) to their regional club. This development will expand the EU’s common market 
significantly. Further expansion is more or less committed (Bulgaria and Romania) and/or to be 
discussed (Turkey).  Regional integration within Europe is complemented by the extensive web 
of bilateral/plurilateral agreements that the EU has struck with eastern European and non-
European partners; this web is now so extensive that only a handful of significant trading 
countries (Canada included) trade with the EU on the basis of the Most Favoured Nation  
clause—perversely, this has morphed into what now could more accurately be labelled “Least 
Favoured Nation” status. 

The Americas are also awash in regional/bilateral activity.  

                                                 
5 On July 1st, 1968, the European Customs union enters into force.  Remaining customs duties in intra-Community 
trade are abolished 18 months ahead of the Rome Treaty schedule and the Common Customs Tariff is introduced to 
replace national customs duties in trade with the rest of the world.  http://europa.eu.int/abc/history/1968/1968_en.htm  
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The most comprehensive current initiative is the Free Trade Area of the Americas (FTAA) 
process.  The momentum of this process has clearly been weakened by the financial crises that 
have swept South America since contagion from the Asian Crisis hit Brazil in 1998, and arguably 
by the widening of the US external deficit which inter alia reduces the ability of the US to 
provide the market opening required to underwrite the deal—indeed, the United States must be 
looking at the FTAA as a market opportunity to help resolve its own external deficit problems.6  
On the one hand, popular support in South America for the “globalization” strategies of the 1990s 
has waned with the collapse of benefits from those strategies. Argentina has had what has been 
termed the worst peacetime economic collapse in the history of industrialization. While it has not 
turned its back on trade, questions are being asked about how Argentina, never mind the 
international economic community, managed its engagement in the global economy.  Brazil, 
meanwhile, faces a great challenge in walking a tightrope between asphyxiating domestic growth 
through austerity measures and generating sufficiently large primary surpluses to keep its public 
debt from exploding in the face of extremely high real interest rates. The fate of other South 
American countries hangs very much in the balance as South America’s linchpin economy 
struggles to restore the positive dynamic of the 1990s, which for the five years since the spillover 
effects from Asia’s crisis has proven elusive.7 Nonetheless, the FTAA Ministerial in Ecuador in 
                                                 

6 There is an interesting parallel between the FTAA and European integration in that the motive for the 
FTAA is in part political, as underscored by the essence of the bargain: democratization for market opening.  At the 
same time, the political consensus for the process lacks the power behind Europe’s process—the lessons of Europe’s 
wars over the past 500 years and partially into the last century, made the main European protagonists, France and 
Germany, willing to underwrite in some sense the formation of the Union.  There is no equivalent intensity of 
purpose in the United States. 

7 While the FTAA would ideally represent a solution to the bouts of instability that Latin America has 
suffered in the past few decades, there are good grounds to believe that it alone cannot solve a more fundamental 
issue of trade-finance coherence created by the economic geography of the Americas.  In financial terms, the Latin 
American countries are firmly in the orbit of the US dollar.  In trade terms, however, they have highly differing 
orientations, which should come as no surprise given the geographic and cultural factors that explain trade intensities 
in gravity models.  Latin American countries’ trade is oriented in roughly equal measures towards North America, 
Europe and to other Latin American partners. Mexico is oriented primarily toward the United States, with a much 
smaller trade link to Europe and only marginal ties with other Latin American countries.  Brazil is the opposite, with 
much stronger trade links to Europe and relatively small and equal links to the United States and other Latin 
American partners.  Argentina is oriented mainly to Europe and other Latin American partners. The region’s trans-
Pacific links, which are being nurtured by APEC membership of Chile and Peru, are still fairly modest.  Overall, 
however, it is Chile and Peru that are the most diversified in terms of their trade patterns. The diversity of trade 
orientation in the region poses problems in the context of the present international exchange rate regime of largely 
floating exchange rates, and in particular given (a) the large swings in real exchange rates of the key international 
currencies (dollar, yen and euro); (b) the revealed proclivity of second-tier currencies to evidence behaviour 
consistent with multiple equilibria and to negotiate the move between such equilibria (which are often quite distant 
from one another) with sufficient rapidity to place great adjustment strains on the real economy; and (c) lengthy 
sustained divergences of currencies from points of equilibrium such as defined by purchasing power parity.  There is 
every potential for exchange rate developments to generate instability in the region with the system of trade acting as 
the conduit.  This is precisely what happened in 1998 when Brazil’s currency was forced into sharp devaluation 
following “contagion” from Russia, and from the euro’s large post-introduction depreciation against the US dollar.  
The main immediate impact of these exchange rate shifts was on Argentina, which effectively faced the equivalent to 
steep tariff increases imposed on its exports by its two main trading partners, Brazil and Europe, and the equivalent 
of large own-tariff cuts (or alternatively large export subsidies) facing its import-competing industries.  Given 
sufficient time, the competitive disadvantage undermined Argentina’s economic position and paved the way for its 
subsequent economic disaster. Since geographic and cultural realities make it unlikely that the FTAA will 
fundamentally alter the trade orientation of South America, the FTAA offers no solution to this fundamental 
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November 2002 was able to keep the process more or less on track with a tentative signing date 
announced for end-2004.8   

In North America, the post-9/11 emphasis in the US on the “homeland” has paradoxically both 
thrown a spanner in the works of regionalism and stimulated discussion of the need to deepen the 
current NAFTA arrangements. In the trade/economic context, the immediate priority has become 
the border measures implemented as part of upgraded security measures. However, as “secure 
trade” threatens to replace “free trade”,9 concern about assuring access to the US market has 
given a new sense of urgency to the ongoing policy debate about NAFTA.  Mexico is on record 
as wanting economic union by 2020. In Canada, there is no policy consensus but considerable 
discussion concerning the source of the puzzling counter-theoretical combination of massive 
expansion of bilateral trade yet diverging productivity and real wage trends in the context of a 
sharp relative improvement in macroeconomic fundamentals but persistence of an exchange 
value for the Canadian dollar well below its purchasing power parity. Some analysts see the 
preferred response as lying in deepening the free trade arrangements with the US10, or moving to 
a common currency through some arrangement.11 The 10-year anniversary of the signing of the 
NAFTA in 2003 will provide fresh impetus to the debate about the benefits of the agreement and 
its predecessor, the Canada-US FTA. In terms of the nuts and bolts of the agreement, the highest 
profile issue has been whether to reopen Chapter 11 in respect of investor-state disputes.  

Meanwhile all three NAFTA partners are independently active bilaterally over and above 
engagement in the FTAA talks. Mexico has long been pursuing bilateral deals (FTAs with the 
EU, Chile, Israel and negotiations with Singapore), as has Canada (FTAs with Chile, Israel, and 
active negotiation with the Central American Four and Singapore, together with some analytical 
exploration of possible deals with Europe and Japan). The US has become newly energized on  

                                                                                                                                                              
coherence problem.  Nor, incidentally, is dollarization any more of a solution; indeed, it works in the wrong direction 
since it only intensifies the coherence problems in the event of future exchange rate shifts. For a fuller discussion see 
Dan Ciuriak, “Trade and Exchange Rate Regime Coherence: Implications for Integration in the Americas”, The 
Estey Centre Journal of International Law and Trade Policy, Volume 3, Number 2, 2002: 256-274. 

8 Ministerial Declaration of Quito. Seventh Meeting of Ministers of Trade of the Hemisphere, November 1st, 
2002. http://www.ftaa-alca.org/ministerials/quito/minist_e.asp.  It nonetheless remains at least somewhat unclear 
how the FTAA would work in conjunction with the other regional RTAs, which differ amongst themselves in terms 
of depth and breadth—NAFTA, Caricom, Mercosur and the Andean Pact in particular. This patchwork quilt of RTAs 
is being further complicated by the flurry of bilaterals/regionals under discussion or active negotiation involving 
FTAA members.  

9 This is the subject of a study by Carolyn Lloyd, “Is Secure Trade Replacing Free Trade?”, in Trade Policy 
Research 2003 (Ottawa: Department of Foreign Affairs and International Trade, forthcoming). The interesting thing 
that is emerging in this research is that secure trade might well turn out to mean, perhaps counter-intuitively, free-er 
trade, in the sense that the smart border initiative, which is based on risk management that allows low risk trucks to 
speed by while higher risk vehicles are subject to greater scrutiny, may actually be more efficient than the border 
arrangements which it replaced. This just might be shaping up to be a win-win positive story. 

10 For further discussion see Wendy Dobson,  “Shaping the Future of the North American Economic Space, 
A Framework for Action” CD Howe Commentary No. 162, April 2002. From 4the Institute’s Border Papers Series. 
http://www.cdhowe.org/english/whats_new/whats_new.html 

11 See Thomas Courchene and Richard Harris, “From Fixing to Monetary Union: Options for North 
American Currency”, prepared for the CD Howe Institute, June 22, 1999. http://www.sfu.ca/~rharris/howe99.pdf 
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this front (FTAs with Israel, Jordan and expanded preferences for Africa and the Caribbean and 
imminent deals with Chile and Singapore).12 

In East Asia, there is a new-found interest in regional arrangements that stands in contrast with 
the region’s history of weak interest in RTAs.13 The heightened interest in RTAs is partly as a 
result of the Asian Crisis, which demonstrated that markets considered East Asia a region, even if 
the members themselves were reluctant to formalize any corresponding relations. This 
reinvigorated the notion of an East Asian Economic Group that excludes Australasia (Australia 
and New Zealand had different dynamics during the crisis, more closely aligned with the 
Americas than with Asia; this latter development has meanwhile suggested the viability of a link 
between NAFTA and the Australian-New Zealand Closer Economic Relations pact).   

In seeking to create a regional economic framework for East Asia, the member economies face 
the issue of the region’s many fault lines, including in geopolitical terms (especially the differing 
relations of the USA to Japan and China), regional politics (the lingering historical mistrust of 
Japan and the plethora of regime types), culturally (especially important in Southeast Asia in the 
post-9/11 context) and economically (as evidenced by the mercantilist rivalries between China 
and Japan in particular).  There is no counterbalancing regional institution with any power to 
bring a regional voice to the issue.  This raises the question of who is to lead?  

Until recently, there would have been no question that Japan would be in the best position to 
lead.  However, the rise of China and Japan’s decade-long economic malaise has made China a 
viable candidate to assume the role, if not today, at least in the not too distant future, as the 
region’s pivotal economic power.  The result appears to be a renewed competition between the 
two, rather than the formation of a partnership.  Thus, while both China and Japan have 
traditionally eschewed regional arrangements, both are now vying to conclude such agreements: 

– Japan has been talking about new trade arrangements to, inter alia, Singapore (with which an 
agreement was recently concluded14), Korea, Australia, and New Zealand, and advocating 
still greater integration in the region.15   

– China, on the heels of acceding to the WTO in 2001, has recently signed a FTA agreement 
with the governments of ASEAN to be implemented in 2010.  The Financial Times expressed 

                                                 
12 US Trade Representative Robert Zoellick is reportedly under presidential orders to “litter the world with 

trade agreements”.  See: “U.S. trade envoy pushes for series of bilateral deals”, The Wall Street Journal, October 25, 
2002, p. B9. 

13 The discussion here follows Dan Ciuriak, “Is the European Exchange Rate Mechanism a Model for East 
Asia?”, paper delivered at the 44th Annual Conference of the American Association for Chinese Studies, hosted by 
The University of Southern California, Los Angeles, October 26-27, 2002; and forthcoming in Asian Affairs: An 
American Review (Spring 2003).  

14 The Japan-Singapore Economic Partnership Agreement (JSEPA) was signed in January 2002.  For a 
discussion, see: Ramkishen S. Rajan and Rahul Sen, “The Japan-Singapore “New Age” Economic Partnership 
Agreement, May 2002, www.economics.adelaide.edu.au/rrajan/pubs/JSEPA_brief.pdf 

15 See for example, “A Sincere and Open Partnership”, speech by the Prime Minister of Japan, Junichiro 
Koizumi, Singapore, January 14, 2002, proposing the establishment of an economic community linking North Asia, 
ASEAN and Australia/New Zealand 
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the view of many when it wrote “The deal reflects China’s desire to strengthen its sphere of 
influence in its own backyard”. 16  Notably, China was prepared to underwrite the regional 
economic integration agreement as the proposal by Prime Minister Zhu promised an “early 
harvest” for Southeast Asian trading partners. 

The motives of the others in the region are less clear.  For ASEAN, the move seems to be 
evidence that its members acknowledge the extent to which its regional organization has been 
weakened by the Asian Crisis in the first instance and by the cultural fault lines within the region 
that have been put in stark relief by the geopolitical turn of events since 9/11, not least the Bali 
bombing.17  Notably, ASEAN’s secretary-general said that the region had little choice but to 
strengthen economic ties with its huge neighbour.  “You can either close yourself off from China 
and crouch in fear or engage more closely.  Although some industries will get hurt, the overall 
impact on both China and ASEAN would be beneficial.”18  Given this lie of the land, the 
emerging regional dynamic in East Asia would seem to be less problematic the stronger the 
multilateral dynamic. 19 

Finally, in Africa, the New Economic Partnership for African Development (NEPAD) appears to 
have energized the renewal of interest in trade liberalization (and hopefully rationalisation)20 on a 
continent that has perhaps the world’s most complex trade environment due to the number of 
regional, extra-regional and multilateral RTAs and preferences applying to its trade flows, many 
of which date from the colonial era. 

 

                                                 
16 See  “ASEAN leaders and China sign for free trade area”, Financial Times, Pg 6, November 5th 2002 
17 These recent developments have only added to the problems that ASEAN has had in generating 

dynamism.  The problems that weighed on the grouping prior to these events include the fact that it was to some 
extent adrift as its Cold War origins no longer gave it obvious direction; and its expansion to include several 
countries (including Myanmar, Vietnam, Cambodia and Laos) which significantly lagged the development of the 
original five members militated against rapid deepening of the pact (not to mention introducing significant new 
issues raised by the differences in governance regimes of the new entrants). Singapore’s various bilateral initiatives 
in recent years have been widely interpreted as indicative of its assessment that ASEAN’s prospects as an economic 
vehicle have dimmed. 

18 See  “ASEAN leaders and China sign for free trade area”, Financial Times, Pg 6, November 5th 2002 
19  Further to the discussion in footnote 7, it is worth observing that the same trade-finance coherence issues 

that complicate the picture for the FTAA also loom large in East Asia.  The region’s currency alignments are 
principally towards the US dollar.  However, while China’s RMB has depreciated in nominal terms over the past two 
decades (and in real terms over the past few years), Japan’s yen has appreciated steeply over the same period.  With 
the RMB still fixed to the dollar, it is poised to depreciate if and when the US dollar does what many analysts expect, 
which is to depreciate as part of the US external adjustment.  Such a further depreciation would simply further 
exacerbate the already existing trade tensions between China and Japan.  For the other regional currencies, insofar as 
they are direct competitors of Japan (e.g., Korea) or are dependent upon Japan for financing (Southeast Asia) but 
continue to be oriented toward the United States in terms of trade, swings in the dollar-yen parity in real terms will 
continue to pose difficulties that will be felt through the system of trade, the more so the more tightly knit the trade 
grouping. 

20 The NEPAD Market Access Initiative sets out as one of its aims to promote and improve regional trade 
agreements. At the present, it appears to be at the “vision” stage.  See http://www.avmedia.at/nepad/indexgb.html  
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3. The Perennial RTA Issue: Building Blocks or Stumbling Blocks? 

In theory, the arguments about RTAs break down into those of a pure economic nature and those 
of a political economy nature.  

The Economic Argument: Regionalism and Trade Creation 

The pure economic arguments are that regional agreements stimulate greater export orientation, 
in part by raising the consciousness of business to look beyond a domestic market and in part by 
reducing the risks of undertaking the investments (which are of a sunk cost nature) needed to 
establish a foreign market presence—advertising, establishment of distribution and service 
support systems abroad, etc.21 The question then becomes whether RTAs generate net global 
welfare gains which in turn depend on whether or not the economic growth engendered by the 
efficiency gains that flow from that increased trade dominate any trade distortion and associated 
inefficiencies in the allocation of resources that arise from the preferential tariff structure and the 
dead-weight costs of administering the arrangement—for example, the costs of monitoring rules 
of origin to enforce the RTA.22  

A reading of the evidence suggests that, while trade diversion has probably occurred as a result of 
RTAs, trade creation on balance has dominated leading to welfare gains being made from RTAs. 
This is certainly the logical conclusion from the empirical results from gravity models that 
membership in an RTA boosts trade substantially.23  

Some key quantified “stylized facts” concerning trade-inhibiting factors that have been identified 
in the gravity model literature are as follows:24 

1. Borders: two firms located on opposite sides of a national border trade two thirds less than if 
they were located in the same country.  

                                                 
21 See Caroline Freund, "Different Paths to Free Trade: The Gains from Regionalism," The Quarterly 

Journal of Economics, Vol. CXV, No. 4, November 2000. 
22 The administrative costs for government agencies and private sector importers and exporters in 

establishing the origin of products for tariff purposes increases the greater the incentives for importers and exporters 
to circumvent them by repackaging imported goods for onward export.  In countries with low income levels, the 
incentives can easily lead to corruption, raising the administrative requirements of policing the system for all 
concerned.  This is an unseen cost of trade that rises as RTAs proliferate.  Avoidance of these costs is one of the 
major incentives for countries that trade heavily with each other to create a customs union. 

23 The strength of the impact of regional arrangements is not entirely undisputed. Insofar as trade deals or 
monetary arrangements are prompted by the fact that two or more countries trade intensively for other reasons, there 
is a possibility that the empirical evidence overstates the potential to expand trade: the flow of causation might well 
be from trade to these policy initiatives rather than vice versa, as we might suppose. 

24 These assessments are taken from Jeffrey A. Frankel, "Assessing the Efficiency Gain from Further 
Liberalization," paper delivered at the conference Efficiency, Equity and Legitimacy: The Multilateral Trading 
System at the Millennium, Harvard University (June 1-2, 2000). This paper is available online at 
http://www.ksg.harvard.edu/cbg/trade/frankel.htm. 
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2. Distance and contiguity: if two countries are not adjacent, trade falls by half, with a further 1 
percent decline in trade for each 1 percent increase in distance between them.  

3. Currencies: use of different currencies (even if fixed exchange rates are used) reduces trade 
by two thirds, with a further 13 percent reduction due to exchange rate variability.  

4. Culture: if two countries speak different languages, trade falls by half. 

5. Trade rules: if two countries do not belong to a free trade area, trade falls by two thirds – and 
even further if tariff and non-tariff barriers are at the heights typical of developing countries. 

Even ignoring completely the effects of distance and tariffs, and other factors such as being 
landlocked versus having access to a coast and/or shared colonial history, if two countries are not 
immediate neighbours, have different currencies, speak different languages and are not parties to 
an FTA—in other words the typical situation confronting most pairs of nations—the likelihood of 
an international transaction taking place is less than one percent of that of a domestic transaction. 
An FTA increases this propensity to about 2½ %.25  This indicates a powerful trade-generating 
effect. Table 1 summarizes these effects.  

Table 1  
Stylized “Gravity” Effects on Trade Propensity 
Trade-inhibiting Factor Percentage reduction of intensity of cross-border trade 

compared to domestic trade 
Presence of Border 33 % 
Not adjacent 50 % 
Separate currency 33 % 
Exchange rate volatility 87 % 
Different language 50 % 
No FTA 33 % 
Gravity effect, excluding distance and tariffs 0.8 % 
Gravity effect with FTA 2.4 % 
 
This is not to discount entirely the costs of trade diversion; there is some evidence of reasonably 
significant trade diversion, particularly in the case of agreements where there are high external 
tariff to third parties. For example, Mercosur is thought to have had comparatively significant 
trade diversion effects. The European Union’s agricultural policy has clearly had diversionary 
effects.26 With regard to NAFTA, the low average tariffs to third parties suggests general trade 
diversion has been minimal; that being said, issues have been raised in connection with rules of 
origin.27 Moreover, the relatively high textiles tariff that the US applies to developing countries 
                                                 

25 The implied “border effect” for Canada-US merchandise trade from these stylized values is 10.6.  This is 
in good accord with John Helliwell’s estimate of about 12 post-FTA. See John  F. Helliwell, How Much do National 
Borders Matter? (Washington: Brookings Institution, 1998); p. 115. 

26 For example, Canadian and U.S. (Washington State) Macintosh apples have been replaced in the U.K. by 
higher-priced, (and, to some tastes, lower-quality) Granny Smith apples from France. 

27 For example, auto sector rules of origin (ROOs) have been a bone of contention for Japan over the years.  
Even as the role of tariffs in defining regional blocs has diminished, the role of ROOs has increased.  In this regard, 
an adverse consequence of multinationals shifting production from their home bases in industrialized countries to 
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but not to NAFTA partners provides an example of the concern raised about buying into partner 
countries’ patterns of protection.28 All of that being said, the very powerful trade-creating result 
for regional agreements in the gravity model literature is an important argument for regional 
agreements. 

The strong trade creation result for RTAs also plays into the question of whether to devote 
resources to regional vs. multilateral liberalization.  And, on the face of the evidence so far 
considered, the logic for putting the resources into regional pacts is persuasive. This position is 
buttressed by the following set of considerations:  

First, the Article XXIV free trade agreements notified to the WTO—in particular those in 
Europe, North America and Australasia—cover a large amount of the trade between countries 
whose internal trade flows account for 43 percent of the global total (see Table 2).  In addition, a 
considerable further amount of trade is covered by arrangements such as MERCOSUR, ASEAN 
and others that do not meet the criteria for Article XXIV. 

Second, the ongoing multilateral negotiations are being held in the shadow of the eight previous 
rounds that have reduced average tariffs in the industrialized countries to about four percent 
(when Uruguay Round commitments are fully implemented).29 There is simply less protection to 
work on: based on a survey of recent empirical work, the average estimate of the overall potential 
gain in economic welfare from full multilateral liberalization was a surprisingly small 2.5 percent 

                                                                                                                                                              
developing countries is that they have tended to promote special access to their home markets for countries in which 
they invest.  This leads to an insidious use of ROOs, as in the United States’ recent Africa Bill, to favour sourcing of 
intermediate products from the multinationals’ home market. How significant is this latter trend?  Probably quite 
large; producers in Mexico and the Caribbean Basin reached a watershed in 1997, when they accounted for a larger 
volume of U.S. apparel imports than those in the Far East. And for every dollar worth of textile and apparel products 
imported from countries in the Western Hemisphere in 1999, the United States exported to them 58 cents worth of 
products in this sector (including fabric, partial made-ups, and finished goods).  By contrast, the United States 
exported just 4 cents worth of product to Asia for every dollar worth of textiles and apparel imported from that 
region. The Africa-Caribbean Bill enacted in May 2000 extended these preferences to Africa.  Meanwhile, other 
arrangements (such as the “outward-processing program” that applies to US imports from Macedonia and Romania) 
exempt countries from quota limitations if they meet US ROO requirements. For discussion, see Craig VanGrasstek, 
Vernon’s Product-Cycle Paradigm and the Political Economy of Trade: A Comment on Alan Deardorff’s “Market 
Access for Developing Countries”, available at www.ksg.harvard.edu/cbg/Conferences/trade/Comment.pdf.  This in 
turn tends to create classes of developing countries. These arrangements inject a not inconsiderable amount of noise 
into the international price system. 

28 The observation that countries participating in RTAs buy into not only to each others’ markets, but also 
into the trade protection that their partners have against the rest of the world, is not given, in my view, sufficient 
attention.  The implied distortions can be especially costly for small countries entering in RTAs with large countries, 
since the structural adjustments that they make in buying into their regional partner’s trade protection regime place 
them at risk of further structural adjustment if and when these trade protections are reduced through subsequent 
multilateral liberalization. The most serious aspect of this may be that new investment is prompted in existing 
protection schemes—which in turn may tend to harden those protections in the face of multilateral pressures. 

29 See, for example, Sam Laird, “Multilateral Approaches to Market Access Negotiations”, Staff Working 
paper TPRD-98-02, World Trade Organization, http://www.wto.org/english/res_e/reser_e/ptpr9802.doc, , p. 4. 
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of global income.30 Within this average, there was a high degree of variation in the specific 
estimates for gains from liberalization of trade in agriculture, services and manufactures.31 
Obviously only a fraction of that would be derived from the extent of liberalization that could 
reasonably be forecast for the Doha Round; even such gains would be realized only gradually 
over a period of years following negotiation and implementation. 
 
Table 2 
Trade Flows covered by Article XXIV Agreements, 2001 

Agreement Internal Trade Flows, 
2001 (US$) 

Percent of 
Global Total 

European Union (EU) 1,296,617 20.4% 
North American Free Trade Agreement (NAFTA) 619,786 9.7% 
European Free Trade Area (EFTA) 190,934 3.0% 
EFTA bilaterals with others 194,200 3.1% 
Central European Free Trade Agreement (CEFTA) 16,149 0.3% 
Australia-New Zealand Closer Economic Relations (CER) 5,377 0.1% 
All others 407,138 6.4% 
Total within Article XXIV Agreements 2,730,201 42.9% 
Global Total 6,365,100 100.0% 

Source: Direction of Trade Statistics, Yearbook 2002.  Article XXIV Agreements and Membership therein obtained 
from the WTO website http://www.wto.org/english/tratop_e/region_e/provision_300602_e.xls, accessed December 
23, 2002.  Data shown are total merchandise imports of the participants to the RTA from other members of the RTA. 
Since the Article XXIV agreements do not require 100% coverage of merchandise trade flows, the share of total 
trade that is subject to actual free trade conditions is somewhat less than the share of total trade between parties to 
such agreements. 
 
Thus, even to the extent that multilateral liberalization has efficacy in promoting trade growth, 
these considerations argue for modest expectations concerning further gains from this source.  
However, our ability to claim that multilateral liberalization promotes trade growth to any extent 
has recently been challenged by an unsettling result obtained by Andrew Rose in attempting to 
identify the increased trade that could be attributed to WTO membership.32  Using a conventional 
gravity model, Rose found that for 98 countries that joined the GATT/WTO between 1950 and 
1998, membership in the WTO had overall no statistically significant impact on the intensity of 
trade between two pairs of countries. As Rose comments, the findings run counter to common 
sense and thus constitute as much an invitation to future work as a challenge to conventional 
wisdom.  

There are two key facts brought out in Rose’s study that enable the incorporation of Rose’s 
overall results into a theory of the role of the GATT/WTO that is consistent with (a) the common 

                                                 
30 See John M. Curtis and Dan Ciuriak, “The Nuanced Case for the Doha Round”, in John M. Curtis and 

Dan Ciuriak (Eds.), Trade Policy Research 2002 (Ottawa: Department of Foreign Affairs and International Trade, 
2002), pp. 90-91. 

31 If we exclude the high and low estimates for each sector, the average gain was only 1.4%.  In level terms, 
the gains from full liberalization amount to US$790 billion (in respect of the 2.5 percent figure) and US$450 billion 
(in respect of the 1.4 percent figure) scaled up to the estimated size of the global economy in 2002. 

32 See “Andrew K. Rose, “Do We Really Know That the WTO Increases Trade?”, Working Paper 9273,  
http://www.nber.org/papers/w9273, National Bureau of Economic Research, October 2002. 

http://www.wto.org/english/tratop_e/region_e/provision_300602_e.xls
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sense understanding that the GATT/WTO was an important contributing factor to the vast 
expansion of trade and investment in the post-WWII era; (b) the general view that there remains 
important unfinished business for the multilateral trade system to address in the context of the 
Doha Round; and (c) that there is indeed an underlying tension between multilateralism and 
regionalism. 

1) Examining the impacts by decade, Rose reports evidence of positive and significant effects of 
GATT membership in the 1950s. The estimated gains shrink in the 1960s when GATT 
membership expanded and the General System of Preferences (GSP), which does have a 
significant positive impact on trade intensities, was integrated into the GATT framework in 
the context of the Kennedy Round. By the 1970s, the impacts turn negative, they were small 
but positive in the 1980s and unstable in the 1990s.33  

2) Rose also reports a significant impact of GATT/WTO membership for industrial countries, 
especially the originally contracting parties, which constituted the wealthier, most highly 
industrialized countries in the world. 

Provisionally, I am inclined to interpret these results as follows.  

First, there seems to be a general pattern of what could plausibly be considered diminishing 
returns to openness.34 This can be understood on the following basis: since GATT members 
generally extended the MFN tariff to non-members,35 the significant industrial tariff reductions 
within the GATT of the 1950s and 1960s were already reflected in trade flows between GATT 
members and non-members by the time the 1970s came around. Countries joining the GATT 
since the 1970s therefore gained fewer additional benefits beyond those achieved as positive 
externalities to global trade from the early intra-GATT liberalization.   

Second, the findings of positive GATT results for liberalization amongst the industrial countries 
which constituted the early entrants is broadly consistent with the fact that GATT/WTO 
liberalization has been ineffective in liberalizing trade in the areas of interest to developing 
countries who were the later entrants—agriculture and products such as textiles in which they 
have significant comparative and competitive advantage. The framing of the Doha Round as a 
“development round” explicitly designed to enhance the ability of developing countries to benefit 
from multilateral trade in a sense reflected implicitly what Rose’s statistical work reveals. 

Third, the decline in apparent trade gains from GATT accession in the 1960s coincides 
temporarily with the introduction during the Kennedy Round of a generalized tariff preference for 
                                                 

33 Ibid., p. 13. 
34 John Helliwell has made this point in terms of the welfare gains from trade.  See, for example: John  F. 

Helliwell, “Globalization: Myths, Facts, and Consequences”, C.D. Howe Institute Benefactors Lecture, 2000. The 
same point would seem to apply in terms of further reduction of tariffs that have already been reduced to little more 
than nuisance levels and below the level where they would enter in any significant way into trade calculations,  

35 Thus, China’s massive expansion of trade in the 1980s and 1990s was in the context of the extension of 
MFN to China by the US in 1979 and by other major trading partners even earlier.  China’s major tariff reductions 
from an average of 35% to about 16% on the eve of WTO entry would also tend to cloud any statistically significant 
effect on China’s trade from WTO entry.   
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developing countries into the framework of the multilateral system; this evolved into the familiar 
GSP.36 Although the Kennedy Round achieved by far the largest gains in tariff reduction in the 
history of the GATT up to that time, the gains in trade for new entrants since then has been 
associated with the GSP. This finding must be read in conjunction with other work on the pattern 
of global trade that reveals a much more significant degree of under-trading compared to global 
norms between developing regions as compared to between developing and developed regions.37 
Taken together, these observations point to a fault line in the global trading system that to my 
knowledge has not previously been so clearly and starkly demonstrated: that is, the introduction 
of preferences into the system of global trade, quite separately from the Article XXIV 
arrangements, had an important role in shaping the pattern of trade in a hub-and-spoke fashion 
with the industrialized countries at the heart of the system extracting the main benefits. 

Fourth, it is important to bear in mind that a study based on merchandise trade flows would not 
identify such benefits from the later rounds (most notably the Uruguay Round) that derived 
mostly from the agreements dealing with investment, services, and technology transfer, or from 
the refinement of the rules for managing the system, most importantly the development of the 
dispute settlement understanding. Here it is useful to recall Sylvia Ostry’s description of the 
dynamic that led so many developing countries to join the GATT in the Uruguay Round—not 
necessarily because of the immediate market access that was on the table but rather to obtain the 
procedural safeguards of the GATT against unilateral protectionism by developed countries.38 

While the role of the WTO clearly goes beyond the impact of negotiations on merchandise trade, 
it is nonetheless a powerful result that the trade-creating power of a regional free trade agreement 
seems to be much greater for the participants than the gains available from multilateral initiatives. 
The evidence considered above makes a powerful case for the large amount of energy pouring 
into regional trade discussions and negotiations. And, in contrast to previous decades, where the 
fear was that RTAs were being created as “fortresses”, it appears that, given today’s export-
oriented growth agendas, the main motivation for reciprocal trading arrangements appears simply 
to create surer access to foreign markets.  In this context, the end result would be in effect a race 
to bottom in protectionism, not a bad outcome at all. Indeed, conceptually, when members from 
different RTAs sign new RTAs linking the blocs, the effect achieved would be essentially the 
same as a multilateral agreement: in the limiting case, the end result would be global free trade.  
New Zealand’s WTO Ambassador has also argued that this perspective would “also ease 
                                                 

36 For a discussion of the evolution of the initial measures adopted by the GATT in 1965 into the familiar 
General System of Preferences, see Bernard M. Hoekman and Michel M. Kostecki, The Political Economy of the 
World Trading System: From GATT to WTO (Oxford: Oxford University Press, 1996), pp. 236-238. 

37 See IMF, World Economic Outlook, September 2002, Table 3.3: Undertrading in Developing Countries 
1995-99, p. 119. 

38 As she explains, "a new Special 301 of the 1988 Trade and Competitiveness Act was targeted at 
developing countries with inadequate intellectual property standards and enforcement procedures. As the Uruguay 
Round negotiations proceeded, the message in Brasilia and New Delhi [the leaders of a group of developing 
countries resisting the inclusion of the "new trade policy issues" in the round] became clearer: given a choice 
between American sanctions or a negotiated multilateral arrangement, an agreement on TRIPS began to look better." 
See Sylvia Ostry, "The Uruguay Round North-South Grand Bargain: Implications for Future Negotiations," paper 
delivered at the conference The Political Economy of International Trade Law, University of Minnesota, September 
2000.  



 14

concerns about the rapidly spreading network of regional trade agreements, with their varying 
rules and preferences”.39  

 
The political-economy case for regionalism 

Some of the political-economy benefits from regional trade arrangements are generally agreed to 
be the following:  

There are faster negotiating results. The fewer the number of players, the easier it is to establish a 
trade agreement as difficulties over language, details and multiplicity of positions/negotiating 
objectives are resolved more quickly in negotiations. 

! The proof of the pudding is in the eating:  given the number of regional trade arrangements 
(especially if we count bilaterals along with the plurilateral arrangements) that have 
successfully been concluded compared to the slow and intermittent push of multilateral 
liberalization, this claim can surely be upheld. 

“Lock and load”: For developing countries especially, RTAs can help “lock in” domestic 
economic reforms, while at the same time serving as a “learning” experience to prepare for the 
multilateral stage.  

! The behaviour of emerging markets during the recent round of crises suggests that RTAs 
appear to have indeed been effective in “locking in” gains from trade. For example, Mexico’s 
response to its financial crisis in 1994-1995 was undoubtedly shaped by its membership in 
NAFTA; at the same time, membership in NAFTA added to the US interest in stabilizing 
Mexico’s economy and thus arguably strengthened the international support package. 
Similarly, one can point to the fact that there was effectively no backsliding on trade in East 
Asia as the crisis unfolded in that region in the late 1990s, an important contributing factor to 
the speed of the subsequent recovery. This is a matter for interpretation, of course, but the 
commitments to trade through the ASEAN Free Trade Agreement and the WTO arguably 
played a role in shaping the regional response to the crisis. The APEC commitments to free 
and open trade in the Asia Pacific, while not technically an RTA, also may have helped shape 
the response. 

RTAs serve as a testing ground: trading nations pioneer approaches to solving trade problems 
that then serve as the model for multilateral agreements.  

! There have been many developments in regional trade arrangements that have subsequently 
been multilateralized, or which serve as potential models. For example, within NAFTA there 
have been developments of investment protection in terms of investor-state dispute 
settlement, arbitration in disputes between states, and in areas such as the incorporation of 
intellectual property protection, services and trade-related investment in trade agreements.  
Many of these were later instrumental in informing the development of multilateral rules.   

Regional agreements can stimulate progress on multilateral agreements  
                                                 

39 See, Frances Williams, “WTO urged to scrap tariffs on non-farm goods”, Financial Times, November 5th, 
2002. 
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! The usual case cited in this regard is a possible link between the formation of the NAFTA 
with the conclusion of the Uruguay Round. Under some interpretations, NAFTA was an 
insurance policy for the three participants against a failure in the Uruguay Round; at the same 
time, NAFTA is argued by some to have spurred closure in the Uruguay Round.  Similarly, 
there was an acceleration and deepening of the ASEAN Free Trade Agreement (AFTA) in 
response to the APEC commitments to free and open trade in the Asia Pacific by 2010/2020; 
in effect, because ASEAN is embedded in APEC, its members felt that it had to liberalize 
faster and more deeply than APEC to remain relevant. There appears to be some evidence for 
this positive dynamic. 

There are several other claims pf a political economy nature that are sometimes made on behalf 
of regionalism (leading to deeper integration, creating zones of harmony and reducing latitude for 
beggar-thy-neighbour policies) that are essentially subjective evaluations. Deeper integration is 
undoubtedly possible in an RTA context, as shown by the European Union. That being said, the 
political underpinnings for such a development are obviously the key determining factor; there 
can be no presumption that an RTA will progress beyond a trade deal to become something 
deeper. The difficulties that the EU has in negotiations due to pre-commitments made in 
developing internal positions suggest that the “zones of harmony” may be established at some 
cost in flexibility.  Similarly, there is little evidence that nations have not sought to use whatever 
tools are at their disposal to advance their own interests, even within trading blocs; indeed, the 
flurry of bilateral negotiations by members of regional groupings as well as evidence of 
intervention by some central banks to maintain competitive valuations of exchange rates testifies 
to that.   

 
4. The Importance of Multilateralism in a regionalizing world 

Given the above, it appears to be a no-brainer: the way to stimulate trade is through RTAs. Why 
then does the question continue to hang over regional arrangements as to whether they represent 
building blocks or stumbling blocks? What is the case for multilateralism in a regionalizing 
world? 

Generally speaking, the positive empirical assessment of RTAs must be qualified since there can 
be no certainty that RTA formation works in all contexts and will continue to supply a positive 
dynamic in a forward-looking sense.  In particular, there are serious doubts being expressed about 
the ability of an RTA-driven process to deal with the truly difficult systemic issues raised by  
agricultural trade, developing country assistance and the functioning of the dispute settlement 
mechanism. This in turn raises concerns that the energy devoted by many countries to out-
manoeuvring competitors through RTAs is taking the wind out of the sails of the Geneva 
process.40  

                                                 
40 These concerns are growing, particularly in the United States, where the ambitious agenda of bilaterals, 

coming on top of the FTAA process and the ongoing Geneva round threatens to spread scarce negotiating resources 
too thinly, despite expression of confidence that that there will be no “slacking off on the WTO at all” by USTR 
Robert Zoellick. See “U.S. trade envoy pushes for series of bilateral deals”, The Wall Street Journal, October 25, 
2002, p. B9. For an expression of concern that the complications posed by RTAs will undermine the multilateral 
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RTAs probably will not be central to issues that are critical to agricultural trade 

Market access for agricultural products promises to be the linchpin of a successful Doha Round 
outcome—or the shoals on which the WTO round founders.  For the majority of the developing 
countries, there is no other single development in trade that carries as much potential benefit.  At 
the same time, the divisive agricultural trade issues between the major industrialized economies, 
US, the EU and Japan, can scarcely be resolved otherwise than in a multilateral context.  

There are also a number of complex issues concerning agricultural trade on which broad 
consensus would seem to be required—implying multilateral solutions.  For example, there is 
considerable resistance to extending the market competition/trade paradigm from manufactured 
goods to agriculture.  Insofar as this resistance is based on all sorts of reasons that traditionally 
were equated with traditional protectionism, the arguments could be rejected and liberalization 
pursued without qualm.  But machines and biological processes are different. New concerns will 
be driven by industrialization of agriculture—emerging global scare over BSE and similar 
diseases will raise huge issues particularly concerning trade in “inputs” (whether genetic material, 
feedstuff which is the issue in BSE, or genetically modified crops that might “leak” out into 
natural populations).  These are major challenges for the global SPS regime, application of the 
precautionary principle, and ultimately the credibility of the WTO governance regime.  These 
issues may or may not arise in the context of RTAs—probably not since the WTO is the most 
likely locus of activity given the cross-regional nature of agricultural trade. 

The development aspects of the Doha Round 

Insofar as there are serious concerns about trade diversion and costly distortions from regional 
pacts, these attach primarily to developing regions where effective border barriers are quite high. 
For example, while the South American countries have rather low trade intensities, the shortfall 
in the amount of trade compared to the expected amount from gravity models is actually quite 
small.41 In the case of both intra-regional Latin American trade (e.g., intra-MERCOSUR and 
Andean Pact trade) and extra-regional trade with industrial countries, actual trade of Latin 
American countries exceeds the expectations of the gravity model.  The shortfall in Latin 
America’s trade is thus more than fully accounted for by “missing” trade with developing 
countries outside of the hemisphere. This empirical evidence suggests that there are rich potential 
trade opportunities for Western Hemisphere developing countries from the multilateral 
negotiations in the Doha Round.   

In a similar vein, African countries have a large number of RTAs both within the region and 
between countries on that continent and developed countries. African countries have, of course 
fared quite poorly in terms of overall economic performance, with little evidence of the sort of 
                                                                                                                                                              
process (“It makes it that much less likely that governments will even try.”) see: Coming Unstuck, The Economist, 
November 2nd, 2002. p.14 With regard to the issues that are emerging in dispute settlement, see John M. Curtis, 
“What Lies Ahead for International Trade: Issues for 2003” presentation to the Toronto Association for Business and 
Economics, Toronto, September 26th, 2002; mimeo. 

41 This rather surprising finding emerges from an IMF study published in the Fall 2002 World Economic 
Outlook.  This study used a gravity model of trade based on the period 1995-1999.  The extent of under- or over-
trading reported in that study was therefore in the context of the global norms for that time period.  
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international integration that characterized developing Asia, which notably has few regional 
agreements.  The inconsistency of the evidence for positive results from regional pacts involving 
developing countries led the World Bank recently to conclude that smaller developing countries 
might be better off liberalizing on a multilateral level.42 Similarly, a 2002 WTO report stated that 
south-south regional agreements between small states, or between them and other developing 
countries, are unlikely to raise welfare for the bloc as a whole and, in fact, are likely to lower 
welfare for the smaller and less developed partner countries. The recommendation was that RTAs 
lower external trade barriers, whether unilaterally (where countries are in a free trade 
arrangement) or by lowering the common external tariff (where countries are in a customs 
union).43  The effect of this would be, of course, to reduce the margin of preference conferred on 
the member countries.  In turn, this would reduce the price distortions and trade diversion to 
which the RTA would otherwise give rise—which would tend to be particularly significant in the 
context of developing countries which still maintain high tariffs if for no other reason than to 
raise taxes.   

Secondly, as noted above, insofar as agricultural market access is key to integrating developing 
countries into the global economy, there is little chance of this happening through regional pacts 
alone.  This is underscored by the fact that the US is highly unlikely to move on agriculture in the 
FTAA, where it is critical to many Latin American countries, given the fact that Europe and 
Japan are not involved.  In other words, the multilateral process holds a very important key to 
progress at the regional level in this key area. 

Thirdly, the major efforts of putting “trade into development” through technical assistance are 
also predominantly being carried out at the multilateral level.  If nations spend all their powder on 
regional pacts, the trade-offs in various areas that are required to elicit the commitment of 
resources needed to mobilize sufficient technical assistant to make these efforts successful will be 
lacking at the multilateral level. 

Systemic Issues: dispute settlement and forum shopping 

To date, perhaps the most encouraging aspect of the global trading system has been the evolution 
of the dispute settlement system embedded in the WTO.  While some are troubled by questions 
about national sovereignty as the dispute settlement panels and the Appellate Body delve into 
matters that appear to be “inside the border”, the fact that the WTO’s Dispute Settlement Body is 
functioning as a quasi global economic Supreme Court, and equally importantly, that member 
economies are abiding by its rulings (or accepting the sanctions that it authorizes for failure to 
live up to commitments) represents an important step forward from the “rule of the jungle” in 
international commerce. 

But the system is far from perfect: it is slow, expensive and its remedies trade-reducing; it needs 
and deserves considerable attention and perhaps fresh thinking from the global community.   

                                                 
42 See Maurice Schiff, “Regional Integration and Development in Small States”, The World Bank Research 

Group, Policy Research Working Paper 2797, February 2002. 
43 Ibid, page 23 
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Several recent issues highlight this.  In this regard, I should like first to draw attention to the 
recent WTO dispute settlement process over the United States Financial Sales Corporations 
(FSC) policy.  In this case, the European Union was given the right to retaliate in the amount of 
several billions of dollars for a violation of export subsidy laws by the United States which, by 
any reasonable economic assessment, did little actual harm to commercial interests, being a broad 
and shallow subsidy with de minimus impacts on any particular industry. If the EU exercised its 
right to impose countermeasures against US exports, it could do so with large and narrow tariffs 
that significantly impact on particular industries.   

This award underscores the ongoing transformation of the management of the trading system 
from a practical commercial exercise towards legalistic formalism.  If the EU prudently decides 
not to exercise its right to retaliate, and the US finds a way to redesign its tax laws to bring them 
into formal compliance with WTO commitments, real damage will be avoided.  However, the 
fact that the system yielded a cure which was, in economic terms, clearly worse than the disease 
suggests that there is now a serious imbalance between the commercial pragmatism that was the 
traditional hallmark of the GATT system and the legalism to which the WTO has been moving.   

A rather different but equally troubling situation is unfolding in the case of the Canada-Brazil 
disputes over regional aircraft subsidies. Unlike the FSC case, these involve large and very 
narrowly targeted subsidies that have a direct impact on major sales in an industry that has 
become a global duopoly.  Viewed in game theoretic terms, the pay-off matrix facing Canada and 
Brazil in this instance is such that both countries have been driven to courses of action that the 
WTO has found to be in violation of their multilateral commitments and which constitute a “lose-
lose” outcome for both parties—the classic Prisoner’s Dilemma outcome.  Caught in this lose-
lose situation, Canada has been granted the right to retaliate massively against Brazilian imports 
and Brazil requested still larger countermeasures against Canadian imports (although the award 
given Brazil was considerably smaller than it requested).  Clearly, the injuries that both countries 
have already suffered in the form of subsidies paid out to foreign airlines could be compounded 
by mutual destruction of bilateral trade flows.  

Whether the drafters of the WTO dispute settlement provisions fully or even dimly contemplated 
these types of complexities, the system is kicking out decisions that risk compounding the 
original problems.   

This underscores at a minimum the limitations of the system and the need for sound political 
judgement in managing the trading system.  Significantly, from the perspective of the issues 
addressed in this paper, it underscores the need for deployment of political capital by WTO 
members to the refinement of the system.  Insofar as a major commitment of resources to the 
regional activity drains away necessary resources from the multilateral exercise, the cost-benefit 
ratio of regional activity rises in a not directly observable way. 

 
5. Conclusions 

The conventional wisdom is that regional and multilateral approaches to trade liberalization and 
rule-making can be viewed as complementary, mutually-supportive initiatives.  This convention 
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can be maintained, at least provisionally.  There is, however, a question of context: regionalism is 
much more attractive as a means to extract the potential gains from trade when it is accompanied 
by a strong multilateral dynamic that minimizes the margins of preference that RTAs can confer 
on their participant members and thus minimizes the distortions to the relative prices within those 
economies. 

Moreover, given that the WTO remains the best framework yet achieved to mediate the disputes 
that routinely arise in the complex global economy that we now have, there is a cost to the 
diversion of scarce negotiating resources to regional/bilateral pacts that have limited ability to 
provide the institutional capital to effectively mediate trade conflicts.   

Finally, since some of the toughest trade issues, such as those concerning agriculture, can only be 
addressed adequately within the WTO, the multilateral process necessarily commands a central 
place in the world of trade policy. 

In conclusion, even, and perhaps especially, in a regionalizing world, there is, indeed, a great 
importance to being multilateral.  

Within the Asia Pacific region, we have two organizations that are nominally regional in nature 
but, because they are based on the concept of “open regionalism”, actually have a strong 
multilateral orientation.  These are APEC and its intellectual handmaiden PECC.  Both can help 
in selling this idea. 

APEC in particular is a potentially powerful ally of multilaterism by promoting “open 
regionalism” across several major regional preferential groupings and therefore helping to 
counter continental drift that is giving every sign of widening the Pacific. In addition, APEC has 
always played a strong advocacy role for WTO-centred liberalization.  While this has been 
essentially hortatory in nature, it certainly does not hurt. 

PECC, meanwhile, and the PECC Trade Forum in particular, represents a network of researchers 
whose knowledge of the region and personal credibility lends weight to the positions it takes on 
issues.  The currency which PECC’s idea of “open regionalism” has acquired is an indication of 
this.  Further discussion and elaboration of these concepts as well as those in this paper and 
developed in this volume and in other contexts can only help in sustaining the pressure for a 
strong multilateral outcome from the Doha Round, the best insurance we can have that the 
current flurry of activity in developing regional trade arrangements works to improve global 
welfare to the maximum. 
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