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The Rise of New Regionalism

« Proliferation of RTAs and developing
economies

« Key features of New Regionalism

Most Developing Economies Belong to At
Least One RTA

Bt I—

Sonth Ain o

r—
[ A I
B T e—

Motivation

« Developing economies have joined the global and
regional trade regimes en masse over the past
decade

to making RTAs work include
(b commitments)
+ Comprehes ss and quality of implementation
+ The overall pol vironment, such as level of external
tariffs and trade costs
> However, these are often developing economies’
s” heels === Jiow to turn weaknesses into

Proliferation of RTAs:
Aajor Surge Since the 1990s

PTAs Notified to the WTO

Gone RTA Shopping:

any Developing Economies Belong to Many RTAs

Organization

Rise of New Regionalism and developing economies
Some impacts of RTAs on developing economies

Harnessing RTAs’ potential: tackling the Achilles’
heels

Designing and negotiating RTAs

Implementing RTAs

Enabling RTAS: fostering the trading environment

Thinking bi;
Thinking beyond trade: RTAs as platforms for further cooperation
Thinking global: APEC and Doha as org g principles for RTAs

Proliferation of RTAs:
Approaching the 300 Mark

Implication: “Multiple Loyalties”
RTA Partners Often Belong to Many RTAs




- r PRESENT
The bulk of RTAs are formed
between developing economies

UNDER NEGOTIATION

AMERICAS AMERICAS

FUTURE PROSPECTS

Depth and Comprehensiveness of RTA Liberalization in the Americas
Features of New Regionalism

Percentage of items free by 2005

Unlike RTAs in the past, RTAs
199(

~ Deep and rapid liberalization

formed since the early

— Comprehensive liberalization (coverage o
Comprehensivenes

RTAs universe: largely W
lization h:
mination a la /

— RTA commitments often go beyond WTO commitments
AMERICAS

Relations in RTAs

RTA-V Compatibility
New Regionalism RTAs are Also WTO membership and complexity is growing—but RTAs
S - may be able to handle more issues!
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ntial liberalization + simultaneous MFN liberalization in Latin America

ffs for 11 economies
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Growing Relevance of Trade for

Some Implications of the RTA-Multilateral Interplay [ i
1'&’[01) ng Economies

Further Compatibilities D

« Average tariffs in developing economies have dropped
from 29.9 percent in 1983 to 9.3 percent in 2003 (Martin
and Ng 2004) s

ly relevant for developing economies === i Amece e
ade increasingly rel

— Trade facilitation Subsabam sicn

good not only for (and for trading with) the RTA
partners, but for ALL trading partners

— Harmonization and “internationalization” of standards Proliferation of RTAs + global MFN liberalization = RTA e Bt . A
ralization, etc. 2 preferences are eroding
> However, RTAs are still deep and go well beyond tariff
liberalization—and also often beyond the WTO commitments

/4 The RTA Boost to Trade: The RTA Boost Varies across RTAs,
Effects of RTAs/FTAs on Developing Recall the Gravity Model ceteris paribus
Economies: What Does Research Saj

Effects vary over time: short-term static vs. long-run dynamic effects

Overall, good things go together: RTAs with increased intra-RTA trade also. m
tend to have an increase in total external trade

GDP. (-) GDP
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)
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s across RTAs and RTA members

RTAs can have several long-run benefits
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Some RTAs may risk trade diversion

Why Does RTA Boost Vary across RTAs?
Vhy Do et GO . Trade Effects of RTAs with Rules of Origin Trade Effects of RTAs with Rules of Origin

Extent and depth of RTA liberalization
Exclusions/exemption

Type of RTA commitments
iveness of rules of oy

~ Cooperation on conformity assessments?
Trade facilitation commitments?

— Investment provision:

Effectiveness of RTA implementation a

External policy frictions that may not be controlled fi

For example: high MFN tariff == access to cheap

intermediate goods l PTA Effect  RoO Effect




But Do RTAs Create (or Divert) Tr
ceteris paribu.

Some Further Issues on RTA Boost:
S or S-S Integration?

N-S potential benefit
nomic complem

from trade opening
standards great if high ex-ante tariffs

Sturdy implementation

cooperation
Can boost eredibility of domest
policy reforms

-ante trade costs

Howeve
Often small and simil

x-post market

However:
Often exemptions in agriculture

— Risks of hub-and-spol
Often high trade costs

In Sum: What’s Good for Welfare?

st studies concur: multilateral liberalization is
the most welfare-enhancing trade policy option

* However. ed on open regionalism (= RTA +

MEN tariff lowering), RTAs can be very potent!

> Moreover, RTAs can help developing economies
adhere and adjust to multilateralism—and foster their
capacity to participate in and shape multilateral

Why Might RTAs Divert Trade

High external barriers = MFN tarif
‘Clubbishness” of the RTA: keeping outsiders out
strictive RoO in final goods ====p potential trade
ersion in intermediate goods
Some temporary issues not controlled for, e.g. simultaneous
exchange rate appreciations among RTA partners

Risks of trade diversion: getting bogged down to a sub-optimal equilibrium
* Iftrade centers on “regional goods™ W does not demand => vulnerability
0 ebbs in demand in the regional partner

= Missing out of opportunities to integrate into global production chains.

When in a Hub-and-Spoke...
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Preparing to Integrate

RTAs carry numerous disciplines ™= require

capacity to design, negotiate and implement

RTAs have economic effects ™= require capacity

to adjust

RTASs generate new opportunities ™= require
apacity to create an enabling environment for RTAs

— Capacity to take advantage of new opportunities

Some Dynamic Effects

ence: RTAs can impart long-term benefits—and
benefits in high demand in developing economies
Growth of FDI, esp. when RTA market is large
h, esp. when RTA provides for tech and knowle
ion (such as trade in knowledge-inten:
and peace, esp. when trade gains are large

ibles: domestic policy credibility, mutual trust

> However, RTAs are not a silver bullet nor a

substitute for domestic policies! Rather, they can
cement and boost the gains from healthy domestic

polic

Some Further Issues:
In Which Order? Sequencing Integration

equencing commitments with RTA partnes
Trade + investment + servi ralization = potentially powerful combination

~ In general: the more di policy barriers cut at once, the better—BUT as

long as there is capacity to implement it all
equencing RTAs (and MFN regime):

Recall; RTA preferences arc e
all RTAS” benefits

i not enough!

ep liberalizing with ROW

Implications: need to work on all fronts—
home, RTAs, and multilateral—at once

Designing and Negotiating RTAs




Designing RTAs: Some Potential Ideas

Think comprehensive
Interplay of RTA disciplines with tariff liberalization can add to the trade boost
A repertoire of disciplines = conducive to issue-linkages in negoiation sta

ng “all-inclusive”, pay attention to the details of each disciplines

ofinvestment and services provisions

Think global
Build provisions on WTO compatbilty into
de
parties TAS with third parties, etc.
Build compatibilities with prior RTAs and with multilateral agreements

Think forward
Build implementation mechanism and agenda in the agreement
Future revisions of the RTA: mechanisms for future consultations ad/or sunset
clauses might be good in some areas (such as RoO)

Implementing RTA Commitments

RTAs require MONITORING = institutions and processes to
ensure that RTA obligations will be implemented

Note! Many S-S RTAs in particular have foundered due to lack of
effective implementation
Monitoring has several benefits
onalized channel to ensure agreements translate into re
fires carly, and adjust the agreement , i necessary
Helps monitoring of multlateral commitments, as well
Feeds into future RTA negotiations

Well-implemented agreements are conducive to further cooperation with the
partner

Good news: you can build monitoring mechanisms in the RTA

Some Keys to Effective Monitoring

Some preliminary lessons from Latin America

Rigorous and clear pre-defined monitoring agenda

Preparedness to negotiate

The better the preparedness to negotiate a (realistic and good) agreement,
the smoother the monitoring process tends to be

High-quality monitoring staff

ade disciplines, preferably through having participated in
trade ne iations
Flexible = able to rapidly “switch gears” (esp. when human resources scarce)
+ Able to work horizontally across trade disciplines
+ Able to work vertially across hicrarchical functions
Marked by continuity over time

High-quality implementers

Good customs
Well-trained staff across the government (ministries of agriculture, health, labor,
finance, etc.)

Getting Ready to Negotiate.
Knowledge Is Power

Master the manifold trade disciplines

Understand the Harmonized System

Know your home turf: domestic production processes
and economic data

Know your prior RTA and WTO commitments
Consult with and include the private sector

Build domestic political support = inform and include
the entire government and the public at large
Prepare early: build a system to monitor the
implementation of RTA commitments

CAFTA Monitoring 1

Keys to Effective Monitoring Cont.

Centralization of coordination tas and information
flows in the monitoring unit

Tie-breaker: a strong decision-making nucleus within the
executive branch to break political logjams between

agencies

Credible trade partner
Partners with high domestic technical and political capaciti
implement agreements
Partners with economic weight: constitute an important share of
the trade flows of their partners

Implementing RTAs

What Do Monitorers Do?

Some preliminary insights from Latin America

Coordination. Monitorers coordinate

the manifold other domestic agencies involved in the implementation and/or administration
of the RTA

the meetings of the commissions, commiltees and/or technical working groups both at the
domestic level and with the partner countries

ind actions of the other 1 nomies in the case of RTAs commonly

the agend
negotiated with third parties

Verification. Monitorers verify that the domestic agencies and the partner country

comply with the provisions of the common agreement

Communication. Monitorers are becoming lobbyists and communicators for trade

Coaching. Monitorers help traders understand and implement RTA commitments

(origin certificates, standards, etc.)

Room for Peer Reviews?

Example: EU’s Single Market Scorecard

Measures:

The extent to which Single Market directives have been
transposed into national law by each member state

~ The average time it takes each member to transpose directives

The extent to which members are cooperating with enforcement
and problem solving




Harnessing RTAs’ Potential:
Addressing Trade Costs

Long customs clearance
) Jess trade

10 15
ough Cusioms, n

the basis o Investment Climate
it in Subramaniannd oters 205

And logistics quality and scale matter, as well!

Ocean shipping times

/ 6.5 DAYS
24 DAYS, 11,700km

21 DAYS, 7,000 km\

’

Source: IADB (2004).

RTAs amid High Trade Costs

Although RTAs eradicate POLICY BARRIERS, trade costs often
e nic

holding back

Customs procedures
Bureaucrati

g stamps and signatures)

ansport costs
* Direct (freight and insurance)
ct (inventos
¢ national standards for transport operators (trucking etc.)
costs
al product standards.
+ Technical regulations
Costs of insurance against risk

Customs clearance is long in
developing economies

nstiona Exhibiton Logistc

Cutting Trade Costs:
Major Economic Benefits

b hosts => trade up 1% (Freund and Weinhold)
Communications: 10% decrease in telecom costs => trade up 8% (Fink, Mattoo, Neagu)
I savings if developing countries were to reduce by
me spent handling all of their trade =

0 billion (Hummels 2001)

benefits, particularly in developing economies

What Do Trade Costs Do?

Trade within national border: till much greater than trade

nce of trade cost

The tax equivalent of trade costs can range between 30 and
105 percent, depend ctor (Anderson and van

ge investment and undercut the
ms into global production chains (F:

In sun are today costlier than trade policy barriers

trade can be markedly boosted through addressing trade costs

But customs is not the only thing!
Trade Gains from Reforms, by Region

What to Do? Trade Facilitation!

Challeng cycle of high trade
cost ====b Jow trade ====> high trade costs

Trade facilitation is the key
~ Reduce transport costs
~ Improve po

reamline and modernize customs regimes

Improve information technologies



Using RTASs to Facilitate Trade q 9
Manifold Benefits in the RTA Context s In Sum: RTA Issues for Developing Economies
- « Collective reduction of trade costs is found to have a greater positive effect to
¥ifs have becn brought down with New Regionalism, some

+ Good news 1: trade facilitation s inherently good for open ade than unilat r
regionalism ( = lower trade co ] n ALL fronts with Note! Landlocked economies tend toinherently require regional solutions to trade costs barciesn such 22 ReOland Xy
a o) Signing a RTA = ONLY THE BEGINNING of long work to heal the Achilles” Heels of
ALL partners)
developing cconomies
* RTA implementation

00d news 2: trade facilitation impart -
4 e cular help in the process

Improvements in standards can raise hea
Joint improvements in standards and conformity assessment systems

gration and competition in servi
+ Good news 3: RTA formation and trade facilitation can be compleme Customs cooperation i d-spoke N-5 system
7 The oo e p——— mplification and harmonization of procedures = automation, single customs document o P a1 o mare i

enerated by RTAs (and by all trade liberalization)

Trade liberalization can increase 1. political pressure for lowering B L gl T s good already because developing economis til have higher

transport costs .and 2. incentives to invest in fostering transport and trade © JR Gt e, )

facilitation services s
echnica nce (esp. in N-S RTAS) 3 q 5 .
Preferences are eroding AND RTAs are not the silver bullet:

ater the economic opportunities
Adherence to the WTO Customs Valuation Agreement = mutual assistance, databases
e your RTAs

port security requirements of the 21* century can be and
ooy A A R boost competitiveness at home
ed inspections, uses of iechno seek MFN opening
think comprehensive WTO+ RTAs plus trade f:

ificant]

* Good news 5: APEC has ready expertise in trade facilitation

Trade (T) and
Thinking beyond Trade Cooperation (C)
N RTAs EVOLV n lead (and can be made to lead) to trade-related and other Models
Think Big cowMIN
R s an infrastructure for cooperation: negotiations, implementation, common
+ Thinking beyond trade: using RTAs for R o g e e B
further cooperation -
be conducive t the production of REGIONAL PUBLIC
urn, can boost the RTA boost
« Thinking globally: using APEC and WT R
as organizing principles -
Common watesheds and fshn
stituti r-;:w frastructure can be used to deliver more “C” for North-North & South-South Examples
on of

APE
the produc

Trade (T) and
FTAA Cooperation (C) FTAA
Models Models

Trade (T) and
Cooperation (C)
Models

AP/Asia AP/Asia AP/Asia

North-South Examples Source: Estevadeordal (2004). North-South Examples




T and C Linkages

MODEL: T C

Regional | Objectives and Relationship Objectives and
Initiative Degree of between T and C: Degree of
Deepening T Instit. Dev. Regional C

T stitutionality
Integration mmunity Way”

el Issue

Mix
RPGs and GPGs

APEC: Challenges and Opportunities
Regional Integration in the America
The Role of the FTAA

Some References

Estevadeordal A. and K. Suominen, “Sequencing R’
Trade peration and Regional Public Goods” (2005, i

Thinking Global

cluding through e:
m = sorting out

— Improved multilateral monitoring of RTAs
« Could “shar iolators into adheren
+ Could help develop es ke k of their RTAs and

APEC: Challenges and Opportunities
ional Integration in Asia-Pacific:
Achieving APEC vision?

Entering the RTA Universe:
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APEC: Challenges and Opportunities

Role of FTAs in European Expansion

P; uropean FTAs

EU-15 “center of gravity” of an
“Pan-European System of FTAs”

WTO System




