ASIA-PACIFICRTASASAVENUESTO ACHIEVING THEBOGOR GOALS:
ANALYSISAND WAYSFORWARD

Basic Concepts

APEC Commitments and the Regiona Approach to Liberdisation

APEC's 1994 Bogor Dedlaration sets out a commitment by APEC members to
redisstion of the vison of free trade and invesment in the Ada-Pecific region, with
the liberdistion and fadlitaion messures required to achieve this vison to be
implemented by 2010 in the case of deveoped APEC economies and by 2020 in the

case of developing APEC economies.

There were a number of important festures underlying the commitments of APEC
membersin the Bogor Declaration:

?? Achievement of the Bogor gods is to be achieved by a process of “open
regiondism”, the key festure of which is nondisriminaion’.  “Open
regiondism” was explicitly intended to contrast with the discrimination
inherent in conventiond regiond trading arrangements (RTAs). Thus APEC
was not intended to be a conventiond regiond trading bloc

?7? The Bogor gods ae to be pursued in such a way as to srengthen the
multilaterd trading system and contribute to its increasing openness

7?2 APEC was explicitly conceved as a trans-Padfic regiond grouping,
embracing both sides of the Pecific.

?? In daborating on the moddities for implementing the Bogor Dedlaration, the
1995 Osaka Action Agenda (OAA) committed APEC members to adherence
to nine basic APEC principles.

APEC members recognised the problem of inconsstency between APEC's “open
regiondism” and the discrimination inherent in preferentid RTAS, three of which

! In this context there was an ambiguity in the interpretation of non-discrimination, as to whether nor
discrimination was to be unconditiona or conditiona, the latter verson meaning that the principle
would apply only to economies that were prepared to reciprocate. This ambiguity was |eft conveniently
unresolved, alowing APEC members supporting either interpretation to subscribe to APEC' s* open
regiondism’



were dready in exisence among APEC members a the time of the Bogor
Declaration: NAFTA, AFTA and CER. In 1995 the APEC Eminent Persons Group
(EPG) st out some guiding principles under which RTAs might be consdered
compdible with “open regiondism”.  These recommendations of the EPG were not
formally adopted by APEC members, and the issue was left essentidly unresolved. In
practice APEC members largely refrained from pursuing new RTAs between 1994
and 1999. Two new free trade agreements between Canada and Chile and between
Mexico and Chile could be regaded redidicdly as extensgons of NAFTA, patly
subgtituting for the earlier failed effort to bring Chileinto NAFTA.

The Logic and Benefits of the APEC Approach to Regional Liberdisation

The commitment of APEC members to the Bogor gods was underpinned by the
recognition that ther successful growth and development was based on openness and
dability of globd and regiond makets. The APEC commitments were dso firmly
based on a foundation of drong busness linkages and intense trade and investment
relations dready established throughout the APEC region, including across the Pecific
(trans-Pecific dimengon), within the western Pecific APEC economies (intraswestern
Pacific dimenson) and among APEC members in the Americas (intraAmerican

dimension).

Commitment to the APEC gods dso reflected an understanding that the economic
benefits of trade and investment liberdisation accrue primaily to the liberdisng
economies themsdves.  This is especidly true of amdl economies, and provides the
economic retionde for unilaterd liberdisation. APEC members dso understood thet
the economic gains from liberdisation are gregter if trading partners liberdise & the
same time, and indeed this smultaneous liberdisation may be essentid in the case of
larger economies to ensure that the potentid gans from liberdisation ae fully
redised. One of APEC's origind contributions was to provide for this through a
process envissged as amultaneous unilatera liberdisation by APEC members. The

term “ concerted unilateralism” was coined to describe this process.

At the same time it was dso dearly recognised that redisation of the gains from
liberdistion by deveoping economies requires building the capacity of human and



inditutional resources, to ensure that liberdisation truly contributes to development
gods. For this reason developing APEC members have dways indsted that economic
and technicd coopeaaion should be given equd doaus with liberdisstion and
feclitation in APEC's agenda. It was recognised too thet redisation of the potentid
gans from liberdisgtion and facilitetion requires as well that economies undertake
key economic reforms in the areas of market dructure and public and corporate
governance.  This importance of these issues received some recognition in the
incluson of competition policy and deregulation as items on the OAA, and they have
received much grester emphass and prominence following the experiences of the
East Asan economic criss of 1997-98.

The Didtinctive Features of the Preferential Route to Trade Liberdisation

There are essentidly three routes to trade liberaisation

?7? Unilaerd liberdisation, where economies reduce their trade barriers without
expecting or requiring reciprocation from trading patnes (APEC's
“concerted unilaterdism” can be interpreted as a variation on this approach,
where pardld liberdisation by trading partners is anticipated, but there is no
forma requirement for reciprocation). WTO rules require that in generd
unilaterd liberdisation should be undertaken on an MFN basis

?7? Multilaterd  liberdisation, where  economies reach  agreement  on
smultaneous reduction of trade bariers on the basis of negotiated reciproca
concessions. Multilaterd liberdisation aso takes place on an MFN basis.

?7? Preferentid liberdisation, where bariers to trade are removed between pairs
of countries (bilaterd trade agreements or BTAS), subregionad groupings
(subregiond  trade agreements or SRTAS) or regiond groupings (regiona
trade agreements or RTAS). The term RTA is often used to cover al three
types of regiond agreement. The common chaacterigic of dl three
however is that they are preferential in nature, ad it therefore seems better
to use the term preferentid trade agreement, or PTA, as the generic term
covering dl such agreements. This term will be used for the remainder of

this paper.



In practice economies typicdly pursue dl three forms of liberdistion
smultaneoudy. For countries that profess a commitment both to achieving the full
potentia gains from trade for themsdves and dso to eventud achievement of APEC-
wide or even globd free trade, a key question is whether and to what extent eachform
of liberdistion contributes to and is condsent with these objectives.
Notwithstanding some technicd issues rdating to multilaerd liberdisation, it is
gengdly agreed that unilaerd and multilaera liberdisation do so contribute and are
consgent with the objectives. The controversd issue has dways been whether and
under what conditions preferentid liberdisation can dso contribute to and be
congstent with the objectives.

The fundamentd characterigtic of PTAs is that they are indeed preferentid and
therefore  discriminatory. By favouring the members of the agreement with
preferentid  treetment they necessarily discriminate againg the countries that are
excduded. In doing so0 they violae the mogst basic principle of the WTO, the non-
discrimination or MFN principle endhrined in Article | of the GATT, and they dso
contravene one of the nine principles of APEC's OAA, thereby cdling into question
the APEC commitment to “open regiondism’. In the WTO lega cover for the
vidation o the WTO's MFN principle is of course provided by GATT Article XXIV
and GATS Article V, and thisis discussed later in the paper.

This discriminatory property of PTAs has a number of consequences that have long
been well understood:

?? In addition to the gains from trade credtion that normdly flow from trade
liberdisgtion, there will dso be trade diverson. Trade diverson negdivey
affects the welfare of the members of the PTA and the whether the overal
effect on members is pogtive or negative depends on whether trade creation
effects exceed trade diversion effects or vice versa

?? Trade diveson is dso unambiguoudy harmful for economies excduded
from the PTA

?? In addition to trade diverson there is dso likdy to be investment diverson,
with andogous and quite possbly larger consequences for the welfare of

members and non-members.



?7? Preferentid liberdisation of sarvices trade, like preferentid liberdisation of
goods trade, cuts across the objective of trade liberdisation, of securing the
widest possible accessto the best products at the lowest cost.

?7? The exigence of trade and invesment diverson creates the potentid for
conflict and divison between members and non-members.

Despite their well-known disadvantages PTAs have proved extremely popular, as
illusrated by the number of PTAs that have been notified to the WTO. From the
persoective  of economic anadysis PTAs represent a “second-best gpproach to
liberdisation. From the perspective of policymakers they represent a “pragmdic’
agoproach, to be pursued when unilaerd or multilaterd liberdisation cannot make
progress to the extent desred, due to factors such as maket imperfections and
politicd and drategic condderations.  The “pragmatic’ approach tends to proceed on
the assumption that some liberdisation is better than none a dl. Economic andyss
shows that this is not dways or necessarily true, and its contribution is to identify the
conditions under which PTAs can indeed be relied upon to contribute to nationd and
globd wefare, and towards a more open multilatera trading system.

The Attractions of PTAS

The atractions of the preferentid approach to liberdisation are dso wel-known.
They indude the following:
?? 1t is likdy to be possble to proceed further and faster with a smdl group of
trading partners than in the multilaterd negotiations
?7? Politicd economy factors: the more reedily identifidble increeses in export
opportunities arisng from PTAs make them easer to “sd|” paliticaly.
?? In contrast to APEC, PTAs allow the establishment of binding commitments
through the negotiation of reciproca concessons.
?? PTAs may provide a context for discussing and resolving difficult bilaterd
trade and investment issues.



?? PTAs can save as “traning grounds’ for unilaterd and multilaterd
liberdisation, where governments and busness learn how to adapt to
increased competition resulting from liberdisation.

?7? PTAs can contribute to economic development by providing vehicles for the
production and ddivery of regiond public goods

?? Negotiation of PTAs can be linked to foreign policy and security objectives.

Modern hbilaterd and regiond agreements dso extend wel beyond the traditiond
liberdisation in goods and even savices, to indude a wide range of trade facilitation
measures in areas uch as customs procedures, standards and conformance, quarantine
measures, government procurement and harmonisation of busness lav and tax
practices, as wdl as provisons in aess such as competition policy, invesment,
intellectud  property, digitd commerce and trade-rdated labour and environmentd
measures. The term “Closer Economic Partnership”, or CEP has come to be
commonly used to describe such wide-ranging agreements, and they are dso often
judtified and promoted on the grounds that they are “WTO-Plus’. A number of new
agreements in the Americas effectively represent the upgrading of earlier inward-
looking or “WTO-minus’ agreements to the standards of the new CEPs. Even some
very progressve CEPs may however be “WTO-minus’ in cetain respects, most
notably in the trestment of agriculture. It may prove useful to condder separaing the
“PTA” and “nonPTA” components of CEPs, and this issue is discussed later in the

paper.

Modern PTAs may be North-North, North-South, and South-South, and different
motivations may apply in each case  An important motivetion for North-North
agreements may be to capture the dynamic gains potentidly available from economies
of stde and increased competition through intra-industry trade in technologicdly
dynamic makets Smilar motivations may goply in North-South agreements, but
North-South agreements ae dso much more likdy to offer potentid for the
conventiond gains from inter-industry trade based on differences in comparative
advantage. Developing countries are dso likdy to pursue agreements with deveoped
partners to safeguard vita export markets that they perceive to be vulnerable.  South-
South agreements may be pursued by developing countries as a way of developing



potentia export markets for vaue-added products in Stuaions where they face
difficulty in penetraing developed country markets for these products due to the well-
known phenomena of pesk tariffs and tariff escaation.

PTAsas"Building Blocks” or “ Stumbling Blocks” to M ore Open Regional and
Global Trade

There is by now a well-developed literature on whether PTAs may act as “building
blocks’ or “sumbling blocks’ to the objective of free trade on a globd bass and (by
implication if not explictly) on an APEC-wide bass. As is wel-known, one
concluson that can be drawvn from this literature is that PTAs may in fact be either
“pbuilding blocks’ or “sumbling blocks’, depending on ther characterisics in each
cae  An important task is to identify the conditions under which each outcome is
likey, thus dlowing proposds to be devdoped for increesing the likdihood thet they
will act as “building blocks’ and for reducing the risk that they will act as “sumbling
blocks'.

The purpose of reviewing this set of issues is not to argue againg the involvement in
RTAs of APEC members. It is rather to point out that while PTAs can be potentidly
act as “building blocks’ for APEC-wide and globd free trade, they cannot be relied
upon to peform this role of ther own accord. Strong leadership and enlightened
policy choices on RTA issues will be needed if the “building block” potentid of
RTAsisto prevall.

From Proliferating PTAs to APEC-wide or Globa Free Trade: Possble Routes

There are four main routes that could lead from a proliferation of PTAs to eventud
APEC-wide or globd free trade, none of them mutudly exclusve:

?7? Credtion of a comprehensve “web” of bilaterd PTAs covering dl parwise
rlationships.  While some APEC economies, such as Chile, Mexico and
Singapore gopear to have a drategy of concduding PTAs with dl ther
dgnificant trading partners, it is to be doubted whether this is a redigtic or



efficient route towards free trade a the region-wide or globd leve. Peter
Lloyd points out that to achieve the equivdent of multilaterd free trade via
bilaerd PTAs in a world of n countries would require [n(n-1)/2] bilaterd
PTAs. Thus to achieve free trade among the 21 APEC members would
require 210 bilateral PTAs. To achieve free trade in a world of 200
economies would require 19,900 hilaerds. It is had to bdieve tha this
would be a feasible way to proceed, nor is it likdy to be efficient, especidly
if there ae many incondgencies among the provisons of the multiple
PTAs.

?7? Gradud expanson of existing PTAs offers in some ways a more practica
and dfficient way to proceed, since as Lloyd points out adding a new
member to an exiging PTA is equivdent to edablishing separate bilatera
PTAs between the new member and each member of the existing PTA. This
dlows for much greater economy in the number of PTAs required and aso
reduces though it does not diminate the likdy incidence of incongstent
provisonsamong the various PTAS.

?7? Amagamation or convergence of exiging PTAs will have to occur in a
world of multiple PTAs, if the trandtion is to be eventudly made from these
multiple PTAs to APEC-wide or globa free trade.

7?2 MEN liberdisttion on ether a multilaterd or unilateral bass, proceeding in
pardle with PTA liberdisation but a a dower pace will eventudly see dl
exising PTAs converge on APEC-wide or globd free trade, even if the

PTAs themselves do not converge.

It is therefore important to establish how far each of these routes can be relied upon.

It will be gpparent that each of the firgt three routes faces sgnificant difficulties. This
of course only serves to highlight the importance of pardld MFN liberdisation as the
guarantee that ultimate the objective will eventudly be reached, regardless of what
happens within the PTA processes, and the crucid importance dso of the quedion as
to whether the PTA process can be expected to have postive or negative effects on
MFN liberdisation at the multilateral and unilaterd levels, as wel on the achievement

of the Bogor gods



Incentives for  Proliferation, Expanson or Amdgamation of PTAs  Compdtitive
Liberdisation

The U.S. has recently adopted the doctrine of “competitive liberaisation” promoted
by Fred Bergsten and others  According to this doctrine the establishment of new
PTAs, paticulaly by an economic superpower like the United States, creates
incentives for other countries to seek PTAs of ther own, incduding with the United
Sates, either by edtablishing new PTAs or obtaining membership of exising PTAS
One possble explandtion is the “domino effect” identified by Badwin, whereby the
edablishment of a new trading bloc, or a sgnificant advance in integration within an
exiding bloc, creates incentives for nonrmembers to seek membership of the bloc, in
order to capture the benefits of bloc membership and to avoid the costs of being
excluded from the bloc. A smilar mativation could lead members of separaie PTAS to
seek their amadgamdtion into a sngle PTA. In another possble variant of the “domino
effect”, economies react to the success of their competitors in securing a PTA with
one of the mgor economies such as the U.S. by seeking an RTA of their own with the
sane mgor patner. The moetivaion for doing o is to defend their markets in the
mgor trading partner from discriminaion aisng from RTAs with that partner

secured by their competitors.

“Competitive liberdisation” thus explictly seeks to exploit the negative effects of
PTAs, by usng them to place pressure on other economies to enter into the
preferentid liberdisation arena, and in the process to cregte additiond pressure for
multilaterd liberdisation.

If this effect is important it would be expected that more and more economies would
be seeking PTAs with a large trading partner such as the United States that has shown
itsedf open to the edablishment of new PTASs and this does indeed gppear to be
occurring in the Ada-Pecific region. Proposed amagamation of existing PTAs could
begin to emerge, such as the proposd to merge AFTA and CER into a sngle PTA.
There has been little sign to date of APEC economies seeking to join existing PTAS,
perhgps with the exception of Chil€s unsuccessful atempt to join NAFTA in the
mid-1990s, but there is little doubt that if an East Asan FTA were to be formed by the
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“ASEAN Plus Threg’ group, other western Pecific economies such as Chinese Taipe,
Augrdiaand New Zedand would be very anxiousto join if possible.

Competitive liberdisation does therefore put pressure on economies excluded from
particular PTA developments to seek PTA arangements of their own. It is less clear
tha the same incentive exigs for the incumbents to admit new members
Andriamananjara points out that for the exising members of a PTA there are two
opposing factors affecting ther incentive to admit new members. On the one hand
they benefit from the expandon of the sze of the market when new members are
admitted. On the other hand the entry of new members dso affects them negatively
by diluting their preferences in the PTA maket. Andriamananjarals anadlysis shows
that the market expangon effect tends to dominate in the early dtages of the expanson
of the PTA, but that eventudly the preference dilution effect will take over, so that the
incentive to expand the PTA peters out well before globa free trade (or perhaps even
APEC-wide free trade) is achieved. In the western Pacific one notes the opposition of
some ASEAN members to the amalgamation of AFTA and CER into a single PTA,
and to posshle Audrdian and New Zedand membership of an East Adan PTA,
dthough this oppostion may be based more on political than economic grounds.  This
latter example illugtrates the point that in addition to economic incentive effects there
may adso be dgnificant politicd obgstacdles to the expanson, amdgamation or
convergence of PTAs, and these obstacles may be difficult to overcome. Furthermore
the process of PTA proliferation itsdf may create divisons and conflicts that add to
these obstacles.

In the case where “compeitive liberdisation” operaes through a mgor economic
“hub” such as the United States negotiating separate bilatera PTAs with individua
partners, the structure of incentives is somewhat different. On the basis of an overdl
economic welfare cdculus the “hub” ought to have an incentive to conclude PTAs
with dl its dgnificant trading patners. On the other hand specid interes groups in
sendtive sectors will oppose each new PTA, especidly in cases where severd
prospective partners are potentialy competitive exporters within the PTA of the same
sengtive products  For the incumbents who initidly secure PTAs with the mgor
partner however the concluson by that partner of new PTAs with additiond partners
is likdy to have unambiguoudy negdive effects snce the new PTAs do not provide
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them with any additiond market access but do dilute their preferences in the market
of the mgor partner. These incumbents will thus have an incentive a the very least
not to encourage the negotiation by the “hub” of new PTAs with ther competitors,
and may wdl have an incentive to actively obdruct such devedopments. There ae
again gpparent examples of this behaviour in the Asa-Peacific region.

One issue that regulaly comes up in the context of the expanson of exiding PTAsis
whether each PTA should contain an “open accesson” clause, providing for the
automatic acceptance of a membership gpplication from any economy willing to join
the PTA on the same tems and conditions  While this is an attractive notion in
principle it is clear tha it will be a difficult one to operaiondise. The terms and
conditions of hilaera PTAsS tend to contain a least some provisons that are specific
to reaions between the two partners, and that would not be easy to goply to the
relaionship with the new patner. Cetan conditions that are acceptable in an
agreement with one partner may not be acceptable in an agreement with a different
partner, with whom there may be a different baance of strengths and weaknesses, and
advantages and dissdvantages. More pessmidicdly the PTA option may in some
cases be chosen precisaly because the bendfits of the PTA do not have to be extended
to other parties, paticulaly those with strengths in sectors consdered senstive by the
origind members.

Nevertheless if APEC members remain committed to the objective of free trade and
invetment in the Asa-Pecific region, on a nontdiscriminatory basis a leest among
each other, and if PTAs are going to be an important avenue leading to the eventud
achievement of this objective, then its seems reasonable to suggest tha some form of
credible commitment will need to be devisad to assure that al members who wish to
do s0 can paticipate in the developing pattern of RTAs, and that no member will be
permarently excluded.

Effects of RTAs on the Incentives for Multilateral Liberdisation
Economic anadlysis has not come to definite conclusons on whether RTAS increase or

decrease the incentives for multilaterd liberdisation.  In part the answer depends on
whether the incentives are viewed from the perspective of the community as a whole,
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or from the perspective of the profits of domedtic firms. If PTAs produce a lower
leve of overdl economic wefare than multilaterd liberdisation, then the community
in a leest one potentid PTA member is likdy to have an incentive to prefer
multilaterd liberdisation and thus rgect the PTA option. On other hand trade
diversonay PTAs may yidd very szedble economic rents to some domestic firms,
even if ther overdl economic wefare effect is negative, and these rents may be
larger, the greeter is the trade diversonary effect of the PTA. Once the PTA is in
place thexe firms are likdy to have an incentive to ress any multilaterd liberdisation
that would dilute their preferences and thus reduce their economic rents. PTAS may
dso provide an additiond rdlying point for opponents of trade liberdisation and
gobdisation, thus indirectly boogsing the forces ranged agangt multilaerd
liberdisation.

On the other hand there have been clear cases in the APEC region, for example the
CER example of Audraia and New Zedand, where a PTA has helped to atune the
busness community to the requirement of adjuging to a libedisng trade
environment, and in 0 dang has helped to pave the way for extensve subsegquent
MPFN liberdisation, in the case of Audtrdiaand New Zedand on a unilaterd bass.

It has dso been agued by advocaes of “compettive liberdisstion” that the
emergence or threatened emergence of sgnificant PTAs may increase the pressure on
economies esawhere to participate effectivdy in the multilatera negotiations.  For
example it was argued by Fred Bergsten - and denied by Jagdish Bhagwati - that the
potential emergence of APEC as a serious liberdisng force was ingrumentd in
persuading the EU tha it needed to move congructivey towards the successful
concluson of the Uruguay Round. This argument been inconclusive.

One concern that is frequently expressed is that PTA negotiations absorb large
quantities of scarce negotiating resources in trade bureaucracies, as wel as usng up
scace politicd capitd in many ceses The focusng of subgantid negotiating
resources and deployment of political capitd in the pursuit of PTAs may leave some
economies in a wesk pogtion to play ther full pat in the multilaterd process, which
may suffer accordingly.
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Ancther posshle issue reates to the gpparent intention of some APEC economies,
notably Chile, Mexico and Singapore to negotiste PTAs with dl ther sSgnificant
trading patners. There could be some concern that once an economy has been
successul in this objective it may have litle remaning incentive to participate
activdly in WTO negotiations  On the other hand, it is likdy thet there will be trade
issues of vitd interest to these economies that can best be pursued, or in some cases
can only be pursued through the WTO, and this may ensure ther continuing
commitment to engagement with the multilateral process.

Likdihood and Implications of “Hub and Spoke’ Patterns

“Hub and spoke” patterns of RTAs ae the likdy consequence of the variant of
“competitive liberdisation” in which the negotiaions of PTAs by a mgor economy
with sdected partners places pressure on those partners neighbours to seek PTASs of
their own with same mgor economy. In this case the mgor economy serve will as the

“hub” and the separate RTAs with its various trading partners will form the “spokes’ 2

The disadvantages for the spoke economies in “hub and spoke” patterns of PTA
devdopment are wdl-known. These paterns tend to reinforce the unequa bargaining
drength of the parties snce the “hub” can exploit competition among the “spoke”’
economies, and use precedents established in PTAs with one “spoke’ to drengthen
the case for incluson of Imilar provisons in agreement with other “spokes’. There
ae further inequdities in that the “hub” gains access to dl the “spoke’ markets
whereas the “spokes’ gain access to the “hub” done unless they negotiate separate
PTAs with each other. The greater Sze of market to which access is available from
the “hub” dso gives the “hub” an advantage over the “spokes’ in atracting
investment.

One of the drategies for the “spoke’ economies to compensate for their disadvantaged
pogtion in the “hub and spoke’ configuration is to seek PTAs with each other. In

%In practice there may be more complex patternsin which “spoke’ economies having PTAswith mgjor
economiesinturn act as“minor hubs’ or “sub-hubs’ in “hub and spoke” patterns of RTAswith their
own neighbours. For smplicity however the discussion hereis restricted to single “ hub and spoke’
patterns.
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fect, the pattern that has been observed recently is that leading “spoke’ economies
seek to establish themsdaves as “secondary hubs’ by negotiating PTAs with a rumber
of ther minor trading partners.  In this way they may be able to not only offset the
dissdvantage of being a “spoke’ dtached to a mgor “hub” but dso to capture the
benefits of beng the hub within ther own secondary “hub and spoke’ configuration.
The patterns of “hub and spoke” arangements that are likely to emerge are thus very
complex. In the Ada-Pacific region further potentid complexity is added by the
ambitions of ASEAN, a group of ten smaler APEC economies, to present itsdf as an
dternative “hub’, while a least some of its mgor trading partners, notably the U.S.
and Jgpan appear more interested in tregting the individua APEC economies as
“gpokes’.

Economies that find themsdves in the podtion of “spokes’ in seved “hub and
gooke” configurations may find that there are dgnificant inconsstencies between their
agreements with the different “hubs’. For example the U.S. and E.U. tend to promote
diginct RTA “modds’, and it is possble that other large economies such as Jgpan
and Chinawill aso devdop their own digtinct “models’.

By concentrating on ther own “hub and spoke’ configurations, mgor “hubs’ may
forego the benefits of preferentid liberdisation with each other, unless steps are taken
to pursue this avenue as wel as the “hub and spoke’ arangements. Trade flows
between “hubs’ ae genedly lage and the potentid gains from bilaerd
liberdisation may be correspondingly sgnificant.

Induson and Exdusion: *Ins’ and “Outs’

Successful  “spokes’ (“ins’) may deive dmogt dl avaladle gans from trade by
securing PTAs with every mgor “hub’, perhaps supplemented by PTAs with other
“gookes’ with whom they have a ggnificant trading reationship. The trade-off is
with the risk of increased business transaction cods if the various PTAs contain

inconggent provisons

Economies that are unable to secure PTAs with hubs, for whatever reason (“outs’)
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face dgnificant economic damage. However, the logic of “competitive
liberdistion” as propounded by its advocaes requires that there should be no
permanent “outs’, but that “hubs’ should be prepared to negotiate PTAs with dl
prospective partners that display a desire and readiness to do so and are prepared to
conclude agreements on acceptable terms and conditions.  Permanent exduson of
some potentia  partners would contradict one of the fundamenta purposes of the
WTO's non-discrimination principle and one of the most basc arguments for WTO
membership, namdy that it ensures that smal economies cannot be discriminated
againg by large economies for reasons that have nothing to do with trade. Permanent
excluson of some APEC members is dso clearly a violates APEC's own principle of

non-discrimination and isinconsstent with APEC' s paradigm of “ open regiondism”.

Rules of Origin

Rules of origin are required in PTAs to prevent unwanted trade deflection and thereby
ensure that preferences are available only to those for whom they are intended and to
the extent intended. They are one of the most important parts of any PTA, but dso
one of the most under-emphasised. Rules of origin serve a range of purposes besides
asauring the integrity of the preferences under the RTA. At one end of the spectrum
they can be desgned to facilitate trade. At the other end of the spectrum they can
have an explicitly protectionis purpose, being designed to offset the reduction of
protection for sendtive products that would otherwise occur as a result of the tariff
reduction provisons of the FTA.

Compliance with rules of origin requirements typicdly involve dgnificant cogts for
busneses.  Edevadeordd and Suominen quote one edtimate of the codts of
complying with rules of origin a between three and five percent of the f.ob. vadue of
the exported goods. These costs are likely to escdate for exporters from economies
tha ae involved in multiple PTAs each with ther own separste and mutudly
inconggtent rules of origin.  The burden of compliance cods is likdy to fdl
disproportionately heavily on smdl and medium-sized exporters.
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Rules of origin may adso impose efficiency cods on the members of an RTA, though
these effects are as yet poorly undersood. One dear conclusion is that provison of
full cumulaion of origin in PTAs with multiple membership is important in order to
fecilitate the efficient development of regiond production networks.

Rules of origin in PTAs among APEC economies range from the highly complex to
the apparently very smple  Very complex rules of origin are likdy to add to the
compliance cods of bhusness and increase the likdihood of codly disputes.  Idedly
rues of origin should be as draghtforward as possble condstent with the objective
of preventing unwanted trade deflection. However even gpparently draightforward
rues of origin, such as those based on a percentage of area content, can creste
ggnificant difficulties for exporters and can have pevarse effects on economic
efficiency. Perhaps the most unequivoca criteria that can be daed for rules of origin
isthat they should be trangparent, clear and consistent.

The Spaghetti Bowl: Potentid Codts of Inconsastent Provisonsin Multiple RTAs

As economies become involved in multiple RTAs the likdihood increases thet there
will be inconsgencies between the provisons of the different RTAs.  Rules of origin
ae the most obvious and perhgps the most important potentid source of these
inconsgencies, but they inconsstencies can dso aise in other areas as wdl such as

sandards and conformance, customs procedures and quarantine procedures.

Jagdish Bhagwati hes suggested that as individud economies become involved in a
growing number of PTASs a “spaghetti bowl” of incondgent provisons will deveop,
imposing increesed transactions costs on  busnesses involved in exporting and
importing. The extent of these increased transaction cods is an empirical meatter and
no reiable etimaes are yet avalable. In the APEC region economies that are
dready involved in multiple PTAs, such as Chile, Mexico and Singapore may prove
to be useful “laboratories’ for the investigation of thisissue.

Facilitation Measures, the “non-PTA” Components of Closer Economic Partnerships
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It is wel understood that a comprehensive package of trade and facilitation measures
can provide benefits to PTA members at least as great as the traditiona PTA eements
of trade liberdisation. Thexe fadlitation measures should be desgned with due
regad to the posshility tha faclitation messures like liberdisation messures can
sometimes be discriminatory in effect, and that some types of measures may be
chdlenged in the WTO.

To maximise the contribution of PTAs to APEC-wide progress in these aress,
member-specific facilitation measures should be gpplied only where it is not possble
to use intenationd dandards or APEC-wide agreements incuding mutud recognition

agreements.

Inconsistencies Between “Models’ and Other Potentid Difficulties

As noted above, the evolution of multiple “hub and spoke’ configurations is likdy to
result in competition between different PTA “modes’ favoured by the respective
hubs. Didinctive EU. and U.S. “models’ can dreedy be observed, and digtinctive
Japanese, Chinese and Korean “modds’ may dso emerge.  Differences between the
U.S. and E.U. modds can be found on ssues where the U.S. and E.U. are competing
to have their gpproaches accepted within the multilateral trading system, and incluson
of these gpproaches in their respective RTAs is bound to reflect this “competition”.
The mogt obvious differences rdae to rules of origin, but differences can dso be
obsrved on many other issues as wdl, incduding contentious aea such as
environmentd and labour sandards.  The possbility of convergence of the “modds’
is likdy to depend on whether convergence on the issues in quedion is achieved
within the multilateral process.

For the smaler “spoke’ economies negotiating PTAs with the “hubs’, the result is to
increase the likelihood of incondstencies between the various PTAs in which they are
involved.  This will reinforce the “spaghetti bowl” effect and its attendant transaction
costs.
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The propagation of “modds’ containing festures that may not be acceptable a the
multilaterd levd is not likdy to be a postive devdopment for the multilatera trading
system. It dso becomes important to identify whether there are any undesrable
festures in these “modds’, viewed in the light of the intention that these PTAs should
be “building blocks’ for eventud APEC-wide and globd free trade. Redtrictive and
highly complex rules of origin, such as the “NAFTA type rules’ gppearing in PTAs
negotiated by the U.S. clearly fdl into the caegory of undesrable features. Other
potentidly controverda features, including the treatment of sendtive sectors and
provisons on labour and environment need to be reviewed from the same perspective.

Conclusions from Empirical Studies

The gppendix to this paper provides a survey summarisng the results of 40 separate
computeble genera equilibrium (CGE andyses) of Ada Pecific PTAs  When
congdering the impact of different RTA configurations on economic welfare there are
a number of propogtions that recelve reasonably congdent support from these
results:

7?2 Unaurprisingly, the largest welfare gains tend to come from large groupings

?7? APEC members generdly derive ther largest gains in economic wefare
from APEC-wide liberdisation, regardless of whether this is undertaken on a
non-discriminatory or preferentia besis.

?7? Eat Adan economies generdly derive larger wefare gains from an
‘ASEAN Plus Three' PTA rather than ‘ ASEAN Plus One’ configurations.

?7? Bilaerd PTAs yidd the smdlest gains in economic wefare, dthough smdl
economies do tend derive subgantid economic wdfare gains from PTAs
withlarge*hubs’.

7? Expanson of exiding PTAs to include new members often erodes benefits
of the existing members (especidly smdl members)

?? Economic welfare gains for members (“ins’) from PTAs ae generdly
(though not dways) accompanied by losses for excluded countries (“outs’)

?7? The welfare losses from PTAs tend or be concentrated on “outs’ that trade
intensvely with “ing’
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?? While larger blocs yidd larger economic wefare gains for members they
adso impose larger economic welfare losses on these “outs’. The wdfare
losses of economies outsde the APEC region, that trade less intensdvely
with APEC economies, tend to be proportionately much lower.

?? Sudies of individud PTAs can produce widdy differing (sometimes
contradictory) results

A recent set of smulations of some thirteen potentid FTAs involving the U.S, carried
out by Gilbert for the IIE conference on U.S. FTAs dso produced the following
tdling results
7?2 When the FTAs ae gmulated individudly, the wdfare gains accrue
disproportionetely to be the smaller prospective partners of the U.S.
?? In a amulaion of the thiteen FTAs implemented sSmultaneoudy however,
ratively large gains accrue to the U.S, wheress the gains to the smdler
partners are much smdler than when the FTAs are smulated individudly.

The conclusions to be drawnin relation to this evidence include the following:

?? The vaiant of the “domino” effect arigng from “competitive liberdisaion”,
whereby smdl economies ae drongly motivated to seek PTAs with
potentid “hubs’, is likdy to be drong in the APEC region. Successful
achievement by some smdl economies of PTAs with a mgor “hub’
economy Wwill increase the pressure on their competitors and neighbours to
do likewise

7?2 On the other hand there ae mixed incentives for the expanson and
consolidation of PTAs.  While PTAs involving larger groups of economies
do generdly larger economic gains for their members, it dso often the case
that expanson of an exiging PTA to include a new member may erode the
benefits of some exiging members, who may therefore have an incentive to
oppose the admisson of the new member. Similarly, smaler economies that
negotiate an initid “spoke’ agreement with a potentid “hub” may have an
incentive to obstruct the establishment of additiond “spoke’ agreements.



20

7?2 Some of the larger prospective PTAs face well-known political obgacles to
ther achievement. It may not be an exaggeration to say that the most
economicaly beneficid PTAs may be the mod difficult to achieve in
politica terms.

?7? The keys to East Ada-wide and trans-Pecific integration are respectively the
linkages between the Northeest Asian economies and the linkages between
these Northeast Asian economies and the U.S. These are largest economies
in the APEC region, and the trade flows between them are the region's
largest and among its most important.  In order for PTAS to serve as building
blocks for APEC-wide and globd free trade, it will be essentid that they
embrace these linkages, as wdl as comprehensve linkages between these

magor economic powers and the smaler economies of the region.

Further Design | ssues

The discusson o0 far in this pgper hes identified a number of important issues in the
desgn of RTAs This section discusses some further important design issues that
need to be congdered.

WTO- and APEC-Consstency

Economies announcing new PTASs routindy emphasise that the new agreement will
be WTO-consgtency. It is of course important that PTAs should be WTO-congdert,
but it is dso important to recognise that WTO disciplines on PTAs, while not whaly
lacking in effect, ae rdaivdy week, due to the wdl-known imprecison and
ambiguity of GATT Artide XXIV in paticular and GATS Artide V, and the inability
of WTO members to reach agreement on the interpretation of these aticles As a
result there is no universdly accepted definition of a number of important provisons
in the Artides induding but by no means limited to the interpretation of the
requirement that PTAs should cover “subgantidly al trade” between the paties. As
a result the WTO's Committee on Regiond Trade Agreements (CRTA) has faled to
reach consensus on the WTO-compatibility of al but one of the over 100 PTAS that
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have been referred to it for examination, and is unlikedy to reach consensus on any
further PTAs in the near future. The effect is that members are in practice Ieft free
within quite a large range to unilaterdly adopt ther own interpretations of the
digouted provisons.

This is not quite to say that “anything goes’ in rdation to WTO-consistency of PTAS.
Some common understandings on the meaning of parts of GATT Article XXIV and
GATS Artide V do exiq, and have the effect of ruling out some modes of deding
with PTA issues. For example non-reciprocal PTAs involving developed economies
ae ruled out. This counts against the suggestion of the APEC EPG that APEC
members of PTAs should consider extending to other APEC members on a voluntary
bass the same preferences that they provide to their parttners within the PTA.
Arrangements involving developed economies for the granting of patia preferences
ae ds ruled out, except for schemes like GSP that are avalable to dl developing
economies, and consequently fit criteria set out in the Enabling Clause.

Clarification and improvement of the WTO rules on trade would cetanly be
dedrable and this question is on the negotiating agenda for the Doha Deveopment
Agenda. Prospectsfor sgnificant change are not however encouraging.

For APEC members it is dso important that PTAs among APEC members should be
A PEC-consstent as well as WTO-consgtent. At aminimum this should mean that:
?7? PTAsconform to the APEC Principles set out in the OAA.
?7? The timetable for liberdisation within PTAs should be condsent with the
Bogor dates ie it should not extend beyond 2010 in PTAs involving
developed APEC economies and beyond 2020 in other PTAS.

Treatment of Sendtive ltems

The treatment of sengtive products and sectors within PTAs is a longstanding issue
that has not been able to be concusvedy resolved, largey because of the lack of an
agreed interpretation of the provison in Artide XXIV regading coverage of
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“subgantidly dl trade’. WTO members have debated endless whether this provison

dlowsthe excluson of an entire sengitive sector such as agriculture.

Ore view is tha “subdantidly dl trade’ should be defined in purdy quantitative
terms, such as 90% or 80% of trade between the parties, and that agriculture can be
excluded provided the required proportion of trade is neverthdess covered.  Another
view is that the provison should be interpreted among other things to meen that no
mgor sector should be wholly excduded. Support for this interpretation is provided in
the preamble but not the legdly-binding sections of the WTOs 194
“Underganding” on the interpretation of Article XXIV.

Economic andys's has identified the following relevant consderations:

?? In a PTA that contains a competitive producer in the “sengtive sector”, the
“sengtive sector” is a potentid source of trade creation, and its excluson
lower the welfare gains that members can expect from the PTA.

7?2 In a PTA tha indudes only uncompetitive producers in the “sendtive
sector”, the sendtive sector is a potentid source of trade diverson, and its
excluson may have a pogtive effect on both members and non-members

?? Incluson of sendtive sectors in PTAs may prepare the way for multilatera
liberdisation.

?7? An ability to exclude “sendgtive sectors’ from PTAs may encourage
economies with highly sengitive sectors (such as agriculture) to incressngly
focus on PTAs a the expense of commitment to multilateralism. PTAs with
“sendtive sectors’ excluded may then become one of the “modds’ of Asa-
Pecific PTAs, and it may be difficult for this mode to converge with other
models.

?7? At the same ime in the case of agriculture there are three key issues. market
access, domedtic support and export subsidies.  Of these only market access
can be adequately addressed within PTAs, while progress on domestic
support and export subsdies dmost certainly depends on action a the WTO.
This suggests that liberdisation in agriculture will need to proceed dong
parale but linked tracks in both PTAs and the WTO.
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On bdance it is suggested that the arguments againg excluson of sendtive sectors
clearly cary greater weight.

APEC members should have regard to APEC principles as well as WTO rules. In
paticular the principle of “comprehensveness’ indicates that adl mgor sectors should
be induded, while the principle of “flexibility” indicates that liberdistion in senstive
sectors can proceed on a dower timetable and with due regard for the sengtivities of
member economiesin that sector.

Trade in Services

There are two distinct gpproachesto liberdisation:

?? The GATS @gpproach, in which MFN treatmet is gpplied as
comprehensvely as possible, but the choice of sectors to be liberdised is
meade on apogtive lis bass

?? The NAFTA approach, in which a “negative lig” gpproach is taken to the
liberdlisation of services

There is dso an important question as to whether preferentid liberdisation is
desrable in certain sectors, paticularly key infrastructure sectors such as transport,
telecommunications and financid services.  In thee sectors in paticular the am
should be to atract internationaly competitive suppliers of the sarvices into the
domesic market.. Preferentid liberdisation that discriminates againgt internationdly

competitive suppliers could have severe negative conseguences.

Conclusions: TowardsPTAsas" Building Blocks” for Achievement of the Bogor
Goals

Based on the discusson above, the following are suggested as requirements for PTAS
that will contribute to the achievement by APEC members of their Bogor godls.
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Commitment to the Bogor Gods
In the context of PTAs it is important to re-affirm that APEC members remain
committed to the Bogor gods and that pursuit of PTAs does not detract from that

commitment.

WTO Consistency

Adherence to WTO provisons on RTAs is of course essentid, but it must be
acknowledged that this is not a sufficient condition for PTAs to serve as “building
blocks’ towards achievement of the Bogor gods.

Cons stency with APEC Commitments

PTAs among APEC members should adso be consstent with their APEC
commitments, including the Principles tha AFEC members have adopted. In
particular this means that the PTAs should conform to the Principles st out in the
Oszka Action Agenda, and the implications of thisinclude the following:

?? The principle of Comprehensveness indicates that PTAs should cover trade
in both goods and services

?7? The principle of Comprehensveness dso indicates that dl sectors should be
induded, while the principle of Hexibility indicates thet sengtive sectors
may be liberdised on a dower timetable with due regard to the sengtivities
of member economies.

?7? The principle of Non-Discrimination indicates that no APEC member should
be permanently excluded from the pattern of PTAs being developed in the
region. If “open accesson” clauses are not practicad, APEC members should
nevertheless devise a credible form of commitment that each member is
prepared to entertain the posshility of a PTA reationship with every other
member, whether through negotistion of a bilaterd PTA or through
membership of a larger PTA grouping, and that no APEC member will be
permanently excluded from larger PTA groupings that may develop among
APEC economies.



25

The timetable for liberdisation within PTA should not extend beyond the target date
for achievement of the Bogor gods.

Closer economic partnership (CEP) agreements, including both traditiond PTA
dements and facilitetion dements (sometimes referred to as “non-PTA” or “WTO-
Plus’ dements are dearly in the spirit of members APEC commitments, since they
dlow dl items on the Osaka Action Agenda to be covered.

Where rdevant, provisons in PTAs among APEC members should be linked to the
specific sets of Principles that APEC members have adopted such as the Principles on
Compdtition and Regulaory Reform, the Non-Binding Investment Principles the
Principles on Government Procurement, and the Principles on Trade Fecilitation.

Expandon, Amadgamation and Convergence of PTAs Allowing for Differentiad
Progress

If PTAs are to lead to the achievement of the Bogor goas, expanson, amagamation
or cornvergence of PTAs, or some combination of these processes, will have to occur.
It should be recognised that these processes will not necessarily occur of their own
accord. Strong leadership and guidance from APEC leaders will be needed, including
but not limited to the commitment suggested above that no APEC member will be
permanently excluded from these developments.

In redion to these processes of expangon, amagamation or convergence, different
condderdtions gpply to the “PTA dements’ and “non-PTA” or fadlitation dements
of CEPs. It is likely that there is potentid for these processes to be moved forward a
different speeds for the two types of dements. To ensure that the processes move
forward as quickly as they are able, it may be useful b design CEPs so that the “PTA
dements’ and “nonPTA” or facilitation dements can be separated from each other if
necessary, to dlow the processes of expanson, amdgamation or convergence to
move forward in one set of eements but not the other.

MFEN Liberdisation and Multilaterdisation
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Progressve MFN liberdisation in pardld with liberdisation within PTAs provides
the ultimate assurance that the negative effects of preferentid liberdisation will be
minimised and that the ultimate god of APEC-wide or even globd free trade will be
ataned. In order to minimise negdtive effects it is important that al MFN barriers be
reduced to moderate levels as soon as possble, thereby limiting margins of preference
in PTAs and so reducing the scope for trede diverson.  Elimingion of pesk taiffs
and tariff escdaion must beapriority.

Achievement of the Bogor gods effectivdy implies multilaterdisation of the
liberdisation commitments undertaken by APEC members within PTAs. Confidence
that APEC members are sarious in their intention to use PTAs as “building blocks’
towards the achievement of Bogor gods will be srengthened by a credible up-front
commitment on the pat of APEC membes to eventudly multilaterdise the
concessions that they make to PTA partners. It is suggested that APEC members give
condgderation to the form that such a commitment might teke. The experience of
PTAs where partiad or full multilaterdisation has dready teken place, such as AFTA
and CER, may provide useful guidance.

Liberdisstion Moddities

APEC members should endeavour to ensure that the liberdisation of both goods and

services within PTAS s progressive and autometic.

In the case of sarvices trade hinding of the daus quo should be regarded as
acceptable. Where liberdisation is undeteken, MFN liberdistion should be
regarded as the norm, especidly in key infrastructure sectors.  APEC members should
not indst on preferentid liberdisation by their PTA partners in these key sectors. To
facilitate liberdistion of trade in sarvices reevant domedtic regulaions should be
ubject to a necessty tedt, and should be gpplied in the leest trade redtrictive manner

possble

In cases where liberdisation cannot commence immediady “negative lists’ should be
employed, with provison for regular reviews amed a removing dl remaning trade
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redrictions  This should gpply to both goods and sarvices trade, including “sendtive
sctors’.  The “negative ligts’ should be subject to “sunset cdlauses’ and there should
be no permanent exclusons.

Rules of Origin

The crucid importance of rules of origin must be recognised. Rules of origin are not
an goproprite  mechanism for protecting “sendtive sectors  or for  fadlitating
adjusment to liberdisation. Complex rdes with protectionis purposes should be
avoided. Idedly rules of origin should as far as possble be neutrd in their impacts on
trade flows. Rules of origin should be as draightforward as possble, and should be
trangoarent, cler and consgdent, and should not impose unnecessxy compliance
cods It is important to dlow full cumulaion in PTAs with multiple members. The
devdopment by APEC members of “best practice guiddines’ for rules of origin
would be avery useful contribution.

Facilitation Measures

In regard to fadilitation, to ensure maximum contribution to achievement of the Bogor
gods, use should be made wherever possible of internationd standards and APEC-
wide agreements and processes, including mutua recognition agreements.

Development Dimendon

APEC members should carry over into their PTAs and CEPs their recognition that
trade and invesment liberdisation and fadilitation must be accompanied by capecity
building for developing economies in order for the full benefits to be redised. CEPs
between APEC economies should dlow for assstance in capecity building to be
provided to developing economy members by ther developed economy patners. The
potentid for CEPs to sarve as vehides for the provison of regiond public goods
should be recognised and exploited.

Transparency
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Trangparency in PTAs among APEC members is essentid if confidence is to be
maintained that they will sarve as “building blocks’ towards achievement of the
Bogor gods. There is merit in the suggestion that a review process smilar to the
TPRM should be introduced in the WTO for PTAs, and APEC members should
congder promoting this suggestion.

In the meantime, in the interests of trangparency, APEC members should indtitute
ther own process of peer review of PTAs involving APEC members. To be fully
effective, peer review should occur before the PTAs are findly concluded. It is dso
important that provison be made for the incluson of PTAs in the IAPs of APEC
members. This would formaly bring IAPs within te scope of the IAP peer review

jprocess.

Also in the interests of trangparency, the texts of PTAs should be made publicly
avalable as soon as possble after agreements are concluded. APEC members might
ds condder following the example of Canada, in rdeadng the negotiating texts of
PTAs into the public domain, thereby fadlitating meaningful input by busness and
civil society into the negotiating process.
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Western Pacific
Agreements - Multiple

Ma, Jun; Wang, Zhi
(2002)
“Optionsand Implications of
Free Trade Arrangementsin
East Asia”

* CGE model, GTAP (v5)

* Recursive dynamic, import
embodied technology transfers,
trade linked TFP growth and
capital accumulation.

* Perfect competition

* 18 26 aggregation®

* Household saving, government
budget balance and foreign capital
inflows are assumed to be perfect
substitutes and congtitute the
source of investment in each region
* There are 6 primary factors of
production (agriculturd land,
natural resources, capital,
agricultural labour, unskilled and
killed labour).

* Chinaand Taiwan's accession to
the WTO is baseline scenario.

Baseline: Chinaand Tawan's
accession to the WTO modelled
over atransition period (1998-
2012).

1. Crestion of an FTA between
China/Hong-Kong and ASEAN
countries.

2. Crestion of an FTA between
Japan and ASEAN countries.

3. ASEAN plusthree FTA
(ASEAN + Japan-China/Hong
Kong and Koreg)

4. East Asian FTA (ASEAN+ 3)
including the US.

Effects given are real GDP growth
(acaumulated), changes in welfare
(redl purchasing power) measured
by equivalent variation, and
changesin exports. Additional
GDP growth is defined asthe
difference between the cumulative
GDP growth rate for 2003-2012
under the FTA scenario and the
cumulative GDP growth rate for
2003-2012 under the baseline
(Chind s and Taiwan's WTO entry)
scenario.

1 Red GDPincreasesinadl
members, by most in Singapore
(4% of GDP), followed by Hong-
Kong, Thailand and Indonesia (all
above 0.7% GDP). China' s exports
to ASEAN countriesincrease by
7%. Trade creation exceeds trade
diversion. In welfare (real
purchasing power) terms ASEAN
countries collectively gain
US$47.2 billion over 10 years,
while the ROW loses US$10.5
billion. TheUS, EU, Koreaand
Chinalose most.

China and Japan each gain from a
bilateral free trade agreement with
ASEAN, but lose if they are
excluded (eg. Japan losesfrom an
ASEAN-ChinaFTA). The larger
East Asian agreement (ASEAN +
3) benefits most countries
involved, the exceptions being
Maaysiaand Philippines, but is
trade diverting away from the rest
of theworld. Trade creation effects
dominate however.
Althoughitispoliticaly lesslikely
then the ASEAN +3 scenario, an
East Asian agreement including the
USamost doublesthe purchasing
power of membersin equivaent
variation terms, with the world
average for real GDP growth
unchanged at 0.07%.

Overall gains for members are
greater under the final scenario (4),
however this scenario also seesthe
largest losses for non-members.

3 Aggregation stated as region x commodity




Study

Model features

Experiments

Economic Effects

Key Results/ Findings

2.Reel GDP risesin most members,
however fdls dightly in Maaysia
and the Philippines due to adverse
terms of trade effects. Largest real
GDP rise in Singapore (3.9%)
followed by Thailand and Vietnam
(1.7% and 0.7%). In welfare (real
purchasing power) terms Japanwill
gain US$22.9 billion and ASEAN
gains US$44.3 hillion, while the
US, EU, Chinaand Korealose.

3. Tota gainsin welfare (real
purchasing power) for members
comes to US$181 billion, while
countriesin the ‘ROW’ category
lose US$24 billion and non-
members as awhole lose US$24.8
bill. The USloses US$18.7 hill,
Taiwan US$6.5 hill, while
Austrdiaand New Zedland are not
separately identified. Singapore
still showsthelargest risein rea
GDP (over 4%), Thailand,
Indonesia, Koreaand Chinaalso
regster large real GDP increases.
4. Largest welfare gains of the 4
scenarios. All members except
Malaysiaand Vietnam gain more
than under (3). Japan and China
gain most in purchasing power
terms, amost doublethe
ASEAN+3 scenario. The US dso
gains US$35.3 hillion. All other
regionslose significantly in
welfare terms. Singapore again
redises the largest increase in redl




Study

Model features

Experiments

Economic Effects

Key Results/ Findings

GDP (4.88%), followed by Hong-
Kong, Thailand and Indonesia.

Scollay and Gilbert
(2002)
“Impact of East Asian Regional
or Subregional FTAS’

* CGE modd GTAP v?

* Static

* Perfectly competitive

* 26 x 20 aggregation

* Standard GTAP closure

* Full mobility of capital and
labour domestically

* All import tariffs are eliminated
between participating countries on
apreferentia basis, unless
specificaly stated.

Each smulation is conducted both
for both full trade liberdisation,
and for liberalisation of nor+
agricultura goods only.

1. China-Korea-Japan FTA

2. “ASEAN plusthreg’ (ASEAN +
ChinaK orea-Japan)

3. “ASEAN plus three plus CER”
(ASEAN+ China-K orea: Japan-
New Zedand-Australia)

4. ASEAN - China

5. ASEAN - Jgpan

Effect given is welfare changes,
measured by changesin Equivaent
Variation as a percentage of GDP.
1. With agriculture: Koreagains
1% of GDP, while Japan and China
gain 0.1% esch. There isanegetive
impact for other Asian countries,
Australia, NZ and South America.
Without agriculture: Koreagains
0.6%, Japan 0.2% and Chinaloses
0.2%. The effect on other Asian
and Austraasian countriesis not as
bad. Less trade diversion.

2. With agriculture: All member
countriesgain, Vietnam by 5% and
Singapore by 3.1%. All other
regions are either unaffected (i.e
0%) or suffer mild trade diversion.
Hong-Kong hit worst with —0.9%.
Without agriculture: Members
gain except China and Philippines,
kut gain less. Trade diversion is
reduced substantialy.

3. With agriculture: Members,
except Philippinesgain. Australia
and NZ by over 1%. Vietnam
benefits most 4.9%, Chinais
unaffected.

Without agriculture: Gains
significantly less. Australiaand NZ
benefit 0.1% and 0% respectively.
Chinaand Philippines lose, trade
diversion reduced.

4. With agriculture: China

A China-Japan-Korea FTA hasthe
potential to provide large benefits
for its members, however it would
be sgnificantly trade diverting.
Expanding it to an “ASEAN+3"
FTA would have even greater
welfare benefits for those involved,
but would till have noticegble

trade diversion effects. Individual
agreementswith ASEAN provide
only small welfare gainsfor China,
Japan and Korea, but if they are
excluded (i.e Korea from the
ASEAN -Japan agreement), welfare
effects become negative.
Welfarefor New Zedland and
Australiaisimproved greatly in the
ASEAN+3+CER arrangement,
especidly if agriculture isincluded.
Japan gains most in the
ASEAN+3+CER agreement, while
for Koreaiit is second only to
ASEAN+3. Chinaexperiences
positive but weak effectsin the
context of this arrangement.
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doesn’t benefit, Singapore gains
most 3.4%, Hong Kong, Koreaand
Taiwan lose.

Without agriculture: All
members gain, China 0.1%. Hong-
Kong, Koreaand Taiwan till lose
dightly, the rest are unaffected.

5. With agriculture: Japan’'s
welfare unaffected, Singgpore and
Vietnam gain over 2% each. Some
small negative effectsin
Ausgtrdasia and China, Hong

Kong, Korea, Taiwan.

Without agriculture: Membersal
gain, except Philippines, but gains
less than with agriculture. Overall
less trade diverting. China, Hong-
Kong, Koreaand Taiwan al lose
0.1%.

Yang, Duncan and Vines
(1999)
“Who Gainsand Who L oses
from Unilateral and Concerted
Trade Liberalisation”

* CGE model based on GTAP V3
* Static

* Perfect competition

* Congtant returnsto scale

* 9 x 9 aggregation

* Trade eladticities are doubled.

* Labour and capital are perfectly
mobile, whileland is partidly
mobile. Savings are afixed share
of income, while global investment
isdlocated by a‘globd bank’

Liberalising regions remove dl
their tariffs, antidumping duties,
price undertakings, voluntary
export restraints, export subsidies
and taxes and production subsidies.
1. Australasia (Austrdiaand New
Zedand) unilaterally remove trade
restrictions.

2. ASEAN joinsAudrdasiain
concerted unilateral MFN
liberalisation.

3. The'Rest of Asi@ joins
Augtrdasaand ASEAN in
concerted unilateral MFN
liberalisation.

4. Japan and North Americajoin

Effect given is welfare, measured
by Equivaent Variationin US$
millions, broken down into the
dlocative efficiency effect and the
terms of trade effects.

1. Audtrdasid sterms of tradefalls
and causes welfare to decrease by
US$1.9 billion overal. Thisis
partialy offset by positive
dlocative efficiency effects worth
US$1.8 hill. Overdl welfarein
Augrdlasafals US$0.1 bill. All
other regions, except North
America, benefit, or experience
negligiblewdfare effects.

2. Negative terms of trade effects

Unilaterd trade liberalisation can
lead to aterms of trade
deterioration which may overpower
the efficiency gains. The APEC
strategy of concerted unilateral
MFN liberalisation may overcome
this problem, as countries liberalise
at the same time, and the terms of
trade effects are lessened
Economic sizeisimportant, as
large countrieswhich liberdise
unilaterally could see large terms
of trade losses, dthough even small
countries which are important
traders of certain goods could see
significant terms of trade effects




Study

Model features

Experiments

Economic Effects

Key Results/ Findings

the countriesin (3) in concerted
unilateral MFN liberalisation.

5. The Rest of the World liberalises
trade resulting in global trade
liberalisation.

in Austrdlasaare reduced and the
dlocative efficiency effects
dominate. ASEAN expaiences
large overall benefits (US$22.1
bill), while only North America
loses overdl (US$ -1.3 hill).

3. Terms of trade effectsin
Australasiaimprove to zero, with
overdl welfare gains reaching
US$2.1 hill. The ‘Rest of Asd
suffers negative terms of trade
effectsbut allocative efficiency
gains dominate and overd| welfare
gains come to US$43.7 hill. These
results are primarily dueto the
complementarities between the
Austraasian and East Asian
economies. All regionsin the
model see positive welfare effects.
4. Concerted unilateral
liberalisation within the US and
Japan lead to large welfare gains
for those countries (US$77.7 hill
for Japan and US$33.9 hill for the
US). The EU isthe only region
which suffers welfare losses (US$8
bill), which are mostly attributable
to inefficiencies in the Common
Agriculturd Policy (CAP). Overdll
globa gainsare US$180 hill.

5. Globd liberdisation maximises
overdl welfare gains, and benefits
dl regions. Someregions
(ASEAN, ‘Rest of Add and ‘Rest
of World") suffer dight negative
ToT effects, but allocative

upon liberalisation. Thus,

concerted unilaterd liberdisation
will have the best effects when
countries with complementary
economic structures liberalise
simultaneoudly.

Overdl theresultsare ‘ broadly
sympathetic’ to APEC’ s strategy of
concerted unilateral MFN
liberalisation.
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efficiency gains dominate. Global
welfare gains reach US$376 bill.
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Western Pacific
Agreements- Individual

Chirathivat, Suthiphand
(August 2002)
“ASEAN-China Free Trade
Area: background, implications
and future development”

* Chulalongkorn and Monash
Generd Equilibrium Model
(CAMGEM) CGE model based on
astandard GTAP model.

* Static

* Perfectly competitive

* 45 x 50 aggregation

* Model has arepresentative
household whose Cobb-Douglas
preferences are defined for
composite private expenditure,
composite public expenditure and
savings.

* The macro balancesin the model
are the government budget baance,
aggregate savings and investment,
and the balance of trade. Product
and factor markets are flexible, but
each region hasarablelandina
fixed quantity.

1. Tariff liberaisation between
Chinaand ASEAN.

2. Remova of non-tariff barriers
between China and ASEAN.

Effects given are percentage
changesin real GDPrelativeto the
basdline scenario, and changesin
welfare measured by equivaent
variation, in millions of US$.

1. Taiff liberalisation resultsin a
0.4% increasein real GDP for both
Chinaand the ASEAN-6 bloc.
However, ASEAN gstandsto gain
morethan Chinagiven that its
wage rates and land vaues will
increase by more. In Equivalent
variation terms ASEAN gains
US$2986.2 million, and China
US$1787.1 million.

No overall welfare effects are
given for third countries, however
ASEAN exportsto Japan, the US
and the EU in particular would fall
by around 1% each. ASEAN
exports to Chinawould increase by
over 50%, and Chinese exportsto
ASEAN by 23%. Exports from
Chinato Japan, the US and the EU
rise dightly (around 0.5%).

2. Liberdlisation of non-tariff
barrierswill result in large gainsto
both Chinaand ASEAN-6. China
could increase its redl GDP by
2.3%, ASEAN-6 by 1.4%. In
equivaent variation terms ASEAN
would gain US$11639.5 million,

Both Chinaand the ASEAN-6 bloc
stand to gain from the formation of
an FTA, with overdll trade creation
exceeding trade diversion. Inthe
case of ASEAN-6 thereis evidence
of trade diversion away from the
US, Japan and the EU in favour of
China. In the case of Chinathese
trade diversion effects are not so
pronounced.
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and ChinaUS$11858.2 million.
When non tariff barriers are
eliminated ASEAN exportsto
Chinaincrease by 187%, but
exports to the US, Japan and the
EU fall by around 5% each.
Chinese exportsto dl regions
increase significantly.

Davis, Mckibbin, Stoekel
(June 2000)
“Economic benefits from an
AFTA -CER freetradearea”

* APG-Cubed modd

* Dynamic

* Perfectly competitive

* 18 x 6 aggregation

* Integrates real and financial
markets and imposs intertemporal
budget constraints. Full short and
long run closure around a
neoclassica framework.

1. AFTA-CER liberdisation,
Australiaand New Zedland embark
on reduction schedulein line with
AFTA liberalisation.

2. AFTA-CER liberdisation at the
same time as APEC liberalisation
(i.e. MFN tariff rates are reduced to
zero by 2010).

The effects given are absolute and
percentage changes in real GDP,
and percentage changesin red
consumption (welfare). The
absolute increasesin resl GDP are
defined as ‘net present value of
additional GDP' over thetime
period 2000-2020, while the
percentage increasesin red GDPis
defined asthe ‘ percentage
deviation from baselineg’ by 2010.
Percentage changesin red
consumption are taken to be the
additional consumption above what
would otherwise have been each
year without the liberalisation
scenarios.

1 AFTA and CER: AFTA gains
US$25.6 hillion, amounting to
additional GDP just over 0.3%.
CER gains US$22.5 hillion, or just
under 0.3% additional GDP.

Real consumption increases by
2005:

ASEAN 5, 1-2%

Australia, 0.5%

The benefits of an AFTA-CER
FTA have been estimated at
US$48.1 billion over time.

The AFTA-CER countries benefit
from net capital inflows, mostly
coming from the US and Northeast
Asia Thesizeof thegainsis
reduced if APEC liberdisation
occurs at the same time.

The simulation covers only the
older ASEAN(5) members
Indonesia, Thailand, Singapore,
Malaysiaand the Philippines.
Effects on the newer ASEAN
memberswere aso estimated and
were found to be similar to those of
the original members. Given the
large amount of trade the newer
ASEAN members conduct with the
older members, what is good for
the older membersis generaly
good for the new members.
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New Zedland, 1%

Madaysiaand Singapore had lower
real GDP increases than the other
ASEAN(5) members, but gained
morein terms of real consumption
effects.

2. If APEC liberalisation occurs at
the sametimeas an AFTA-CER
FTA isformed, the absolute GDP
increases are reduced. AFTA
would now be expected to gain
US$10.2 hillion, and CER US$1.9
billion in real GDP by 2020.

Real consumption (welfare) in
New Zedand and Austrdiawould
increase by 3-4%, in Malaysaand
Singapore by over 14%,
Philippines by 6%, Indonesia 8%
and Thailand over 11% by 2005.

Fukase and Martin
(1999)

“A Quantitative Evaluation of
Vietnam’s Accession to the
ASEAN FreeTradeArea
(AFTA)”

* CGE moddl, GTAP4

* Static

* Perfectly competitive

* Constant returnsto scalein
technology

* 12 x 13 aggregation

* There are 5 factors of production
(land, unskilled labour, skilled
labour, capital and natural
resources)

* Import and domestic goods are
differentiated via the Armington
assumption.

* Analysis useslarge country
assumption, because Viethamisa
large supplier of some goods.

1. AFTA accession, inclusion list
and temporary exclusion list goods
undergo reciprocal liberalisation.
ASEAN-5 by 2003, Vietnam by
2006.

2. AFTA accession, scenario 1 and
sensitive list products also
liberdised. ASEAN-5 by 2010,
Vietnam by 2013.

3. AFTA accession, scenario 2 and
Generd Exclusion list

liberalisation. No time frame given.

4. Unilatera. Scenario 3 plus
Vietnam extends unilateral
liberalisation to therest of the
world.

Effect given is welfare, measured

by equivaent variation in US$
millions and broken down into the
dlocative efficiency and terms of
trade effects.

1. Welfare gains of $2.1m
comprised of $19.2m of positive
dlocative efficiency effectsand
terms of trade losses worth $17.1m.
2. Welfare gains of $51.3m of
which alocative efficiency gains
comprise $21.7m and terms of
trade gains come to $29.6m.

3. Welfare losses of $5.6m of
which alocative efficiency gains
make up $26.6m and term s of trade

The static effects of Vietnam's
accession to AFTA are small,
excluded products limit trade-
cregtion, while thereissome
evidence of trade-diverson. Since
Singapore dominates as Vietham's
main export market, and trade
barriers there are dready low,
gains from improved statusin this
market are small. MFN
liberalisation is much more
preferable.

Accession to AFTA appearsto
benefit Vietnam's agricultura
sectors, while broader unilateral
liberalisation favours labour
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* Non-tariff barriers are not
included.

5. APEC liberalisation on an MFN
basis to 2.5% across the board.

losses $32.3m.

4. Welfare gains of $191.6m of
which alocative efficiency gains
make up $251m and negative terms
of trade effects create |osses of
$59.4m.

5. Welfare gains of $180.3m of
which alocative efficiency gains
make up $293m and terms of trade
losses -$133m. Agricultural output
decreases by 23% as labour and
resources move into the more
profitable manufacturing

indugtries.

intensive manufacturing sectors.
Moving from scenario 1 to scenario
4 thereisafavourable impact on
export volumes, however export
pricesfall and therefore terms of
trade effects are negative

Gilbert and Wahl
(2002)
“Applied General Equilibrium
Assessments of Trade
Liberalisation in China”

* CGE model, GTAP (v4)

* Static

* Perfectly competitive

* 9 x 11 aggregation

* Two alternative closures —first is
standard neoclassica with fixed
factor endowments, second is
longer run steady state closure.

1. Bangkok Agreement: Complete
liberalisation in all sectors on
preferentid basis. Standard
neoclassical closure.

2. Bangkok Agreement: Complete
liberdisation in all sectorson a
preferential basis. Long run
closure.

Effects given are welfare measured
by equivalent variation in $US
millions and as a percentage of
GDP.

1. The members collectively gain
1.1% in welfare as a percentage of
GDP ($US18290 million), sum of
world net welfare, 0%. South
Koreaand Sri Lankagain 5.5% and
2.7% respectively. Chinaand India
lose. Japan, NAFTA, ASEAN and
the ROW also lose, but
insgnificantly when taken as % of
GDP.

2. Members gain 4.5% of GDP
($US76265 million), overal net
world welfare, 0.2%. Sth Korea
and Rest of South Asiagain 14.1%
and 11.1% respectively. Indiaand
ASEAN lose.

If the Bangkok agreement could
achievefull liberalisation there
would be positive overdl welfare
effects, however, not all countries
benefit and there is evidence of
trade diversion. Thereisalong

way to go for the countries to
achieve complete tariff elimination.
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Hertel, Walmsley and Itakura
(2001)
“Dynamic Effects of the ' New
Age FreeTrade Agreement
between Japan and Singapore€”

* CGE model, GTAP (v4)

* Recursgve-dynamic

* Perfectly competitive

* 17 x 17 aggregation

* Considers effects of
implementing uniform standards
for ecommerce and automated
customs procedures. Explicitly
models international transport and
trade.

* |ncorporates international capital
mobility and ownership.

1. Trade liberalisation between
Japan and Singgporeincluding
liberdisation in services, e-
commerce and customs
automization.

Effects given are economic welfare
and red GDP changes. Welfareis
messured usng equivaent

variation (‘the cumulative changes
that have occurred between the
basdline and the FTA simulation’)
in US$ millionsaswell as per
capita percentage changes by 2020
due to the FTA. Real GDP
increases (decreases) are defined as
‘cumulative percentage differences
from baseline smulation’.

1. Singapore gain US$396.8m or
0.668% per capita, Jgpan gain
US$6919.7m or 0.157% per capita.
Chinagains US$266.1m (0.041%),
Taiwan US$199.5 (0.079%), Korea
US$237m (0.059%), the US
$523.1m (0.008%), Australiaand
NZ US$65.8m (0.019%).

Red GDP increasesin dl regions
except Canada and Western
Europe. Singapore's real GDP
increases 1.67% and Japan's 0.2%.
Maaysaand Thailand each see
real GDP increases above 0.3%.

Without the ‘new age’ features of
the agreement globd wefare
effects would be ambiguous or
negative and trade diversion would
be significant. The addition of e-
commerce standards and customs
automisation allows for greater
benefits both to the countries
involved and to non-members.
Globd benefits come to over US$9
billion ayear. With 70% acruing to
Japan. All regionsin the world
benefit.
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Lee * CGE modd (based on OECD’s 1. FTA between Japan and Effect given is percentage change Where positive spillover effects on
(August 2001) linkage model, 1997) Singapore with no TFP growth. in real GDP relative to the basdline total factor productivity (TFP) are

“General Equilibrium
Evaluation of Japan-Singapore
FreeTrade Agreement”

* Dynamic (trede-productivity
linkage)

* Perfectly competitive

* Constant returnsto scale

* 18 x 15 aggregation

* Mode spans 1995-2020.

* Trade barriersareremoved
bilaterally excluding agriculture
and food sectors and incorporating
reductions in customs costs. Goods
are differentiated by region of
origin and modelled as imperfect
substitutes on both import side
(Armington assumption) and
export side.

* Labour ismobile, but not across
regions, capita isdivided into ‘old’
and ‘new’. The growth of capitd is
endogenoudy decided by the
savings-investment identity.
Income tax rates adjust to
compensate for changesin the
government’s budget balance.

* |t isassumed that reduced
customs costs would lower the
price of imports by 0.5% for
Japanese consumers and by 0.25%
in Singapore.

2. FTA between Japan and
Singapore with TFP growth.

measures, by 2020.

1 Jgpan’sred GDP increases
0.01%, Singapore's by 0.08%
compared with the baseline. There
isevidence of trade diversion
(small) away from all other regions
except Malaysia (0.018%) and
Latin America (0%). Globa
welfareis unaffected.

2. Japan’'sred GDP increases
1.38% and Singapore's by 1.8%.
Thereisno evidence of trade
diversion as other countriesgain
from productivity spillovers.
Globa wefareincreases by 0.2%.

excluded the FTA is estimated to
have negligible effects even when
customs costs are decreased.

Where TFP effects are included the
welfareimpact ismuch larger and
trade diversion is decreased.
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Mckibbin, Warwick, Leeand
Cheong
(2002)

“A Dynamic Analysis of a Korea-
Japan Free Trade Area:
Simulationswith the G- Cubed
Asia Pacific Model”

* Asia-Pacific GCubed (APG
Cubed) moddl, GTAP V5

* Intertemporal dynamic model

* 18 x 6 aggregation

* Macroeconomic characteristics:
money isintroduced into the model
through a restriction that
households must use money to

pur chase goods and the model dso
alowsfor short run nominal wage
rigidity and short term
unemployment. Financia capital is
flexible, whereas physical capitd is
‘gticky’.

1. Completetariff elimination
between Japan and Korea
announced and implemented in
2001.

2. Complete tariff elimination
announced in 2001 and phased in
by 2005 for manufactured goods
and 2010 for agricultural goods.
3. Bilaterd tariff elimination
(phased) with the exclusion of
agriculture.

Effects given arered GDP changes
and changes in real consumption
(welfare) both as a percentage
deviation from the baseline
scenario by 2020.

1. Under the instant, bilateral tariff
elimination scenario the real GDP
gain for Korea amounts to about
0.15% of the baseline GDP by
2020, for Japan the figure is 0.1%.
There are consumption gains of
0.4% in Korea. In both countries
consumption gains are greater than
GDP increeses.

Red GDP increasesin Europe and
China, but falsin Audtrdia,
Malaysia, the Philippines and the
us

2. Theoveral real GDP gains are
dightly larger for Koreawhen
tariffs are phased out, because
adjustment costs are spread over
more years. Real GDP does not
increase by quite as much, overal,
in the case of Japan.

3. GDP and consumption gains are
reduced for both countries. In the
case of Koreared GDP gainsare
5% lessin 2005 if agricultureis
exduded.

The output gains are grester when
tariff cuts are phased in, rather than
being implemented
instantaneously. The omission of
agriculture reduces the
consumption and GDP gains for
both countries.

The gains from multilateral
liberalisation would be much larger
than liberalisation on abilateral
basis. The presence of adjustment
costs and a ‘ sticky’ labour market
suggest thet phased liberdisation is
superior to immediate tariff
elimination.
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Nakajima, Tomoyoshi
(August 2002)
“An Analysisof Japan-Korea
FTA: Sectoral Aspects’

* CGE model, GTAP V5.

Two different models

- short-run

standard GTAP model, stetic,
perfect competition, exogenous
capital stock

- Long-run

same basic modd, but includes
endogenous capital accumulation
* 8x 17 aggregation

1. Jgpan- Korea FTA short-run
(efficiency effects only)

2. Jgpan-Korea FTA longrun
(efficiency effects and capital
accumulation effects)

Effects given are percentage
changesin red GDP relativeto the
basdine, and absolute changesin
welfare measured by equivaent
variation in US$ millions.

1 Insignificant effects for all
regions except Korea 0.29%
increasein real GDP. Japan seesa
very dight lossin the short run, as
does China. In equivaent variation
terms Japan gains under
US$1000million and Korea under
US$2000 million. The rest of the
regionslosein EV terms,

2 Inthe long run Korean GDP
increases 1.09%, Japan gains
0.02%. China, NAFTA, EU all lose
dightly and ROW —0.03%. Japan
gains dightly under US$3000
million in equivalent variation
terms, Korea gains dightly under

When the long run effects of
capital accumulation are taken into
account there are benefits for both
Japan and Koreain forming a free
trade area. Koreagains
proportionately more than Japan.

US$4000 million.
Wang and Schuh * CGE model, GTAP (v4), 1. Formation of a Chinese Effects given are welfare gains, Trade creation exceeds trade
(2000) * Static analysis (Dynamic effects Economic Area (CEA). Complete measured by equivaent variation, diversion and if the politica
“The Impact of Economic considered in the second scenario) tariff liberalisation between China, in both absolute terms US$ relaionship between Chinaand

Integration Among Taiwan,
Hong-Kongand China- A
Computable General
Equilibrium Analysis’

* Constant returnsto scalein
technology

* 7 X 7 aggregation

* Trade performance and total
factor productivity linked, import
embodied technology transfer.
Closure: Savingsinvestment gap
held constant, household savings
and/or exchange rate change to
keep equilibrium.

Hong Kong and Taiwan. Short
term static effects only.

2. Formation of a Chinese
Economic Area (CEA). Complete
texiff liberalisation between China,
Hong Kong and Taiwan. Medium
term capital accumulation effects
considered.

millions and as a percentage
change from the basdline scenario.
1. Where short term static effects
only are considered Taiwan would
gain US$7.5 hillion, Hong Kong
US$2.4 billion and China US$0.5
billion ayear (2.7, 2.4 and 0.1% of
their respective GDPs).

2. Where medium-term capital
accumulation effects are also taken

Taiwan improves and transport
costson the Taiwan Straits
decrease trade flowsin thisarea
could increase three fold. The gains
from economic integration are
substantial but many political
factors stand in the way.
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5 factors of production (land, into account welfare gainswould
natural resources, capital, skilled reach 1.7% of base year GDP for
and unskilled labour), capital and China and 4.3% for Hong Kong,
labour mobile between sectors but with gainsfor Taiwan lying in
not regions. Armington between. There is evidence of
assumption, international shipping significant trade diversion away
industry incorporated into model. from Japan.
Y amazawa * CGE model, GTAP4 1. Tariff abolition and complete Effects given are percentage The author concludes that the
(March 2001) * Static andysis (some dynamic capitd transferability. changes in national income dynamic effectsof an FTA
“ Assessing a Japan-Korea Free | effectsi.e. productivity increases 2. Tariff abalition and incomplete (deflated by changesin average between Japan and Koreawoul d be
Trade Agreement” considered) capital transfers (terms of trade production cost), and percentage potentially much larger than the

* 7 x 7 aggregation

* Goods and factor prices change
flexibly to balance supply and
demand. Exchange rates and
interest rates are provided
exogenoudly. Production
technology and consumer
preferencesarefixed. The
simulation reciprocaly removesll
import tariffs and as a consequence
production and consumption
volumes will change, prices will
change and thetrade baances will
change. Changes in trade balances
are financed by capitd transfers.

changes help trade balance fall
within range of capital transfers)

3. Taiff abolition and productivity
increases.

4. Increase in productivity only.

changesin nationa welfae
measured by equivaent variation.

1 Change in national income:
Japan 0%, Korea 0.37%.

Change in equivaent variation:
Japan 0.03%, Korea 0.34%

2. National Income: Japan 0%,
Korea 0.38%.

Equivalent variation: Japan 0.04%,
Korea 0.38%.

3. National income: Japan 10.45%,
Korea 9.11%.

Equivalent variation: Japan 9.33%,
Korea 7.51%.

4. National income: Japan 10.44%,
Korea 8.67%.

Equivaent variation: Japan 9.29%,
Korea 7.09%

static effects of tariff abolition. The
agreement should aso go beyond
simple liberalisation and be a more
comprehensive economic
partnership. To achieve closer
economic relations, currency and
financial cooperation needsto be
promoted, along with technical,
agricultura and fisheries
cooperation.
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TransPacific Agreements
Multiple

Ballingall, John
(2000)
“The Pacific 5 Free Trade Area
Impactson Agriculturein New
Zealand”

* CGE modd, GTAP (v4)

* Static analysis

* Perfect Competition

* 14 x 17 aggregation*

* Because GTAP4isbased in
1995 some tariff rates were
adjusted to more current levels
using the ALTERTAX tool in the
RunGTAP program.

* Tariffsand export subsidies are
removed on a preferential basis
between P5 countries.

1. Tariffsare removed completely
in all sectors except the agricultural
sector where protection rates are
left unchanged.

2. Tariffs are completely removed
indl sectors, including the
agricultural sector. Export
subsidies on agriculture are aso
abolished.

Effect given iswelfare, measured
using equivaent variation in US$
millions.

1 Globd welfare increases by
$400mill. The US gains $750mill,
Singapore gains $73mill, but
Australialoses $700mill and Chile
loses $400mill. New Zealand loses,
but only $63mill. Proportionately
Singapore gains the most and Chile
loses the most with respect to GDP
2. Globd wefare increases
$432miill, US gains $662mill,
Singgpore gains $48.4mill,
Australialoses $660mill, Chile
loses $413mill, NZ loses $13.5mill.
Chile loses the most and Singapore
gains the most proportional to
GDP.

The welfare loss experienced by
New Zedand can be best explained
by thefall in export prices
following Pecific-5 liberalisation.
The pricesfall by less when the
agricultura sector isaso
liberdised and hence the welfare
lossfor New Zedland is not as
pronounced. New Zedand' sterms
of trade are also adversely affected
in each scenario.

In New Zealand, output in the 6
agricultura sectorsincreaseswhen
agricultura tradeisliberaised. The
dairy industry experiences the most
growth.

Overall the author concludes that
NZ must be careful when
negotiating regional trading
agreements dueto possible welfare
losses, and that NZ should continue
to push for liberaisation of
agricultura trade.

4 Aggregation is stated as region x commodity.
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Brown, Deardor ff and Stern * Michigan model, GTAPv4 1 APEC liberdisation Effects given are welfare changes Benefits of preferentia
(December 2002) * Static (preferential, not open measured using equivaent liberalisation accrue mainly to the

“Multilateral, Regional and
Bilateral Trade-Policy Options
for the United States and Japan”

* Some elements of “new trade
theory” used i.e. monopolistic
competition (except agriculture)
and increasing returns to scale.

* 20 x 18 aggregation

* 10 year extrapolation (from
1995)

regionaism)

2. ASEAN+3 (ASEAN +
Japan, Koreaand
ChinalHong Kong)

3. NAFTA + Chile

4.  Western Hemisphere
FTA

For thesefour scenarios
liberalisation takes the form of
combined removal of agricultura
and manufacturetariffsand
sarvices barriers.

Japan- Singapore
Japan- Korea
Japan- Mexico
Japan- Chile

US Chile

0. US Singgpore

11. US Korea

RO 0N O

variation, either in absolute US$
terms, or as a percentage of GNP.
1. Globd wefare: US$824.2 hill,
large increases for members (Japan
gains US$318 hill, the US $244.2
bill) and little trade diversion.

2. Globd welfare: US$282.6 hill,
over 10% GNP gainsfor
Singapore, little evidence of trade
diversion. Augtrdliaand New
Zedland gain 0.4 and 0.42% of
GNP respectively, Taiwan gains
over 3% of GNP and the US
benefits by 0.14%.

3. Globa wefare: US$5.8 hill, the
US gains $4.4 hillion in absolute
terms and Chile $840 million (or
0.15% as a percentage of GNP),
insignificant for others.

4. Globd welfare: US$83.47 hill,
gains of around 1-2% of GNP to
most Sth American countries, the
US gains over $55 billion, while
Canadaand Mexico gain $3.1
billion each and Chile around $2.3
bill. Thereis evidence of trade
diversion away from HK, Korea
andAus

5. Globa wefare: US$20 hill,
Japan 0.19% (US$12 hill),
Singapore 3.17% ($2.4 bill), worst
for Malaysia-0.3% and Chinais
the only other region which suffers
negative welfare effects.

developed countries and thus for
developing countries multilateral
liberdisation is more desirable.
Multilateral liberalisation gives
greater benefits across the board.
Regiond and hilaterd trade
agreements can bewelfare
enhancing for those involved, but
trade diversion effectsexist in
amost dl circumstances.
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6. Globd welfare: US$34.6 hill,
Japan 0.45% ($29.5 hill), Korea
0.94% ($5.3 hill), Taiwan and
ASEAN affected.

7. Globd wdfare: US$7.6 hill,
Japan 0.1% ($6.6 bill), Mexico
0.58% ($2 hill). Thereis evidence
of trade diversion away from the
US ($-832 mill), Canada ($-36
mill), the EU ($-148 mill) and
other Asian countries.

8. Globd welfare: US$5 hill, Japan
0.07% ($4.4 bill), Chile 0.93%
($749 mill), indig rest.

9. Globd wefare USH.8 hill, US
0.05%, Chile 0.69%

10. Globa welfare US$25 mill, US
0.19% ($17.5 hill), Singapore
3.37% ($2.5 bill), bad for NAFTA
partners (lose 0.01% GNP each).
Hong Kong, Maaysiaand the
Philippines suffer mild trade
diversion effects (around or under
0.1% of GNP) other ASEAN
countries gain very dightly.

11. Global welfare US$44.8 mill,
US 0.33% ($30.1 hill), Korea
2.11% ($12 hill), only Taiwan
shows some trade diversion
($5mill).

Brown, Deardorff and Stern
(January 2001)
“CGE Modelling and Analysisof
Multilateral and Regional
Negotiating Options”

* Michigan model, using GTAP v4
* Static

* Some elements of “new trade
theory” used i.e. monopolistic
competition (except agriculture),

[

A wWN

APEC preferential
liberalisation
Japan- Singapore
Japan- Mexico
Japan- Sth Korea

Effects given are welfare changes
measured using equivaent
variation, either in absolute US$
terms, or as a percentage of GNP.
1. Globa wdfare up US$764.4

Regional and bilateral FTAS can
enhance welfare for those involved,
but may have diverting effects
away from non-members.
Multilateral liberalisation offers
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product differentiation and Japan- Chile bill, Japan gains4.4% GNP, US much larger benefits.
increasing returns to scae. ASEAN + 3 (ASEAN + gains 2.2% GNP, US$ 7 hill trade
* 20 x 18 aggregation Japan, Korea.and China/ diverson away from the EU.
* Extrapolatesto 2005 (from Hong Kong) 2. Globd welfare: US$ 15.4 mill,

1995), trade remains balanced and
real exchange rates move.

* Liberalisation of agricultura
tariffs, manufacturing tariffs, and
servicesbarriers.

Japan 0.16% GNP, Singapore 2.4%
GNP. Negative for China, Chile
and ASEAN countries.

3. Globd wefare: US$7 miill,
Japan 0.1%, Mexico 0.5%, neg
resultsin Asian region.

4. Globd wefare: US$ 30 mill,
Japan 0.4%, Korea 0.56%, China
loses around 0.003% GNP, while
the US, EU and most ASEAN
countries dso lose dightly.
Bilateral removd of agricultural
tariffs has negligible effects on
Koreaand Japan, however the
bilateral removal of services
barriers benefits Japan by 0.24% of
GNP and Korea by 0.8%.

5. Globd welfare $USA.9 mill
Japan 0.07%, Chile 0.85%,
insignificant for rest.

6. Globd welfare: US$224,685
mill. All members gain over 2% of
GNP, except Chinawho gains
0.359%. Negative welfare effects
for EU, Mexico and ‘rest of Asia
(India, Sri Lankaand Vietnam), the
US gains 0.025%, Taiwan gains
1.966%, Australia and New
Zedland gain around 0.2% GNP
esch.
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Kiyota and Tsutsumi
(2002)
“Japan’s Regional Strategy in
Asia: Evaluation by the CGE
model”

* CGE model, GTAP (v4),

* Static

* Perfect Competition

* 19 x 16 aggregation

* 1995-2010 timeframe, savings
rateisfixed so the economy
follows a SolowSwan type growth
path.

* Capital accumulationis
endogenised

* Labour istreated exogenoudy

* Exogenous variables used to
capture the remittance of factors
abroad.

Each scenario assumes full
liberdisation, excluding agriculture
1. Japan Singapore

2. Jgoan- Singgpore- Korea

3. Jgpan- Singapore- Mexico

4. Japan- Singapore- Korea
Mexico

5. Jgpan- Singgpore- Korea: China
(incl. HK)- ASEAN 4

6. Singgpore- ASEAN 4 China
(incl. HK)

7. Jgpan- US (immigration from
Japanto US)

8. Jgpan- US (immigration from
USto Japan)

9. Jgpan- China (incl. HK)

Effects given are real GDP growth
(accumulated) and changesin
welfare. Redl GDP growth is
measured in absolute terms, and by
changes in the cumulative red
GDP growth rate (over thetime
period 1995-2010) compared to the
basdline scenario. Changesin
welfareare measured using
equivaent variation in US$
millions.

1 Singapore sred GDPincreases
5.76% ($2985m), Japan’ s by
0.07% ($2705m. World welfare
increases US$5932 mill. No effect,
or very small gain (0.1% GDP or
under) to dl other regions.

2. Singapore 7.23% ($3412m),
Korea 6.33% ($21779m), Japan
0.14% ($9626m) China, Taiwan
and Thailand negative. World
welfare increase US$34298 mill.

3. Sing. 7.04% ($3232m), Mex.
4.2% ($11135m), JP 0.1%
($5099m), rest of the regions
experience mixed, but small

effects. World welfare increases
US$20139 mill.

4. Sing. 9.77% ($4375m), Mex.
4.22% ($11137m), Korea 5.89%
($19324m), JP 0.18%
($12216m),effect on other regions
smal but mixed, China, Taiwan,
USand EU lose. World welfare
increases US$47378 mill.

5. JP 1% up to China 27.7%. HK —

Preferential trading agreementsin
Asiagenerally improve welfare,
with ASEAN + 3 producing the
best results. A Jgpan- US
agreement would be highly trade
diverting.

Theinclusion of agriculture could
be welfare worsening for Japan,
even though itsincluson would
produce efficiency gains. The
terms of trade effects could be
negative, and overwhelm these
efficiency gains.
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0.2% and Taiwan —2.56%.
Augtrdiaand New Zedand
together gain 0.35%, and the US
0.07% real GDP. World welfare
increases US$322580 mill.

6. 3-10% benefits for members
except HK —6.7%. Taiwan, Kores,
Japan negative. Australiaand New
Zedand together gain 0.14%, while
the effect on the USis0%i.e.
insignificant. World welfare
increases US$75854 mill.

7. JP 0.99%, US 0.35%. Negative
for most excluded esp NAFTA and
Asia. World welfare increases
US$57571 mill.

8. JP 0.77%, US 0.41%. Negative
for most excluded. World welfare
increases US$51439 mill.

9. JP 0.78%, China 24.95%, HK —
1.8%. Negative for ASEAN
countries and Korea loses 0.28%
real GDP. World welfareincreases
US$179889 mill.

L ee and Woodall
(1998)
“Political Feasibility and
BEmpirical Assessments of a
Pacific Free Trade Area”

* CGE moddl, GTAP (v3)

* Static

* Perfect Competition

*10x 10

* Labour supply isendogenousto
the model with a positively soped
labour supply curve.

* Each region’ s trade with the rest
of the world is governed by export
supply and importdemand
functions whose e agticities depend

1. East Asian FTA (Japan, China
Asian NIEs, and ASEAN-4)

2. USretaiates by imposing
optimal tariffsresulting in trans-
Pacific trade war.

3. Pacific FTA (Essentially APEC
FTA, 4 East Asian regions,
America, Canada, Mexico,
Australasia)

4. APEC liberalisation MFN basis

Effects given are changesin resl
GDP and changesin welfare (real
consumer purchasing power). Redl
GDP changes are measured both in
absolute US$ million terms, and as
a percentage increase (decrease)
above (below) the basdine leve.
Welfareis measured using
equivalent variation in both
absolute US$ millions or asa
percentage change from the

There are strong economic
incentives for the formation of an
East Asian or Pcific free trade
area, but the political
considerations should not be
underestimated. The authors
concluded that ‘ economic
rationality and political feasibility
are not necessarily coterminous'.
Theformation of an East Asian
FTA might be difficult considering
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on the size of the countriesin the
ROW market.

basdine leve.

1. Red GDPindl four regions
increase, China 0.78%, NIEs
0.93%, Japan 0.18%, ASEAN
0.55%. Welfare gainsin members
equivalent to US$17.52 hillion,
non-membersalso collectively gain
US$1.3 hill due to positive terms of
trade effects.

2. If USimposed optimdl tariffsUS
terms of trade increase 10%and
welfare gainswould be US$32.39
billion (0.55% higher than
basdline). East Asian countries
would lose US$73.9 hill. Trade war
could continue for 6 iterations with
global loss of US$57.6 hillion.

3. Welfare effects net of NAFTA,
al countries benefit except
Mexico. Welfare gainsin China,
the Asian NIEsand Australasiaare
over 1% each, while red GDP
increases are around 2% for Ching,
Asian NIEs and ASEAN-4. Pecific
region gains US$68 hill, nor
members little affected.

4. All regions gain but Japan,
Chinaand ASEAN-4 gain less than
under the preferential scenario.
APEC region gains US$75.5
billion.

the possibility of US retdiation.

A Pacific free trade area promises
global welfare gains four times that
of an East Asian FTA, but non-
discriminatory APEC liberalisation
is better again.
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L ee, Roland-Holst and van der
Mensbrugghe
(2001)
“General Equilibrium
Assessments of Trade
Liberalisation in APEC
Countries”

* CGE modd, GTAP (v4)

* Dynamic (trade-productivity
linkage)

* Perfectly competitive,

* Constant returnsto scale.

* 18 x 16 aggregation

* Mode spans 1995-2020

* 3factors of production (land,
labour and sector specific fixed
factors). Capital isdivided into
‘old’ and ‘new’ capital. New
capital and labour are mobile

1. APEC liberalisation onaMFN
basis

Effects given are absolute and
percentage changesin real GDP
relative to the baseline, from 2000-
2020. Absolute changes are given
in billions of US$.

1 Between 2000 and 2020 real
GDPs of developed and developing
APEC member countries are
predicted to increase by US$42 hill
and US$83 hill respectively. Under
MFN liberdisation, the real GDP
of non-members aso increases

APEC liberalisation on an MFN
basis provides large gainsfor both
members and non-members, with
developing country members
benefiting the most. Thewelfare
gains here are likely to be
underestimated as services trade
liberdisation is not included, and
the effects of scale economies
and/or human capitd etc are not
included in the production
function. Structura adjustment

between sectors but not regions. US$16 hill by 2020. China, Japan, cogts are likely to be high, but
* Growth of capital is the US and Taiwan benefit the outweighed by the benefits of
endogenoudly determined by the most in absolute terms but the liberalisation.
investment-savings relationship. Philppines, Vietnam and Thailand
Service trade not included. see the highest increases (1-3%) in
percentage terms.
Lee, Roland-Holg and van der * CGE modedl, GTAP5 1. Globdl trade liberalisatiom Effects given are welfare (red Thetrilateral (Japan- US- China)
Mensbrugghe * Dynamic (trade-productivity 2. North AsiaFree Trade Area purchasing power) measured using proposal generates large positive
(May 2002) linkage) (Japan, China/HK, Koreaand equivalent variation, either in US$ welfare benefits for those involved

preliminary draft
“Emergent Trilateralism in the
Pacific Basin: How Should
China, Japan and the United
States Respond to Regional
Trade Initiatives’

* Perfect competition

* Constant returnsto scale.
*10x?

* 1997 baseline, extrapolated to
2015.

* Investment is driven by aggregate
saving, while foreign saving is
€xogenous.

* Labour can have 3 different skill
levels—low, medium, highitis
exogenous. Capitd ispartialy
mobile and is divided into ‘old’
and ‘new’ capital. Land isalso
partially mobile across sectors.

Taiwan)

3.ASEAN +3

4. US Japan- ChinalHK (by 2005)
5. USJapan- ChinaHK (with
accelerated FDI from US and Japan
to China)

or as a percentage of national
income.

1. Globd welfare: US$316.8
billion. Substantial benefits for dl.
2. Benefits al involved except
Chinal HK. Negative effects on
ASEAN. The US|oses $3.6 hillion
or 0%, Australia, New Zealand and
Canada as an aggregate region lose
$0.4 billion or 0%. Globa welfare
increases $28.9 hillion or 0.1%.

3. Positive for all members esp.
ASEAN, negetive for Taiwan and
the ‘ROW’ loses the equivalent of

and overdl trade crestion exceeds
trade diversion. However, trade
diversion is substantial and there
would be strong political
opposition from those excluded.
Globa wdfare gains are greatest
under the globd liberaisation
scenario, but for Japan and China
thetrilateral option is superior,
while Taiwan would prefer aNth
East Asian FTA.

In scenario 5 the US and Japan
accelerate bilateral FDI into China
aiding the expansion of thishuge
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0.1% national income. Globa
welfare increases $54.3 hillion or
0.2%.

4. Globd wefareincressssby
$134.6 hillion or 0.4%. Same
effectsasglobal liberalisation (1)
for Japan and US and even better
for China/HK $78.4 hill (3.2%).
Bad for those excluded, ROW —
0.2%. ASEAN countries, Taiwan
and Korealose significantly.

5. Globd welfare increases $152.3
billion or 0.4%, Ching/HK gains
$89.7 hill (3.7%0), Japan $62.6 hill
(0.5%) and the US $18.6 hill
(0.2%0). Bad for excluded countries
with Korealosing 0.2%, Taiwan
0.6% and ASEAN countries all
losing as well. ROW -0.2%.
Canada, Audtraliaand New
Zedand lose as an aggregate by
0.1%.

market and producing additional
gains for Japan and China, but not
the US.

Scollay, Gonzalez and Gilbert
(2002)
“MegaBlocsin East Asia and the
Americas: How Might They
Affect Each Other (and the Rest
of the World)?”

* CGE model, GTAP (pre-release
v5)

* Static

* Perfectly competitive

* Constant returnsto scaein
technology.

* 26 x 20 aggregation

* Products are differentiated viathe
Armington assumption and the
mode aso assumes full
employment of factors of
production. Returnsto the factors
of production accrue to households

1. ASEAN + ChinaK orea-Japan.
2. FTAA

3. FTAA and ASEAN + China
Korea Japan

The effect given is economic
welfare, measured using equivaent
variation as a percentage of GDP.
1 Reatively small gainsfor China
and Japan (0.1 and 0.2%
respectively), but much larger ones
for Koreaand ASEAN countries.
The welfare of non-membersis
generally affected negatively,
especialy Taiwan and HongKong
(-0.7 and —0.9% respectively).
Effectson total exportsare
uniformly positive for members,

The effectsof the FTAA are
generaly smaler than the
projected effects of an East Asian
trading bloc. Whenboth blocs
come into being smultaneously the
positive welfare effects for each
bloc’s members are dampened
dightly, but are still in most cases
positive. Theimpact on excluded
countries is pronounced, hence the
recent movements by New Zedland
and Augtrdiato conclude bilateral
agreementswith member countries
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in the region where they are
employed.

* Tariffs are removed between
members on a preferentia basis,
while each country maintainsits
own external barriers against third
parties.

and negative for non-members.
China s exportsincrease 13.6%.

2. Members welfare generdly
increases, dthough in most cases
by small amounts. Some Latin
American countries gain over 0.5%
of GDP, but Uruguay, and ‘rest of
South America lose 0.7% and
0.5% respectively. Non-members
are adversely affected, but by no
more than 0.1% of GDPin all
Cases.

3. Reaultsfor East Asian countries
areinferior to an East Asian bloc
only, but the differences are small.
Benefits from the FTAA are
dightly reduced by the East Asian
bloc, except for Venezuelg,
Uruguay and ‘rest of South
America . Countries excluded from
both agreements |ose considerably,
especidly Hong-Kong (-1%),
Taiwan (-0.8%), NZ (-0.3%) and
Augtrdia (-0.2%).

such as Singapore.
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Scollay and Gilbert
(2000)
“Measuring the Gains from
APEC Liberalisation: An
Overview of CGE Assessments.”

* CGE moddl, GTAP4

* Static

* Perfectly competitive

* 15x 15 aggregation

* The starting point for simulations
is post -Uruguay, post-NAFTA,
post-AFTA liberalisation.
Armington eladticities are doubled.

1. Broad APEC liberdisation. The
removal of import tariffs and
export subsidies on dl goods
(calculated for MFN, prefeential,
MFN reciprocation and global
bases).

2. Removal of import tariffsand
export subsidies on agricultural and
food goods (calculated for MFN,
preferential, MFN reciprocation
and global bases)

Effects given are economic welfare
meesured using equivaent
variation expressed bothin $US
billions and as a percentage of
GDP.

1. MFN basis: Indonesia, Maaysia
and Canadalose, al others
including ROW gain. NZ gains
most at 2.8%.

Preferential: NZ, Philippinesand
‘other APEC members' gain over
3%. Indonesia, Maaysia, Canada,
Mexico, EU and ROW lose (al
less than 0.2% except Mdaysia at
0.7%)

MFEN reciprocation: Indonesia,
Canada and ROW lose dightly, all
others gain and 6 regions by more
than 2% of GDP.

Global liberalisation: Small
negative effects fro Mexicoand
Canada, positive effectsfor all
others,although smaller for many
countries than preferential of
reciprocated MFN.

2. Indonesia and Mexico will lose
in al scenarios except globa
agriculturd liberalisation. New
Zesgland, Audtralia, Thailand and
Malaysia stand to gain the most
from liberalisation of food trade.
MFN liberdisation of food would
give $34.5hill in benefitsto APEC
members, compared with $31.3 for
the preferential scenario and $54.4
for global freetrade.

Globd wefareisincreased most
through global trade liberalisation,
followed by reciprocated MFN
liberdisation. Preferentia
liberalisation yields the lowest
globd returns but greater benefits
in absolute terms for APEC
members than unconditional MFN
liberalisation.

The majority of potentia gains
from APEC liberdisation would
come from the agricultural sectors
and thusiit isimportant that
member economies do not allow
domestic pressures to lead them to
ignore agricultural liberalisation.
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Scollay, Gilbert, Bora
(2001)
“ Assessing Regional Trading
Arrangementsin the Asia-
Pacific”

* CGE model, GTAP (v5)

* Static

* Perfectly competitive

* Constant returnsto scale

* 34 x 3 aggregation

* Armington assumption. Modd is
closed by assuming full
employment of all factors of
production, asingle representative
household governs demand viaa
Cobb Douglas function.

1. Singapore- Japan

2. Singgpore- US

3. Jgpan- Canada

4. Republic of Korea (ROK)-
Mexico

5. FTAA

6. Japan- ROK

7. Jgpan- ROK - China

8. ASEAN- Jgpan- ROK-
China

9. ASEAN- Jgpan- ROK-
China- CER

Each RTA simulated by complete,

preferential tariff removal.

10. APEC MFN liberalisation

Effect given is economic welfare,
measured using equivaent

variation in US$ millions.

1. Singapore gain $60mill, Japan
lose $33.8mill. Insignificant impact
onres, globa welfare -$7.3mill.

2. Singapore lose $1270mill, US
gain $1009mill, insig effect on rest,
global welfare up $420.5mill.

3. Japan gain $306mill, Canada
gain $4604mill, negative welfare
effectson US, globa welfare
$2669mill

4. Korea $623mill, Mexico
$37.2mill, insig effect on rest.

5. FTAA members gain $6947mill.
Large gainsfor Brazil, USand
Argentina. Small gainsfor other
members. Non-members lose
$4098mill. Global welfare
$2848mill.

6. Japan $1430mill, Korea
$291mill, significant, negative
welfare effects on non-members.

7. Japan $5285mill, Korea
$5700mill, China $249mill. Global
welfare $6235mill.

8. Membersall gain, non-members
till lose substatialy, global

welfare $3853mill

9. Members al gain except
Philippines, non-memberslose $13
494mill, globa welfare up over
$10000mill.

10. Members dl gain except
Mexico and Singapore. Non

Both the gravity model anadysis
and CGE smulations find that
there are likely to be significant
welfare gains from the redlisation
of some of the new RTA proposals
in the Asia Pacific area. In some
cases there seemsto bea
connection between ‘ natural’
trading blocs and welfare benefits.
However, these ‘natural’ trading
blocs are not necessarily less trade
diverting, and in some cases more
0.

APEC MFN liberdisation is by far
the most welfare enhancing and by
nature of the proposal does not lead
to trade diversion. The question is
whether the formation of smaller
RTAsin the region will ultimately
lead towards, or away from, this
APEC liberalisation.
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members gain overal. Globa
wefareincreases by $45229
million.

Scollay, Gilbert and Bora
(2003)
“New Regional Trading
Developmentsin the Asia Pacific:
Implications for East Asia”

* CGE model, GTAP (pre-rdlease
verson 5 database)

* Static

* Perfect competition

* Constant returnsto scalein
technology

* 26 x 20 aggregation

* Armington assumption allows
product differentiation. The model
assumes full employment of factors
of production and that incomes
fromthosefactors accrue to the
households in the region in which
they are employed.

* |mport tariffs are completely
eliminated on a preferentid basis. *
A gravity model was used
adongsde the CGE andysisto
investigate whether FTAswithin
‘natural trading blocs would
produce greater welfare benefits
than FTAsbetween countries
which are not as ‘natura’ for trade.

1. Singapore- Japan

2. Singapore- US

3. Canada- Japan

4. Korea- Mexico

5. Jgpan- Korea

6. Jgpan-China- Korea

7 ASEAN plus JapartChinaK orea,
with and without agriculture.

8. APEC MFN liberdisation, with
and without agriculture.

9. APEC preferential liberalisation,
with and without agriculture.

10. FTAA

11. ASEAN+3 and FTAA

Effect given is economic welfare
measured using equivaent
variation in both absolute tems
(USS$ miillions) and as a percentage
of GDP.

1. Japan loses $750mill or 0% of
GDPin wefare gains whereas
Singapore gains 0.6%. Sight (but
insignificant) negetive effects on
others.

2. Singapore gains 0.3% and the
US loses $267mill or 0%. Slight
but insignificant effects on others.
3. Canadagains 0.5% and Japan
loses $1171mill or 0% of GDP.
Insignificant effects on other
countries.

4. Mexico gains $117 mill or 0%,
Koreagains $170 mill or 0%.
Mixed impact on other countries,
but generdly insignificart.

5. Korea gains $1349mill or 0.3%
GDP, Japan gainsinsignificantly.
Very little regional impact.

6. China.gains $335miill, while
Korea and Japan both gain over
$3000mill. K orea experiences
welfare benefits of 0.7% GDP.
Significant trade diversion away
from ASEAN countries, especialy
Taiwan and Vietnam.

7. Significant benefits for those
involved, over 1% of GDP for

Bilateral agreementsare unlikely to
have large region-wide effects,
athough they may cause some
moderatetrade diversion. Of the
larger agreements studied,
ASEAN+ 3 appears to be the most
beneficia for East Asian nations,
athough APEC MFN liberalisation
isundoubtedly superior in welfare
terms. Excluding agriculture
unambiguoudy reduces wefare
benefitsfor the East Asian
€conomies.

Asthe comparison of CGE results
with gravity mode results

suggests, ‘bloc effects are
associated with larger gains for
FTA members. Thistrend is more
pronounced for thelarger ‘blocs,
suggesting that the larger ‘blocs
aremore ‘natural’ or perhaps
simply that larger agreements are
better.
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Hong-Kong, Singapore, Thailand
and Vietnam. Audtralasia, Taiwan
and South America experience
negative welfare effects. Excluding
agriculture reducescombined
welfare gainsin East Asan
countries by 35%.

8. Philippines experiences negative
welfare effects worth 0.3% of
GDP. The US, Chileand Peru have
some welfare loss, but

insgnificant. All other regions gain
substantialy. No trade diversion.
Exduding agriculturereduces
combined welfare gains of East
Asian counties by 48%

9. Large welfare benefitsfor
members (better than MFN
liberalisation), Hong-Kong gains
2% and Vietnam 3.3%. South
American countriestend to lose, as
does the ROW and the BU.
Exdluding agriculturereduces
combined welfare benefits in East
Asian countries by 33%

10. Subgtantia gains for dl
members, but some negative
effectsfor Asian countries. China,
Korea, Taiwan, Indonesia,
Singapore etc al lose 0.1%o0f GDP.
Net global welfare $3769mill

11. Australia, New Zedland and
Taiwan lose significantly (0.1, 0.3,
0.7% respectively). Members,
except Philippines al gain, while
EU and ROW lose 0.1% GDP
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each. Net global welfare effectsare
positive.
Scollay and Gilbert * CGE model, GTAPv4 with 1. Japan- Canada Effect given is economic welfare, The effects of many of these sub-
(May 2001) protection updated to post -Uruguay | 2. Japan- Mexico measured using equivaent regional FTAsin the AsiaPacific

New Regional Trading
Arrangementsin the Asia Pacific?

round levels.

* Static

* Perfectly competitive

* Constant returnsto scalein
production

* 22 x 21 aggregation

* Five primary factors (land,
natural resources, capital, skilled
and unskilled labour). Armington
eladticities doubled.

* Neoclassical microeconomic
closure, endogenous factor prices
and factors mobile between sectors
but not regions. Macroeconomic
closure based on fixed current
account balance, household savings
used as primary macro adjustment
mechanism.

3. South Korea- Mexico

4. Singapore- Mexico

5. Singgpore- US

6. Pacific 5 (Singapore, New
Zedand, Audrdia, Chile, US)
7. Jgpan-Chile

8. South Korea- Chile

9. Singgpore- Chile

10. New Zedland Chile

11. New Zealand Singgpore-
Audtrdlia- Chile

12. Japan- Singapore

13. Singapore: Australia

14. Singapore- New Zedland
15. New Zealand Singapore-
Australia

16. South Korea- New Zedland
17. Japan- South Korea

18. Japan South Korea (excluding
agriculture)

19. Japan- South Korea: China
20.AFT A-Japan-South Korea

21 AFTA-Japan-South Korea —

China

22. AFTA-CER Japan-South

Korea China

23. AFTA-CER Japan-South

Korea

24. AFTA-CER

25. APEC MFN basis
26. APEC preferential

variation (US$ millions) asa
percentage of GDP.

1. Slightly positive for Japan,
negative for Canada and trade
diverting. Total world —0.01%

2. Mexico 0.3%, Japan 0.01%, total
world welfare impact 0%

3. Korea 0.08%, Mexico 0.02%,
total world impact 0.

4. Singapore 0.13%, Mexico 0%,
total world impact O

5. Singapore 0.7%, US 0%, world
impact 0

6. Singapore gains most (0.9%),
NZ and USgaindightly but Aus
and Chilelose. Non-members lose
and total world impact = 0%

7. Japan —0.04%, Chile 1.14%,
tota world 0.

8. Korea 0.06%, Chile -0.08%,
tota world 0.

9. Very smdl gain for Singapore,
loss for Chile and insignificant for
rest.

10. NZ 0.02%, Chile 0% and total
world 0%

11. Slight gainsfor NZ and
Singapore, 0% for Aus and dight
lossfor Chile. Total world 0%

12. Singapore 4.06%, Japan 0%,
total world O but some trade

region tend to be negligible,
however dynamic effects may
contribute more than static effects
aone can show. Larger groupings
provide greater welfare benefits for
those involved and avoid the
complications of having various
smadller blocs.

APEC continues to offer superior
welfare benefits for the region and
isthe best alternative short of
complete globd liberalisation.

The welfare gains from having a
large East Asian and/or Western
hemisphere trading bloc are
potentialy large, but the
agreements will need to be as
inclusive as possible to redise
maximum benefits.
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27. Globdl liberdisation
28. FTAA

diversonin Asa.

13. 0.21% Singapore, -0.01%
Austrdia, nothing else very
significant, some dightly neg.
Total world=0

14. 0.04% Singapore, 0.03% NZ.
Rest 0%

15. 0.25% Singapore, 0.02 NZ, -
0.01% Aus. Total world 0%

16. 0.28% NZ, 0.01% Korea, total
world 0%

17.-0.28% Sth Korea, 0.01%
Japan. Mostly negative effects on
others, esp. ASEAN, Aus, NZ and
US. Tota world -0.01%
18.-0.15% Korea, 0.04% Japan,
not as trade diverting, total world
0%

19. 0.25% Japan, 0.8% Korea,
2.09% China, very bad for Taiwan
and ASEAN. Total world 0.09%
20. Positive for al members, but
trade diverting especialy for
Taiwan and China Tota world
0.01%

21. Large gains for members but
very bad for Taiwan (-1.1%), total
world 0.11%

22.1-5% gains for members, bad
for Taiwan, total world 0.16%

23. Positive for all members,
Taiwan and Chinalosg, total world
0.07%

24. Members except Vietnam gain.
Non members —0.01%, total world
0%
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25. Globd welfare 0.34%, non-
members 0.05%, better than APEC
preferentia for US and Sth
America

26. Global welfare 0.27%, non-
members -0.12%, better than MFN
basis for many APEC members.

27. Greatest benefitsto al except
Philippines, Vietnam and US.

28. Positive results for members
except Chile (-0.04%). Trade
diverting, especialy away from
Ada

Wang and Coyle
(2002)

“APEC Open Regonalism and
itsImpact on the World
Economy: A Computable

General Equilibrium Analysis”

* CGE model, GTAP5

* Recursivedynamic

* |mport -embodied technology
transfer and trade induced TFP
growth.

* 22 x 18 aggregation

* Six primary factors of production
(Agricultural land, natural
resources, agricultura labour,
unskilled labour, skilled labour and
capital). The macro closureis
based on assumptions about
government budget balance and the
balance of trade for each country.

* Both goods trade and services
trade are liberalised.

1. APEC Freetrade area

2. APEC liberdisation on an MFN
basis

3. Globd trade liberdisation.

Effects given are real GDP growth
(accumulated) and changesin
economic welfare. Real GDP
growth is defined asthe

‘additional accumuated growth
during 2001-2020, percentage
different from baseline’. Welfare
changes are measured using
equivaent variation, or ‘ changes
from the baseline as a percentage
of basdline rea consumption’

1 Red GDPincreasesinal APEC
member regions except Mexico
and Maaysia(-1% and -0.44%
real GDP growth respectively), but
overd| there are decreases for non-
member regions. GDP increases
range from 0% in the Philippines
and 0.5% inthe USup to 11.6%
for Singapore. The world average
is0.58% GDP growth. Equivalent
variation increases 0.26% from the

By the Authors smulation results,
all three situations raise global
welfare above basdlinelevels, with
globd free trade producing the best
results. The MFN liberalisation of
APEC countriesisclearly second
best, but may be the most
constructive way to move towards
full globd liberalisation.

If the WTO negotiations were to
fail, APEC liberalisation could
pave the way instead. NorntAPEC
countries would be unable to teke
full advantage of accessto the
APEC market and would suffer
unless they too undertook
liberalisation, thusthe ‘freerider’
problem should not in fact bea
problem.
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basdine for APEC members and
0.13% for world asawhole.

2. All regions except Malaysia,
Philippines, Mexico and Chile
rediseincreasesin real GDP
growth. Increases for membersare
not as great as under the
preferential scenario, but non-
members see increases as well 0
trede-diversion reduced. World
averageis 0.93% real GDP growth.
Welfare (equivalent variation)
gains of 0.28% for APEC members
and 0.21% for the world.

3. Globd liberaisation givesthe
grestest welfare benefits, although
therea GDP growth in Philippines
and Mexico lose (0.5% and 1%
respectively). Theworld averageis
1.76% real GDP growth.
Equivalent variation increases
0.47% for APEC membersand
0.42% for theworld.




TransPacific Agreements

Individual
Scollay * CGE model, GTAP (v5) 1. AustrdiaUS FTA Effect given is economic welfare, The negative effects on New
(October 2002) * Static 2. New Zedand USFTA measured using equivaent Zedland's exports are more

“The Impact on New Zealand of
a Free Trade Agreement
Between Australia and the
United States’

* Perfect competition

* 26 x 19 aggregation

* Products are differentiated viathe
Armington assumption. Labour and
Capital are completely mobile
between sectors domesticaly, but
not between regions

* The effect of the closure of NZ's
motor vehicle industry since 1997
wasfactored in.

* In simulationstariffs are removed
across the board on areciprocal,
preferential basis. Services are not
included.

3. AustraliaNew Zedand-US
FTA.

variation as a percentage of GDP.

1 New Zealand will lose 0.03% of
GDP.

2 New Zedand will gain 0.27% of
GDP

3. New Zedland will gain 0.23% of
GDP.

- The effects on Australia mirror
those on New Zedand. Austrdia
gansfroman Australia USFTA
and even more from an Australia-
USNew Zealand FTA, but loses
fromaUSNew Zealand FTA.

pronounced in the Australian
market than in the US market. The
fall in exports to the USisfour and
ahalf timeslessthefal in exports
to Australia. These falsin exports
are partialy offset in other
markets, but the overall effect is
negative.

The overall impact of an Australia-
UsFTA on New Zedand is dlightly
negative, as opposed to positive
welfare effects from an NZ-US
FTA

ACIL Consulting. A Report
prepared for the Rural
Industries Research and
Development Cor poration
(February 2003)

“A BridgeToo Far? An
Australian Agricultural
Per spective on the
Australia/United States Free
Trade Area ldea’

* Tasman-Globa model, GTAP5
(Dynamic version of the GTAP
framework)

* Perfectly competitive

* Congtant returnsto scale

* 10 x 34 aggregation

* The model is solved on ayear by
year basis, from the base year.
Capita stock increases are teken
into account.

* |t is assumed that thereisno
remova of agricultural subsidies
and no liberalisation of quarantine
arrangements. Unlike the Centre
for International Economics (CIE)
model, there is no assumption that
Australian productivity in the
srvices sector will increase asa

1. Unilatera liberdisation by
Austraia

2. Bilaterd freetrade. Removal of
tariffs and non-tariff equivaents as
found in GTAP 1997 database.
Free trade to be phased in from
2005 to 2010.

3. Multilaterd trade liberalisation.

Effects given are redl GNP changes
compared to the basdline scenario,
and changesin rea consumption
(welfare) relative to the baseline.

1. Australian redd GNP would
likely decrease by 0.61%. Red
GDP on the other hand is projected
to increase by 0.07%, whilst redl
consumption would fal by 0.16%.
Under this scenario therewould
probably be a decrease in export
earnings for al key agricultural
products, except rice (that is whest,
other grains, cattle and sheep mest,
dairy and sugar)

2 Augtrdian real GNPisprojected
tofall 0.09%, real GDP by 0.02%
and real consumption by 0.05%.

The findings of this assessment are
that the benefits of an AustraliaUS
FTA are precarious and that the
effects on Australian farmers are
likely to be negative, especidly if
key areas of mest, dairy and sugar
are exduded.

Trade diverson away from more
important trading partnersin the
regionislikely. Theaut hors
question the robustness of the
results of the Centre for
International Economics' 2001
study, which found that the FTA
would probably be trade creating
overall.

This model found that a deal
resulting in compl ete free trade by




result of greater knowledge of US
manageria techniques.

Cattle and sheep meat, dairy and
sugar export earningsriseisfree
trade with the USis achieved.
Wheat, grains and rice suffer.

3. By far the best of the 3 options,
Ausgtraian redl GNPwould
increase 0.13%, real GDP by
0.06% and real consumption by
0.17%. Export earnings of all key
agricultural sectors rise.

2005 would be detrimental to the
Australian economy. An FTA with
the US could be detrimental to
Australia s chances with other
forms of trade liberalisation.

It is possible that Austrdia could

do better by focussng on
multilateral fora, or by unilateral
liberdisation.

Ber kelmans, Davis, Mckibbin
and Stoekel
Centre for International Economics
(June 2001)
“ Economic impacts of an
Australia-United States Free
Trade Area”

* APG-cubed modd, GTAP 4 data
updated by CIE and corrected for
‘gpparent irregularities and
incongistencies

* Dynamic

* |ntegrates financial and goods
markets.

* 15 x 6 aggregation

* Asinthe GTAP model
consumers maximise utility and
producers maximise profit,
however athe APGcibed mode is
inter-temporal, with atime
dimension added and expectations
fully alowed for.

Full AustraliaUS
liberdlisation

50% removal of trade
barriers

25% removal of trade
barriers

Effects given are percentage
changesin red GDP and redl
consumption (welfare) compared
with the basdline scenario of no
preferential liberdisation.
Australian real GDP and real
consumption increase 0.4%

Red GDPin USrisesby 0.02%
and real consumption by 0.016%.
A 50% removal of trade barriers
gives approx. half the benefit.

A 25% reduction gives approx. a
quarter. The report mentions that
therewould be gainsto New
Zedand, duetheresulting
expansion of the Australian market.
Red GDPin New Zedand would
increase by just over 0.3% by
2020, and by around 0.1% in
Korea, Taiwan, Singapore, Japan
and ‘ other OECD’.

Trade creation exceeds trade
diversion. Both membersgain, and
themajor third party beneficiary is
New Zedand.




Berkelmans, Davis, Mckibbin
and Stoekel
Centre for International Economics
(June 2001)
“Economic | mpacts of an
Australia-United States Free
Trade Area”

* CGE, GTAP (v4) model Updated
by CIE to 1998-1999 dataand
corrected for ‘ apparent
irregularities and inconsistencies
* Static

* Perfectly competitive

* Constant returnsto scalein
production

* 16 x 24 aggregation

* Neoclassical utility and profit
maximisation. Capital stock
constant (i.e. short run closure)

Full tradeliberalisation
50% reduction in trade
barriers
25% reduction in trade
barriers

The effects given are the
percentage increase (decrease) in
real GDP compared to the basdline
scenario, and the change in the
vaue of exports.

Full liberalisation:

Australia 0.34%

US 0.02%

50% reduction:

Australia 0.16%

US 0.01%

25% reduction:

Australia 0.08%

US 0.01%

Effects on third countries are
mentioned only briefly and there
are no significant real GDP effects,
athough there is evidence of
deteriorating terms of trade for
Canada, China, Japan, Korea and
ASEAN.

The value of exports from
Austrdiato New Zedland is
estimated to fall by $US36million.
Exportsto all regions other than
the USwill fall dightly.

The impact of excluding thedairy
and sugar sectors is significant with
GDP decreasing dramatically.
Overdl there are real GDP gains
for both member countries. The
effects on third countries are

negligible, athough there are some
negative terms of trade movements.

Choi, Schott and Gilbert
(May 2001)
Free Trade Between Korea and
the United States?

* CGE model, GTAP (v4)

* Static

* Perfect competition

* 10 x 10 aggregation

* Standard GTAP macro closure,
two different micro closures. First
is medium-run approach, fixed
factor endowments and price
changes maintain full employment.
Second islong-run, where the
capitd stock can change and the
rate of return to capital is set
exogenoudy.

1 Full liberalisation

between US and Korea.
Results are estimated for
both the medium and the
long term.

Liberdisation between
Korea and the USin non-
agricultural sectors only.
Results are estimated for
both the medium and
long term.

The effects given here are welfare
(red purchasing power) measured
using equivaent variation in both
US3$ millions and as a percentage
of GDP.

1 US gains $3783.4m
(0.06%GDP) in the medium run
and $8934.6m (0.13% GDP) in the
long run. Korea gains US$4099.6m
(0.91% GDP) in the medium run
and $10960m (2.41%) in thelong
run. Japan loses up to -$3581.9min
thelong run (-0.07% GDP). All

A US KoreaFTA would benefit
both the countries involved but
creste large trade diversion effects,
especidly for Japan and China.
The dedl is not worth doing unless
it iscomprehensive and covers
agriculture.




* 5 factors of production (land,
natural resources, capital, skilled
and unskilled labour)

other regions lose dightly as well.
2. When agriculture is omitted
gansare haved. USgains
$4196.1m or 0.06% of GDPin the
long run ad Korea gains up to
$4923.4m or 1.09%. All other
regions lose (except for Austraia
and New Zedland in thelong run,
who experience a negligible but
positive welfare effect). Japan loses
-$1941.2m or —0.04% of GDPin
thelong run.

Strong trade diversion effects.
ChinalHK and ASEAN lose more
than 0.1% of GDP. ROW loses.
Trade creation just exceeds trade
diverson.
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Western Hemisphere
Agreements- Multiple

Brown, Dear dor ff and Stern
(2000)
“Computational Analysis of the
Accession of Chileto NAFTA and
Western Hemisphere
I ntegration”

* Michigan model: applied genera
equilibrium

* Dynamic

* Monopolistically competitive
except agriculturewhichis
perfectly competitive.

* 9 x 29 aggregation®

* Products are differentiated by
firm. Other important assumptions
include: full employment, balanced
trade, fixed relative wages, fixed
|abour supply.

1. Tariff removal between Chile
and the NAFTA countries.

2. Expansion of NAFTA to include
Chile, Argentina, Brazil and
Colombia

3. Expansion of NAFTA to include
Chile: tariff and non-tariff barriers.
4. Expansions of NAFTA to include
Chile: tariffs and capitd flows.
(Chile'saccession to NAFTA is
assumed to cause more foreign
direct investment and consequently
increase Chil€' s capita stock by
5%)

Effects given are changes in welfare
(redl purchasing power), measured
by equivalent variation both in $US
and as a percentage of GNP.

1. USwefarerises by $4.6 hillion,
and Chile' s by $101million. Overal
welfare effects are negligible, as are
trade diversion effects.

2. Positive effects for all members
ranging from 0.1 to 0.5% of GNP
(except Argentinawho loses
0.17%). Non-members gain
insignificantly.

3. Surprisingly, Chile actually loses
compared with scenario 1. Chilean
welfare increases 0.32% GNP or
$90 mill. Argentina, Brazil and
Colombiaal lose dightly, while the
NAFTA countries gain 0.01-0.1%.
Economies of scale gainsare
smaler when NTBs are aso
liberalised.

4. Chile experiences substantia
gains of 5.5%. Argentinaand the
resdud ‘others' category lose
dightly, while NAFTA members
experience smal welfare gains of
between 0.01 and 0.1%.

Tariff removal will have positive
gains for the countries involved, but
these gains as well as the costs to
non-members are very small.
Where trade liberalisation succeeds
inincreasing investment flows the
gains are substantialy bigger.
Themodel doesresultin
exaggerated estimates of gains from
economies of scale, however the
error issmall, given than the gains
from liberdisation itself are small.
The authors conclude that
hemispheric integration should be
viewed positively given that effects
arelikely to be positive and costs
small.

5 Aggregation stated as region x commodity.
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Diao, Xinshen; Somwar u, Agapi
(2000)
“An Inquiry on General
Equilibrium Effects of
Mercosur.”

* CGE modd, GTAP (v3).

* Dynamic based on inter-temporal
optimisation

* Perfect competition

* 8 x 6 aggregation

* Armington assumption. Home
firm equities and foreign bonds are
assumed to be perfect substitutes.
Each region has arepresentative
firm whose vaue-added production
function for capita and labour is
Cobb-Douglas. Each region also
has a representative household who
allocates income to consumption
and savings to maximise an inter -
temporal utility function.

1. Trade liberalisation between
Mercosur countries

2. Trade liberalisation between
Mercosur countries and harmonised
external tariff rates. The base level
for the external tariffs is taken to be
roughly theworld average for
comparablegoods.

Effect given is changesin welfare
(real purchasing power), measured
as apercentage changein
equivalent variation from the
baseline steedy state.

1. Welfareincrease 0.318% for
Argentinaand 0.311% for Brazil.
Real GDP increase by 1.4% for
Argentinaand 0.7% for Brazil.
Intra-Mercosur trade increases with
Argentine exports to Brazil
increasing around 200% and
Brazilian exportsto Argentina
doubling.

2. Welfareincreases 0.17%in
Argentinaand 0.4% in Brazil, but
GDP goes up 2.1% and 2.3%
respectively. Intra-Mercosur trade
doesn't expand by as much, but
total exportsincrease by more than
scenario 1.

Intra-Mercosur trade liberaisation
coupled with external tariff
harmonisation enlarges trade
opportunities by more than simple
FTA formation. In addition to this,
scenario 2 does not have atrade
diverting effect on non-member
countries, except for the ‘rest of the
world' region. Thisis mostly
because terms of trade effects are
negative in scenario 1 and positive
in scenario 2. Even in scenario 1,
given therelative sizes of third
countries, the trade diversion effects
are not large.

Overall the Mercosur agreement
raises member country welfare by
stimulating trade and investment.

L owering the common external
tariff brings additional benefits
when compared with simple intra-
agreement trade liberalisation.

Harrison, Rutherford and Tarr
(2997)
“Trade Policy Options for Chile:
A Quantitative Evaluation”

* CGE modd, GTAP (v3),

* Static

* Constant returnsto scale

* 11 x 24 aggregation

* 3 primary factors (labour, capital
and land).

* Revenue neutra requirement for
government. Model aso considers
the lost revenue of government
through tariff remova and lump
sum transfers or uniform VAT to
counter it.

1. Chile- Mercosur FTA, complete
liberalisation with no subsidies or
export taxes. The smulations are
conducted for both low and
medium eladticities of substitution
for imports and results are for the
scenario where auniform VAT and
trade policy are used together for
tax replacement purposes.

2. Chile- Mercosur CU, Chile
adopts common external tariff.
Simulations conducted under the
same scenarios as above.

Effect given is changesin welfare
(red purchasing power), measured
asachangein equivaent variation
as a percentage of GDP.

1. Chile experiences a0.19%
increase in GDP when the
eladticities of substitution for
imports are low, but loses welfare
of 0.19% of GDP when the
eladticities are central..

2. Chile experiencesa0.14% loss
of GDP with low elagticities, and a
0.62% loss when dadticities are

Without complementary reduction
in Mercosur’'s common external
tariff an agreement with Mercosur
would be counter productive. An
FTA with NAFTA could be better
for Chile than unilatera
liberalisation due to improved
market access.
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2. Chile- NAFTA, complete trade
liberalisation. Simulations
conducted under the same scenario
as above.

central.

3. Chile gains 1.23% of GDP,
conditional on full market access
within NAFTA, and central
dadticities of substitution.
Results for third countries are not
given.

Rutherford and Martinez
(2000)

“Welfar e Effects of Regional
Trade Integration of Central
American and Caribbean Nations
with NAFTA and Mercosur”

* CGE model, GTAP (v4),

* Stetic

* Perfect competition

* Constant returnsto scale

* 9 x 22 aggregation

* Five factors of production, mobile
between sectors but not regions,
Armington assumption, model is
subject to abalance of payments
constraint.

* Policy simulations constructed to
be revenue-neutral but tariff
replacement instrument assumed to
be costly, imposing deadweight
loss.

* When Chil€’ s export demand
curveisdownward doping there
will be an optimal export tax to
maximise export profits, and this
will beinversely related to
elagticity of demand faced by Chile
in theworld markets. Thisis
essentialy how subgtitutable
Chilean products are with those of
other countries. When Chile's
products are perfect subgtitutes the
optimal export tax is zero and by
Lerner Symmetry that implies the

1. Unilaterd tariff reform by
Central America and the Caribbean
(CAM) on a non-discriminatory
bass.

2. Unilateral tariff reform by CAM
on imports from NAFTA
(Mercosur)

3.CAM formsan FTA with
NAFTA (Mercosur)

Each scenario is smulated under
both high and low elagticities of
substitution and three different
levels of the margina excess
burden of the tariff replacement
mechanism.

Effect given is changesin welfare
(redl purchasing power) measured
using percentage changesin
equivaent variation from the base
year 1995.

1. Unilateral tariff reform gives
benefits of 0.82% or 1.57% to
CAM (low and high easticities)

2. Unilateral non-reciprocal tariff
reform extended to NAFTA only or
Mercosur only has negative welfare
effects.

3. An FTA with NAFTA haslarge
positive welfare gains for CAM
under al scenarios. The largest
benefit coming where thereishigh
eladticity of substitution and no
marginal excess burden (4.63%).
An FTA with Mercosur has small
positive effects (less than 1%)

Weélfare gains from trade reforms
may be reduced (or be made
negative when gains are of asmall
magnitude) if lump sum taxes are
not available to replace tariff
revenue losses.

Most preferred policy would be to
join NAFTA, followed by MFN
trade reform aimed at tariff
uniformity. Association with
Mercosur would be least beneficid.
Inthe CAM tariff revenue accounts
for 48% of total revenue compared
with just 4% in the US. This makes
the means of tariff revenue
replacement vital.




Study

Model features

Experiments

Economic Effects

Key Results/ Findings

Teixeira, Cypriano and Pinto
(2002)
“Impacts of AFTA and
MERCOEURO on Agribusiness
in the Mercosul Countries”

optimal import tariff should be
zero. Hence the importance of
dadticitiesin telling us how much
market power Chilewill have.

* Applied Generd Equilibrium
model, GTAP (v4)

* Stetic

* Perfect competition

* 9 x 10 aggregation

* Mode follows standard GTAP
closure

* Labour and capital are perfectly
mobile, land isonly usedin
agricultual activity. Armington
assumption. Regiona incomeis
distributed viaa Cobb-Douglas
utility function.

* The GTAP database is atered to
include the effect of Mercosur, and
export taxes on primary and semi-
manufactured goods are removed to
make the situation more realistic.
Resultsinclude effects on the
Mercosur countries Brazil,
Argentina, Chile and Uruguay, but
not Paraguay or Boliviaasthey are
not in the GTAP database

1. American Free Trade Area
(AFTA), wheretariffsare
eiminated.

2. AFTA, where tariffs, export
subsdiesand agriculturd subsidies
are diminated.

3.MERCOEURO FTA, All tariffs
are removed between The EU and
Mercosur.

4. MERCOEURO FTA, tariffs,
export subsidies and agricultural
subsidiesareremoved.

Effects given are percentage
changesin production levels
compared to the basdline scenario,
changes, GDP growth and welfare.
Welfare is measured by percentage
change in GDP and by equivaent
variationin US $millions.

1. Elimination of tariffs causes
NAFTA sugar production to fall
over 10%, while Brazilian sugar
production increase. Wheat
production in Brazil fals 3%, but
exports of dairy from Mercosur
countriesincreases over 11%.
Mercosur countries (except
Argentina) gain in GDP terms,
NAFTA gains around $4000m but
GDPincreasesonly dlightly. The
EU loses, but insignificantly.

2. NAFTA agricultura production
decreases, especially rice, whest,
sugar and soybeans. Production of
those commoditiesincreasesin
Mercosur countries. Manufacturing
increaseswithin NAFTA and
decreasesin Mercosur. Compared
with AFTA 1, the gains from
subsidy remova arelarge for
Mercosur. Effects within NAFTA
are small, with EV of around
$2000m and GDP virtually

Inall scenarios agricultura exports
and production in Mercosur
countriesincreases. Of the four
scenarios the last offers the greatest
gains to Mercosur countries. All
scenarios stimulate welfare growth
within the Mercosur countries while
leaving NAFTA and EU welfare
levelsrelatively unaffected.
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unchanged. Brazil and Chile lose
welfare overall. The EU loses
around $1000m in EV terms.

3. In genera agribusinessin the EU
decreases dightly and

manufacturing and services
industries increase output. Meat
production in Mercosur incresses,
by 8.8% in Argentina, 16.6% in
Uruguay and 4% in Brazil. Exports
of soybeans from Mercosur
decrease by over 4%. This scenario
providesthe greatest increasein
Mercosur countries welfare of all
the scenarios and EU welfare also
increases (EV gainsof around
$2000m). NAFTA countrieslose
dightly.

4. Inthis scenario thereisan
intense decreasein agribusiness
production in the EU (whest
production down 24.3%, corn
production down 22% and soybeans
down 9%). This scenario provides
the greatest gainsin equivalent
welfare terms for the EU
($10000m), and Mercosur countries
gain, athough not as much as under
MERCOEU RO scenario 1. NAFTA
exports of wheat, corn and
soybeansincreases significantly.
Effects on other regions are not
given for any of the scenarios.
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Watanuki and Monteagudo
(2002)

“FTAA in Perspective: North-
South and South-South
Agreementsin the Western
Hemisphere Countries’

* CGE modd

* Static anaysis, but model
includes some elements of ‘new
trade theory’

* |mperfect competition

* Constant returns to scale, except
manufacturing industrieswhich
have incressing returns to scale and
a contestable market structure.

* 12 x 15 aggregation

* Trade linked externdlities, scale
economies, TFP growth, capital
accumulation. Model is
benchmarked in 1997.

* Differentiated products, three
factors of production. Other
assumptions include balanced trade,
balanced budget, savings:
investment identity, each country is
aprice taker, no financial markets.

1. South American Free Trade Area
(SAFTA): Mercosur, Chile and the
Andean Community eliminate
import tariffs, export subsi diesand
domestic support.

2. FTA between Andean
Community and the US.

3. FTA between Mercosur and the
us

4. FTA between the Andean
Community and the EU.

5. FTA between Mercosur and the
EU.

6. Formation of the FTAA

Effect given ischangesin rea
GDP, measured as a percentage
increase (or decrease) in redl GDP
compared with the baseline
scenario.

1. GDP of membersall increesein
real GDP terms, especidly Chile
(1.14%) and ‘rest of the Andean
Community’ (Bolivia, Ecuador,
Peru) (1.2%). Effects on the
NAFTA countries negligible,
Caribbean and Central American
(C&CA) countries real GDP
decreases 0.01%.

2. Real GDP of Canada, Mexico,
C&CA countries, Brazil and Chile
rise very dightly, Colombia,
Venezudlaand ‘rest of AC' increase
real GDP by 0.6-1.7%.

3. Only Mexico's decreases (-0.02
%), 2.5% increasesfor Brazil and
over 1% for Argentina, but rest
insignificant.

4. EU real GDP goes up 0.5%, no
regions experience decreases but
largest increases for Andean
Community countries (0.6%
Venezuda, 0.95% Colombiaand
1.8% for therest)

5. Over 4% increasess in real GDP
for Argentinaand Brazil, EU seesa
0.6% increases, no region’s GDP
decreases.

6. All member countries experience
real GDP increases, over 2% for
Mercosur, Andean Community,

Thereisahigh correlation between
the size of the proposed economic
areaand the size of the expected
welfaregains.

SAFTA has political significance as
amid-term option for South
America

Sectora results are diffeent for the
Latin American countries with an
FTA with the USincreasing
manufacturing exports, while one
with the EU drastically increases
agricultural exports.

The best result for Mercosur is an
agreement with the EU, for other
American countries the FTAA
gives the best results.
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Chileand CA&C countries. EU
seesa0.01% drop in real GDP.
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Western Hemisphere
Agreements- | ndividual

Burfisher, Mary; Robinson,
Sherman; Thierfelder, Karen
(August 2002)
“Developing Countries and the
Gains from Regionalism: Links
Between Trade and Farm Policy
Reformsin Mexico”

* NAFTA-CGE modd, in which
three single country CGE models of
the US, Mexico and Canada are
linked through trade flows.

* Static

* Perfect competition

* 26 x 3 aggregation

* 7 factors of production (4 labour
types, 2 land types and capital).

* Each country hasasingle
aggregate household which
optimises a Cobb-Douglas utility
function. Output supply is given by
constant elasticity of substitution
vaue added production functions.

* Export supply and Import demand
functions are specified for each
country.

Farm policies are represented as
endogenous digtortionsin the
model- price wedges, lump-sum
income transfers or ‘ switching
regimes' . Production activitiesin
the rest of the world are not
explicitly modelled, but it is
assumed to have flat export supply
curves and downward doping
aggregate import demand curves.
Thus, there is a key assumption that
supply from RTA partnersisless
elastic than from the rest of the
world.

1. NAFTA liberalisation under
1993 levels of farm program
expenditure.

2. NAFTA liberalisation under
1997 levels of farm program
expenditure.
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Effects given are changesiin redl
GDP and economic welfare.
Changesin rea GDP are measured
using percentage increase (or
decrease) in real GDP compared to
the baseline scenario. Changesin
welfare are measured using
equivalent variationin US$
billions.

1. USred GDP unchanged,
Canadared GDP up 0.01%,
Mexico real GDP up 0.03%.
Using equivaent variation welfares
measuresin $US hillions: US gains
$0.34 hill, Canada $0.57 hill and
Mexico loses $1.02 hill.

2. USreal GDP up 0.01%, Canada
real GDP up 0.01%, Mexico red
GDP up 0.26%.

Using EV welfare measuresin $US
billions:

US up $0.43 hill, Canada up $0.54
bill, Mexico up $0.34 hill.

Under both scenarios NAFTA hasa
greater impact on Mexican
agriculture than on the farming
sectorsin the US and Canada.

The authors find that Mexico
experiences awelfare loss only

when there are distorting domestic
policies in place which preventthe
efficient reallocation of resources.
When domestic reforms accompany
NAFTA trade liberalisation Mexico
experiences welfare gains from the
RTA.

Trade creation from NAFTA
exceedstrade diversion, particularly
in the case of Mexico where exports
to both NAFTA and non-NAFTA
countries increase under both
scenarios.
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Diao, Somwar u and Raney
(1998)
“ A Dynamic Evaluation of the
Effects of Western Hemisphere
Integration on the US economy”

Chapter 4 of Regional Trade
Agreements and US Agriculture By
Mary Burfisher and Elizabeth Jones

(eds) 1998

* CGE moddl, GTAP (v3)

* Dynamic, intertempora with
capital accumulation and trade
linked to productivity increases and
technology spillovers.

* Perfect competition

* 8x 4 aggregation

* Closure through the savings-
investment identity (Note was made
that tariff ratesin Western
hemisphere countries have come
down significantly since 1992
(baseline year) and thus the effects
of integration may be overestimated
inthis analysis).

The base against which dl results
are compared assumes that
NAFTA, Mercosur and Uruguay

Round agreements are not in effect.

1. Mercosur, NAFTA and Uruguay
round agreements all implemented.
Western hemisphere integration
excluding the US (tariff removal
only).

2. Mercosur, NAFTA and Uruguay
round agreements implemented,
Western hemisphere integration
(FTAA) including the US (tariff
removal only).

Effects given are GDP growth,
changesin foreign asset ownership
and the levels of exports and
imports, and changesin the level of
consumption . GDP growthis
measured as a percentage increase
(or decrease) on the baseline
scenario.

1. USGDPwill increase 0.6%in
total compared to the baseline, even
if itisleft out of the FTAA. If only
the short-term resource alocation
effectsare considered (i.e. the
comparative static effects) US GDP
only increases by 0.08%. Foreign
assetsowned by USfirmsrise by
9% as investment opportunities
arise. Mexico, Chile, Argentinaand
Brezil's GDPs would increase by
more than 7%. The path of change
in overall consumption follows that
of GDP.

2. USGDPwill increase by 1.2% if
the FTAA isformed and the USis
included. If only the short-term
resource allocation effects are
considered (i.e. the comparative
static effects) US GDP only
increases by 0.18%. Foreign assets
owned by US firmsincreases by
13% asinvestment opportunities
increase. If the USjoinsthe FTAA
exportswill rise by 2.6% and
imports by 2.3% (as compared to
scenario 1). Mexican, Chilean,
Argentinean and Brazilian GDPs

The USwill enjoy economic gains
from Western Hemisphere
integration regardless of whether it
participatesin the FTAA. When it
becomes amember agricultura
exports and imports increase, as do
farm incomes. Consumption levels
follow the growth path of GDP
relaively closely, asincome growth
generdly resultsin higher levels of
consumption.

The US has a comparative
advantage in the financia markets,
and as aresult both the US and the
rest of the hemisphere gainswhen
the USinvestsin other American
nations, especialy when the US
joinsthe FTAA. If agricultura
tradeisliberalised the US may face
stiffer competition, especialy inthe
long-run and in third country
markets. In GDP terms the effects
of FTAA membership or
hemispheric integration are not
large, however when dynamic
considerations such as investment
are considered there are substantial
gains to be made.
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will increase by more than 7% each.
The path of changein overall
consumption follows that of GDP.

Xinshen and Somwaru
(May 2000)

“A Dynamic Evaluation of the
Effects of A Free Trade Area of
the Americas- An Intertemporal,
Global General Equilibrium
Model”

* CGE model, GTAP (v4),

* Dynamic, intertemporal, trade
liberalisation-productivity linkage
* Perfect competition

* 7 x 6 aggregation

* Armington assumption. Capital
stock remains constant, foreign
bond accumulation constant.

1. Formation of FTAA, static
effects only.

2. Formation of FTAA, TFP-
linkage considered.

Effect given is changesin economic
welfare, measured using equivalent
variation and expressed asa
percentage change on the base year.
1. Trade diversion exceeds trade
creation. Looking at inter-temporal
effects Mercosur loses (-0.02%
compared to the basdline), US
gains, but only 0.04%. Canadaand
Mexico gain 0.03% and 0.07%
respectively. Imports from non-
member countriesto Western
Hemisphere countries decreases
about 3-4%.

2. Other Western Hemisphere
countries gain over 4% compared to
the baseline, Mercosur gains

6.75%, while the US gains just
0.08%. Canada gains 0.4 and
Mexico 1.96% Trade diversionis
reduced due to expanded marketsin
Western Hemisphere countries.
Regions outside the Western
Hemisphere are not included.

A static analysis of the FTAA finds
that the benefits are small or non-
existent, but when technology
spilloversare considered the gains,
especially to developing countries,
canbelarge.

Increases in investment
opportunities across the region will
aso give higher gains than those
captured by the changesin
equivaent variation.
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