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In the last two years or S0 a number of new Regiond Trading Agreements (RTAS) have been
formed in the Asa-Pacific area and more are being negotiated or studied. This development is
sometimes known as the “new regiondism”. This paper discusses the nature of these new
developments and their Sgnificance for individua countries and for the world economy. It

focuses on the dynamics of the movement towards regiondism and bilaterdism.

1. TheNew Regionalism

The geographic area studied here is the Asa-Pecific. It can be taken as coincidenta with the
APEC region asdl of the actud and proposed RTAsin East Asa (West Pacific) with linksto
those in the East Pacific are among countries which are members of APEC, and APEC policy
towards trade liberaization and RTAsis of some interest in itsalf.

Table 1 ligsthe RTAsin the Asa-Pacific that are in force or are currently being negotiated.
Those in the left column are in force, the dates in parentheses are the years in which these
agreements came into force. Those in the right column are currently being negotiated. Itis
presumed that each of the negotiations under way will result at some future date in anew
agreement but there is not of course certain. The table does not include RTAs in which one of
the partiesisin the region and the other party or partiesis outsde theregion. There are a
number of such agreements, for example, the Canada-1srael Free Trade Area or the agreements
between Mexico on the one hand and the EC or EFTA or Israel on the other.

In addition to the agreements listed in Table 1, there are a number of proposasinvolving

countries in the Asa- Pecific. Table 2 ligts the proposals for which dl of the countries involved
areinthe Ada-Pacific. All of the listed proposd's have reached the stage that they have been
mooted by al governments concerned, rather than, say, by one government or by academic or
business interests. However, the degree of government-to-government commitment varies
greatly. For example, in the case of the ASEAN-China proposal, the proposal was mooted at the
Sixth ASEAN Summit in November 2001 and a study was commissioned. One yeear later at the
Seventh ASEAN Summit, the ASEAN states and China considered the report of the ASEAN-



China Expert Group and announced they had decided to create a free trade area within 10 years.
Negotiations are to start as soon as possible. In other cases, sudies have been commissoned and
received but no action has been taken yet (for example, the Korea- Japan proposal) or studies
have not yet been completed (for example, the Audtrdia-Thalland proposal which is subject to a
joint scoping study).

The last two proposasin Table 1 have lapsed, at least for thetime being. ASEAN and the
Closer Economic Relations countries discussed alink between the two areas in November 2000,
however, the recommendation from a High-level Taskforce to proceed with negotiations was not
adopted by the meeting of the ASEAN-CER Minigers. The P5 proposd involving the US,
Australia, New Zedand, Chile and Singapore was made at the APEC Leaders meeting in
Auckland in September 1999 but has not proceeded.

These two tables indicate that there has been amgor development of regiondism in the Asa-
Pecific since 1997. In particular, there has been a sudden rush towards regiondism in the East
Asan sub-region. Thefird RTA involving aNorth East Asian country was the Japan Singapore
Economic Partnership Agreement that comes into force in the summer of 2002. At the 2001
meeting of the ASEAN+3 economic ministers, a new expert group was created to look at the
possihility of an ASEAN-Japan FTA. Koreaand Chile agreed at the 1998 APEC Summit
Mesting to pursue a free trade areawith the god of a complete opening of trade and dimination
of dl tariffswithin 10 years. China has committed itsdf to negotiations with ASEAN of
ASEAN+1 and agreed to an intergovernmental study of a potentid Northeast Asa Free Trade
Areawith Japan and Korea. Singapore has completed two free trade agreements with New
Zedland and Japan respectively and is negotiating four more currently.

These devel opments condtitute an enormous change in the East Asa. Prior to them, Japan and
Korea, dong with Hong Kong and one other country, were the only four members of the more
than 140 members of the WTO that had not participated in areciprocd regiond trading
agreement. Indeed, North East Asawas the only region of the world that had no RTAs. But
that satusis changing very rapidly. Now, among dl of the current WTO members, only Hong



Kong and Taiwan (a new member of the WTO) and one other country, have not joined or are not
negotiating an RTA.

In some respects, these trends are a continuation of trends observed before 1997. The number of
RTAs completed rose sharply in the 1980s and 1990s (WTO, 1998). Many of these agreements
had provisons extending well beyond the traditiona coverage of goods and services. The great
magority of the RTAs completed in the last two decades have been free trade aress.

Y et, post —1997 RTAs in the Ada-Pacific have anumber of sgnificant new festures

- they incdlude anumber of countries that were not previoudy members of any free trade area
or customs union (Japan, Koreaand China)

- sverd countriesin the Asa-Pacific are now members of more than one RTA (Singapore, the
US, Canada, Mexico, Chile, Peru, Austrdia, New Zedland and Russia)

- sverd of the new agreements are “cross-regionals’ (i.e. the members span more than one of
the world's geographic regions®): K orea-Chile; Singapore-US, Singapore-Canada,
Singapore-Mexico. (The tables do not include RTAs involving an Asa-Pecific country and
another country outside this area such as the Canada: Israel (1997) agreement, or the
agreements between Mexico on the one hand and the EC (2000) or EFTA (2001) or Isragl
(2000); and the Singapore -EFTA dates agreement which is being negotiated.)

- many of the new agreements are bilaterals (i.e. involving of par of countries)

It isthese new developmentsthat | refer to by the phrase “new regiondism”. All of these

features relate to the geographic coverage of RTAs. | shdl try to draw out the implications of

these features.

It is useful to draw a digtinction between bilatera agreements, which involve two parties, and

those that involve three or more. The latter are called plurilateral s by the WTO (2000).2 One or
even both of the partiesto a bilatera may itsdf be an RTA; for example the proposed

agreements between ASEAN on the one hand and China and Japan respectively on the other.

From Table 1, one can congtruct alist of individual APEC countries that are parties to one or
more bilaterals. Thislig isgivenin Table 3. Thelist does not include countries that have



indicated an interest in a bilaterd proposa but have not yet begun negotiations; for example,
Thalland. Thislist shows that nine of the 21 APEC countries have completed or are negotiating
abilaterd agreement. Nor doesthe list include countries in the Asa- Pacific that have formed a
bilateral with a country outsde the region; Russia (which has agreements with the Kyrgyz
Republic and with Georgia). Including Russig, thereisatota of 10 out of 21 members of
APEC. Thus, alarge part of the new regiondism is new bilaterdism.

One should note that of the 11 countriesin APEC that do not have a bilatera agreement seven
are ASEAN countries. (The other four are Hong Kong, Taiwan, Papua New Guinea and Peru).
Thus the non-Singapore ASEAN dates stand out in the Asa- Pacific region asthe sates that
have not formed or are negotiating bilateras.

One should a'so note that the trend towards new RTAs is not peculiar to the Asa-Pecific. WTO
(2000) enumerates 240 RTAs in fore or under negotiation as of July 2000. Indeed, the East
Asan region isalatecomer in thistrend. The trend has progressed further in terms of the

number of RTAS and the percentage of countries that are membersin other regions, abovedl in
Europe-Mediterranean area. In other regions too, the new RTAs share the features that there are
many bilaterals and many countries are party to more than one RTA (and most new RTAs extend
to issues of “degp” integration). Intermsof bilaterds, Israd and Mexico are a party to many.
Unfortunately, the WTO enumeration does not separate bilatera from plurilateral RTAS. They
do, however, report that there were 15 cross-regiond RTAsin force at July 2000 and another 14
under negotiation (WTO, 2000, para 11).

Another feature of the emerging world pattern of RTAs is the emergence of large continental
gzed RTAs TheEU isinitsfourth enlargement. The FTAA will cregte an area of 34 nations if
the negotiations are successfully concluded. An East Asan RTA isapossbility. Thus, we have
the rather odd pattern of many new hilatera's coexigting with very large continental RTAS.

Oneway of measuring cruddly the sgnificance of RTAs is to compute the percentage of world
trade which takes place between countries that are members of RTAs. The WTO estimated that
in 1999 57 per cent of world goods trade was covered by RTAsin thissense. (This does not



include nor-reciprocal preference trade such as GSP imports into Developed countries.) Of this,
the intra- EC trade alone accounted for 25 per cent of total world trade and intrasNAFTA trade
for another 11 per cent. Thus, trade between countries which trade on MFN termsisless than
one haf of world trade. It needs to be stated that not al intra-RTA trade takes place on
preferentia terms as alarge part of the trade of al countries that are members of an RTA hasa
zero MFN rate and therefore, the RTA does not favour members for trade in these goods.
Unfortunately, the WTO does not cal culate the percentage of world trade that takes place on
RTA-preferentia terms.

2. Explaining New Regionalism

Given the globd nature and the rapid pace of new regionaism, it isimportant to understand the

reasons behind it. Several reasons have been advanced,

- gansfrom trade and factor flows and greater competition in markets

- binding of market access for goods (binding of tariffs at zero under duty-free entry provisons
within the RTA and, in some cases, prevention of contingent protection actions by fellow
members [anti-dumping, countervailing actions and safeguard action)])

- ease of negotiations with fewer parties

- benefits of degp integration resulting from the cross-border harmonization of nationa
economic policies and regulations

- regiond security

- fear of excluson from mgor markets

Still other reasons have been advanced.

It isdifficult to assgn rdative weights to these factors. All of them have played a part in the
formation of some RTAs but the reative weights have no doubt differed among them. For
example, in Canada a mgor declared motive for regiona association with its large and powerful
neighbour was the desire to secure access to markets. Canada has sought to have aprovisonin
NAFTA to prevent one member taking anti-dumping actions againgt another member. A smal
number of other RTAs have a prohibition on these actions, the EU, the European Economic
Area, CER and the Canada- Chile Agreement. However, the US has refused to accept this



limitation on its freedom to take such actions. But Canada has had some success in the area of
safeguard action as both Canada and Mexico were exempted from the additiona tariffsimposed
recently on stedl products. As another example, regiond security issues have been especidly
weighted in the EC/EU and dso in ASEAN.

Other factors have contributed to new regionalism. The failure of the WTO to begin anew
round of multilatera negotiationsin Seettle in 1999 illugtrated the difficulty of comprehensve
multilaterd liberdization of market access. The difficulty of reaching agreement a the Doha
Minigteria and the complexity of the current negotiations have continued this problem. Inthe
Asa-Pacific, APEC trade liberdization has staled and “ open regiondism” isafalureasa
drategy to counter the effects of the formation of more and more RTAS. Another factor in East
Asaisthe East Asan financid crigis of 1997-98, which demongtrated the risks of contagion in
financia markets and exchange rate volatility in an era of flexible exchange rates. Adan leaders
are searching for homegrown defenses againg these market risks. This explains why the new
regionadism in East Ada has been proceeding more rapidly on the financia market sde than on
trade.

My belief isthat one factor is common to dl new RTAs and is becoming more important relative
to the other factors. Thisisthe fear of excluson from mgor markets. In this context, excluson
does not mean that a country is denied accessto amarket, that is, total excluson. It meansthat it

has access on terms less favourabl e than some other country or countries.

Thisfear isaproduct of the formation of RTAs such asNAFTA, MERCOSUR and the Andean
Community in the 1980s and early 1990s. Asmore RTAs were formed, the share of acountry’s
export trade that may enter foreign markets on less favourable terms than its competitors located
inthe areaincreases. Thisleadsto adomino effect. Hence, the trend towards RTAs is self-

reinforcing and becomes ever sronger. This processis discussed further in Section 4 below.

One can say more about the incentivesto join or form RTAs.  For a country, the incentiveis
strongest for atrading partner that is one of its mgjor markets and has joined an RTA with other
countries.  Theincentive is particularly strong if the trading partner has joined more than one



RTA or isamember of an RTA with alarge number of members which enjoy preferences over
the exports of the country concerned. This aspect can explain in part the movement towards
bilaterals and the pattern of bilaterals. Many countries are seeking to obtain a bilateral
agreement with the US and the EU in particular, where there is no or little prospect of them
becoming part of the mgor regiond trading bloc, NAFTA and the EU respectively. This
explains why the EU and the US are the centers of regiona preferentid trading.

3. Systemic Effects of New Regionalism

Aswell asbeing amgjor trend that directly affects market access, new regiondismis having
Sgnificant effects on the world trading system.

Some of these effects are poditive. For example, one motive for acountry that isamember of a
multi-country RTA engaging in bilaterds on its own account might be to force other members of
the bilaterd to make more progress in trade liberdization and deep integration in the RTA.
Rgan et al (2001, chapter 2) give this as one reason behind Singapore’ s pursit of bilateras.
They refer to the “convoy problem” whereby the pace of integration is held back by the “least
willing member”. Ancther benefit isthat RTAS can set precedents and develop negatiation
moddlities that can be adopted later in multilateral negotiations. There a number of examples of
this. The Canada-US FTA in particular developed concepts and modadities in the service trade
area that were important in the development of GATS.

Some of the effects are negative. Theseinclude

- multiple sysems of rules

- cregting ascarcity of negotiation resources a the nationd level and negotiaion fatigue
- bad precedents

- hubsand spokes

- unequa access to world market

- undermining the MFN principle further



Some comments will be made on each of these. Thelagt is usually regarded as the big issue or
the only issue. | shdl argue that the question of unequal access to world marketsis aso
important. In fact, the last three agpects are al aspects of the geographic coverage of RTAsand
display some of the effects of new regiondism. | shal concentrate on these effects.

RTAs certainly creste multiple systems of rules for many of the sets of rulesthey cover. These
rules differ among RTAs and they differ dso from the rules of the WTO, where the WTO has
rules that cover features of an RTA. This multiplicity may pose a problem for the governments
and the traders of one country that isa member of more than one RTA. In areas such asrules of
origin and industrid and sanitary and phytosanitary standards, export traders may face different
rules depending on the destination of their exports.

Simultaneous negotiations may pose a problem for government negotiators. Thisis probably a
problem more for developing countries that have alimited pool of such resources but it can be
overcome by training and technica assstance from devel oped countries and multilaterd
organizations, chiefly the WTO and the World Bank.

The precedents set by RTAs may be bad aswell asgood. There has been concern over some of
the RTA precedents. One exampleisthe excluson of some agricultura products from the trade
liberdization under the Japan-Singapore EPA; specificadly, the Agreement excludes cut flowers
and ornamental fish, Singapore' s principa exports of agricultura products to Japan, from the

list of products imported under the terms of the agreement into Japan. It has been reported that
Japan is pushing for asmilar excluson in the negotiations with Mexico, Koreaand Audrdia
Another exampleisthe US preddiction for Sde agreements on environment and labour
standards. Having succeeded in embedding thesein NAFTA, the USis now pursuing such
agreementsin other bilaterds and inthe FTAA. Of course, there are differences among
countries as to the worth of such precedents, some regarding them as good and some asbad. In
evauating such precedents, one should adopt a globa welfare point of view and ask if they have
apogtive effect on world welfare. This bad precedent argument isone of  the grounds on which
the eminent trade economist, Jagdish Bhagwati, has been opposed to regiondism. It has been
recognized in the Singapore context (see Rgan et al, 2001, chapter 6 and Rgjan and Sen, 2002).
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In terms of geographic coverage, new regiond devel opments have fundamentally changed the
pattern of RTAs. Up to the early 1990s RTAs were a set of non-intersecting areas with only a
few exceptions but thisis no longer true.  Many countries are now members of more than one
RTA. This has come about partly because one country that is a member of one RTA has formed
abilaterd agreement with one or more countries outside the area, and partly because of links
between RTAs. Thisiswhat Bhagwati picturesquely caled the * spaghetti bowl”.

Wonnacott (1996) introduced the terminology of hubs and spokes. A hub arises where one
country (customs territory) isamember of two diginct RTAs. Since the development of the new
regiondism, many countries are now hubs. In the Asa-Pecific area, Singapore, the US, Canada,
Mexico, Chile, Peru, Audtrdia, New Zedand and Russia are now hubs on the basis of RTAs
already in force and others such as Japan and Thailand may join them soon. One can measure
this effect cruddly by considering the number of spokes for each hub, that is, the number of
countries with which one hub country has separate bilatera free trade agreements (excluding
plurilatera RTAs of which it isamember as these have connections across spokes). One might
describe the EU as a super-hub because of the large number of spokes; 25 from my count.® By
comparison the US has only four (the US-lsradl and US-Jordan agreements and the agreements
currently being negotiated with Singapore and Chile.

Hubs create multi-layered preference schemes. One consequence is that the spokes have less
market access than the hub as the hub enjoys preferentia accessto al spokes but a spoke has
preferential accessto the hub only and, for the reverse trade, a hub gets unrestricted imports from

the pokes but each spoke gets unrestricted access only from its spoke partner. .

There are further complications in the case where a country that is a member of a multi-country
RTA forms hilateras with a country or countries outsde the area. Singgporeis one example. In
such cases the country with the additiond bilateral isahub. It has preferentid accessto the
markets of its bilateral partner which the fellow members of the RTA do not enjoy, and,
conversdly, the outside bilaterd partner has preferential access to markets of itsingde bilatera
partner but not to the markets of the other members.
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New regionaism has created unequa access to world markets. Most of the bilaterals are
between developed countries or in afew cases between a devel oped and a devel oping country;
examples of the latter are the agreements Mexico has agreements with the EC and EFTA
countries. When the larger size of the marketsin developed countries and especialy the US and
the EU istaken into account, there is no doubt that the increase in market access resulting from
bilaterals has gone overwhelmingly to developed countries and not to developing countries. The
one sgnificant exception among the developing countries gppears to be Mexico which has
secured mostly free accessto its mgjor marketsin both North Americaand Europe.  In the
APEC area, the countries that have gained improved market access from the bilaterds are dl the
higher income countries of the region, again with the exception of Mexico. Of most concern,
none of the bilaterds links a Least Developed Country to a Developed Country.

Consequentidly, the gains from trade liberdization from bilatera agreements and from RTAsIn
generd have gone largely, and probably overwhemingly, to developed countries. There are two
parts to this concluson. One concerns the traditiona fear of negative trade diversion effects for
countries outside the preferentid areas. (For some countries and some goods, these effects have
been mitigated by non-reciproca preferences for imports from Developing Countries.) Scollay
and Gilbert carry out amulations of the effects of various bilaterd and many-country RTASIN
the Asa-Pacific. They find that al bilaterds have negative effects on the welfare of some
outside countries® with the sole exception of the New Zedland- Singapore agreement which hasa
zero effect on d countries® The second part is that Developing Countries have not shared in the
positive benefits of freeing trade regiondly. Indeed, this effect may be greeter than the effects of
unequa progress within the Uruguay Round and prospectively from the current multilateral

round that the Developing countries complain about. This market access effect does not seem to

have recelved any attention.

The effect of regionalism which is usudly regarded asthe big issue is the effect it may have on
the rate of mulltilaterd liberdization, the building block or ssumbling block debate as it has been
cdled. Doesthe formation of new RTA have apositive or a negative effect on the multilatera
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trade system? And, as a particular issue, does the formation of bilaterd agreements have a
positive or a negative effect on multilaterd trade negotiations?

Firg , one can note that RTAs are generally WTO-consigtent. But this is because the
requirements of Article XX1V and the Enabling Clause and GATS are very weak and have never
been enforced. The meaning of “substantidly dl trade’ has never been defined and has been
interpreted in many ways. (WTO, 1995 provides acritical review of therules) Theonly
effective restraint GATT/WTO rules have imposed on RTAs s that they have prevented trade
barriers being raised againgt third countries, with afew exceptions (see Panagariya, 1999, p.
499). This has not prevented the discrimination inherent indl RTAs. Moreover, dmost dl of
the deep integration features of recent RTAs are atogether outsde the WTO rules.

The effect of regionalism on multilateral negotiations has been examined many times, including
detailed examinations by the OECD (1995) and the WTO (1995) itself. The answer commonly
givenisthat it doesnot. Discussants point out that one does not preclude the other and in fact
both have gone on at the same time for long periods. They dso point out many positive
interactions from RTAs to the multilaterd trade negotiations such as the good precedents effect,
and the “dipping the toe in the water” effect of RTAswhich has prepared some reluctant
countries to be more favourable towards multilatera liberaisation which forces them to lower or

bind border barriers.

Singapore has explicitly adopted the building block view in judtifying its bilaerdism. Thus, in
announcing the New Zedland Singapore CEP Agreement, Prime Minister Goh referred to an
“intention to spin aweb of interlocking free trade agreements between APEC members, which

could help to move the organization toward achieving free trade in the Asa Pacific.”

One should note too that regiondism may have an effect on unilaterdism, the lowering of
barriers on an MFN bags by countriesindividudly. Unilateralism has been an important part of
trade liberdisation in the last two decades. The usud argument for unilaterdismisthat a
country benefits from reducing its own-imposed barriersto trade. This argument would not be
affected substantialy by regiondism. It is even possble that the effect of regiordism may



13

increase the benefits of unilatera reform because of regiond trade diversion. On the other hand,
preoccupation with bilatera trade opportunities may diminish unilaterd actions.

4. Whereisit all Going?

The internationa trade policy sceneis changing rapidly. And it will continue to develop as
negotiations proceed on various bilaterd, regiond and multilaterd fronts. With some
understanding of the factors behind the new regionaism and their effects, one can ask whereit is

dl gaing?

New developments outside the multilateral negotiations could go in anumber of possble
directions.

- ahog of new hilateras

- theenlargement of exising RTAs

- the codescence of existing multi-country RTAs and hilaterds through mergers and links
These are not of course mutudly exclusve. We are likely to see some devel opments on each of

these fronts.

One can view these three fronts as optiond paths towards globd free trade. There are around
200 countries (customs territories) in the world economy. Each historicaly has hed its own
externd traderegime. Now consider the grand coalition, asit is caled in game theory, of globa
freetrade. 200 countries can proceed from 200 separate regimes of restricting trade with other
countries to the single grand cadlition in three ways, ruling out an agreement to proceed
immediately to the grand codition. These options assume that each RTA isitsdf amovement to
completely free trade among the members, after atranstion period. Of course, these methods
may be and in redlity have been combined. The fundamentd building block in these optionsisa
bilatera between two countries (customs territories). Each option can be expressed in terms of a
st of bilateras.

Fird, if there are precisdy n countries, they can form [n(n+1)/2] bilaterds. But thisrequiresa
very large number: for 200 countries, it is 19,900 bilaterals. One can regard existing plurilatera
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agreements as a set of bilaterds, for example, the 15-member EU isequivaent to 105
(=15.14/2) identica bilaterds. Thus, the existence of plurilatera agreements a the starting point
reduces the number of bilateras required for free world trade but only dightly.

Second, if one or more RTASs are already formed, each can become large and larger. An
enlargement (to usethe terminology of the EU) can be expressed in terms of bilaterds. An
enlargement of a multi-country RTA on the one hand to take in asingle new member is
equivaent to aset of (identica) bilaterals between the new member and each of the exigting
members. To be precise, adding one new member to an RTA with n membersis equivaent to
adding n bilateras.

Third, if there is more than one RTA, they must eventually coalesce or be supplemented by
bilaterds linking al of the countries between which there isnot free trade. In afamous paper
Kemp and Wan (1976) argued that there was an incentive for more countries to join customs
unions until they covered the entireworld. Ther argument is dependent upon intra- union
transfers and the ability to choose the level of the common externd tariff. 1t has recently been
extended to free trade areas by Panagariya and Krishna (1997) and Ohyama (1999), provided in
this case that each country adjudtsits externd tariffs.

A coalescence of two pre-existing RTASs can dso be regarded as a et of bilaterals. For example,
suppose there are two 5-member free trade areas which now coalesce into one 10-member free
trade bloc. This coalescence is equivaent to 25 new bilaterds. ( A freetrade areawith 10
membersis equivaent to 10.9/2 = 45 bilatera's whereas each of the 5-member bilaterasis
equivalent to 5.4/2 = 10 bilaterals.)

In practice, codescence can take two forms. It can take the form of anew encompassing RTA
that replaces the existing RTAs among the members of the larger group® There are afew
examples. The most notable case is the European Economic Area under which the EFTA
countrieswill eventualy become a part of the EU. The FTA between Mexico and the Central
American Common Market will replace the previous bilateral agreements between Mexico and
the individua members of the CACM but in this case the pre-existing RTA, CACM, will remain.
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The other form of coaescenceisalink between two (or more) existing RTAs. Under thisform,
trade would be liberaised within the larger area but the existing RTAs would remain and would
retain their own rules. WTO (2000, para 13) ligtsthisasa“new category” of RTAs. This new
group includes EC-MERCOSUR and the agreement between CARICOM and CACM in the
Caribbean and Centrd American region. It would have included ASEAN-CER if this had
proceeded. These category islikely to increase rapidly in the future. “[ These] account for 9 of
the 68 RTASs under negotiation and are composed of both regional and cross-regiond initiatives”
(WTO, 2000, para13). Thisformis likely to be preferred if there are Significant differencesin
the extent of deep integration.

At thistime, it seemsthat the RTA route towards the grand codlition will be a mixture of two-
country bilaterds, enlargements and codescence. It is not clear which will dominate though

there are definite Signs that codescence is becoming amgor redity in some parts of the world.

It has dready taken place in the EU on alarge scde. The FTAA will, if accomplished, bring

about codescence in the American hemisphere. At the Third African Development forum in
March 2002, the African members of the Organization of African Unity agreed to pursue an
African Union, moddled loosdly on the lines of the EU.  If this comes about, three of the four
WTO regions (the Euro-Mediterranean, the Americas, and sub-Sahara Africa)) would be covered
by asngleRTA.) Such developments replace many bilaterals and mean that future negotiations
between the countriesin alarge RTA and other countries are more likely to take the form of

coalescence negotiations.

In the Asa-Pecific area, one may expect more bilaterals with coalescence at alater stage. In
relation to new bilateras, there are developments emerging dl thetime.  For example, during
the vist of the Indian Prime Minigter to Singapore in April 2002, Prime Minister Vg payee and
Prime Minister Goh Chock Tong agreed to study the possibility of afreetrade ded. One can
expect increasing interest in countries seeking to negotiate bilateras with Japan and ASEAN,
both of which are partiesin negotiations with severa partners, for reasons noted above. 1n 2001,
Japan proposes an ASEAN+5 free trade area involving the ASEAN rations, Japan, Ching,
Korea, Taiwan and Hong Kong. Thiswould be another plurilateral agreement.
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Ancther possibility isfor APEC to abandon its open regiondism rhetoric and become a free
trade area covering dl 21 member countries. If this new agreement moved to completely free
trade, there would be no need, asfar as cross-border trade was concerned, to maintain the
exising RTAs whose members are dl in the larger APEC group; NAFTA, ASEAN and CER.
(In prectice, the existing groups are likely to be meaintained as the trade may not be completely
free or other features such as deep integration or disoute settlement in the existing RTAs go
beyond those in the new agreement.) The FTAA could in principle achieve the same result for

the Hemisphere countries.

There have been some attempts to mode! the process of RTA formation, beginning with
Krugman (1991). Unfortunately, the models used have had to be smple in Sructurein order to
mode trade between a number of countries and the effects of RTAs among subsets of them.

Krugman used a symmetric “love of variety” type modd with increasing returns and
Chamberlinian imperfect competition. There are anumber of trading blocs, actualy customs
unions with union-welfare-maximisng common externd tariffs. Each bloc isthe same sze.
Each country isin onetrading bloc only, that is, there are no intersections between RTAs. The
number of blocs, and therefore aso the size of each bloc, isvaried.

Badwin (1996) develops a Krugmanttype model with costs of entry and an integration effect

that lowers unit costs. He does not explicitly model tariff preferences. Instead he uses a

Samue son-type iceberg function to modd transport costs and trade costs. Thereisone RTA and
it is assumed willing to alow any country to join. Each outside considers whether it wants to

join. Joining is here a mechaniam for exporters to avoid profit lossesin their existing markets
resulting from new regiond discrimination and lower intra-areacosts. Thus, the effect of joining
isto raise the welfare of outsde countries. As more countries join, the profit effect increases as
more of the world trade takes place within the RTA and eventualy the grnad coditionis

achieved.



17

Adriamananjara (2000) uses a Cournot oligopoly modd with a single homogeneous good. In the
initid dtuation there is one or more blocs. He models tariff preferences.  Inthismodd countries
outside the trading blocs move sequentialy. He considers the incentives to both the outside
country and the insde countries of one outsde country joining one bloc. The insde countries
will not accept new membersif it not in the interests of the incumbentsto do so. Thisisamuch
more redigtic view of the dynamic process. Asaregiond trading area expands, there are
incentives for members to block the entry of additional prospective membersin order to protect
their preferences.  Thisisinherent in the nature of RTASs as preferentid or discriminatory aress.
“The key lesson to take away from this paper isthat thereisared posshility thet, left on its
own, the current wave of regiondism will not lead to globd freetrade. “ (Andriamananjara,
2000, p.2).

Adrianamanjara (2000) and Scollay and Gilbert (2001) suggest two criteriafor ng whether
the RTA building-process will lead to eventud free trade. Oneis the criterion of whether the
RTAslowersthe leves of barriers vis-a-vis outside countries and thereby prevent injury to
outsders. The second is whether the RTAs are willing to take in new members. The larger
many-country agreements tend to have fewer negative effects and larger poditive net welfare
effects on the region as awhole and on the world. (Scollay and Gilbert, 2001, Table 3.af). One
posshility isto have an “open” agreement in which the existing members are obliged to accept
new members.

The difficulty with these proposalsis that there is no mechanism in the world trading system to
ensure these criteriaare met. Article XXI1V and the notification process of the GATT/WTO have
failed completely on thisscore. Thereisalow probability thet the examination of RTAS under
the rules provisons of the Doha Minigterid Agreement will progressfar in thisdirection. Inthe
absence of WTO rules, the members may not have an incentive to lower barriersto trade with
outside countries. Nor do they have an incentive to admit al new members. Therearealarge
number of casesin which countries have sought to join an exising RTA, especidly the EU or
NAFTA, and have been rebuffed.
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It is here that bilaterd agreements may play another role. The KrugmanBadwin-
Adriamangara-type analyses of the bloc-building process have been confined to analyses of
non-intersecting aress. That is, they dlow aregiond trading area to expand sequentidly and, in
some cases, they alow two or more blocs to codesce. But they ignore the bilaterdism
possihilities of one country that is amember of amulti-country RTA linking with outsde
countries, in the style of hub countries. While it may not be in the interests of a set of countries
callectively to admit anew member, it may be in the interest of one member to engagein
bilateras with outsders. When this happens, thereisagreater incentive for other membersto
form bilaterds with the outside country. In turn this may improve the benefits to members of
admitting the country to membership or, in cases where the outside country isitsdf amember of
another RTA, ahilatera could lead to coalescence of two areas. Thus this adds new
posshilities. These possibilities need modeing and numerica andyss.

Another consequenceisthat, viewed dynamicaly, the Bhagweti “ sphagetti bowl” may not be
bad. The feature of the spaghetti bowl that produces the complexity, is the intersections
between different RTA areas. Even though it results in hubs-and-spokes, spoke bilaterals
mitigate the effect of large RTAs and they may lead subsequently to codescence of aress.

Thereis ill adistinct possihility that some countries may be excluded from this process for
economic and/or nor-economic reasons. In particular, developing countries are less attractive as
members of RTAs with developed countries because of their smaller markets, demands for
unequa trangtion periods and generad reluctance to accept commitments to deep integration.
Even if new regiondism isa building block to globa trade liberdisation, it must be accompanied
by multilaterd trade liberdisation.
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FOOTNOTES

. For the purpose of identifying the mgor “regions’ of the world, | follow the geographic
classfication of the WTO (2000) which identifies five “regions’: the Euro-Mediterannean,
Sub-Sahara Africa, East Europe and Centrd Asia, the Asa-Pacific, and the Americas.

. Thisterminology should not be confused with the meaning of “plurilaterd” in the Uruguay
Round. Thereit isrelated to the four agreements which were not part of the Single
Undertaking and which individua members could opt out of.

. These are the 13 accession countries plus 12 agreements with Developing Countriesin the
Mediterannean and Africa aready in force or being negotiated. The agreements with the
accesson countries will lapse if and when they become full members. This number does not
include the 77 African, Carribbean and Pacific countries with which the EU hopes to replace
non-reciprocal agreements with reciproca FTAs. See McQueen (forthcoming).

. Some have a negative effect on one partner; for example, the Austraia- Singapore agreement
is estimated to have a negative effect on aggregate Audrdian wdfare.

. One cannot expect any trade diversion in the case of agreements with a country that aready
has zero MFN tariff rates or tariff rate equivaent of ntbs.

. Within this form there are choices. An encompassing union of, say two, pre-exising RTAS
can follow the rules of one or the other. In such a case one RTA acquires the other, to use
the language of mergers and acquisitions. Or, anew agreement with its own new rules can

replace the previous agreements and rules.
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Table 1: RTAsin the ASa-Pacific

| Arrangementsincluding countriesin ASEAN

ASEAN (1977)
Japan-Singapore EPA (2002)

Il Arrangements between countriesin East Asia and the Rest of the Asia-Pacific

Singapore-New Zealand CEP (2001) US-Singapore
Canada- Singapore
Mexico- Singapore
Audrdia- Singapore
Korea-Chile

1l Arrangementsinvolving countriesinside the Asia-Pacific but outsdeEast Asia

CER (1983) US-Chile
Andean Community (1969/1989)

NAFTA (1994)

Canada-Chile (1997)

Chile-Mexico (1999)
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Table2

Definite Proposas in the Ada-Padific

Bilaterals

eg. Japan-Korea,
Audrdia-Thaland

Regionals

ASEAN-China Free Trade Area
ASEAN-Japan Free Trade Area
ASEAN +3

North East Asan Free Trade Area
Pecific Idand Countries Trade Agreement

P5
AFTA- CER

(ASEAN-10, China)

(ASEAN-10, Japan)

(ASEAN-10, China, Japan, Kored)
(China, Japan, Koreq)

(Papua New Guinea, Pacific I1dands)

US. Audrdia, New Zedand, Singapore, Chile
(AFTA-10, CER-2)



Japan

Korea
Singapore
USA
Canada
Mexico
Chile
Audrdia
New Zedland
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Table3

Countriesin the Asa-Peacific with Bilaterds
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