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Fulfilling Ministers’ Instructions on Local Content Requirements
Proposal by Japan, Korea, and the United States
Addressing non-tariff measures that impact trade and investment in the Asia-Pacific region is an important part of APEC’s regional economic integration agenda, and a key piece of overall efforts to achieve the Bogor Goals.  

In 2012, in order to further APEC’s work to address particular non-tariff measures, APEC Ministers instructed officials to “further study in 2013 the impact of local content requirements on regional integration and economic growth, and to discuss ways through which economies can promote job creation and competitiveness goals in ways that enhance, rather than distort, trade.”
The following paper proposes specific actions that APEC, under the leadership of the Committee on Trade and Investment (CTI), can take in 2013 to fulfill this commitment and promote a positive message about how we will individually and collectively advance our economic growth goals without utilizing local content requirements (LCRs).
Background

There is a growing trend around the world towards the use of LCRs as a way to protect, favor, or stimulate domestic industries at the expense of imported goods or services.  Requirements to source parts and components from domestic suppliers have harmful consequences for trade and investment and economic integration, as they limit exports, disrupt global supply chains, and raise concerns about compliance with WTO obligations.  For small and medium-sized businesses, LCRs are an even bigger problem, as these companies do not have the capital and other resources to comply with these requirements by producing in the country maintaining the measure.
Further, while LCRs may be perceived as providing some benefit in the short run, research has shown that in the long run they can be harmful to economies’ economic development and manufacturing goals.  LCRs require that business decisions on the sourcing of inputs be made on the basis of government preferences, rather than on market-driven economic incentives, which in turn, limits trade in and access to leading global technologies, and leads to higher prices and lower quality products for consumers and downstream industries.  In such a protected market, the competitiveness of domestic industries is weakened, since they will not be able to access the best inputs or latest technologies. Further, sheltering domestic input-producing industries from foreign competition makes them less likely to become globally competitive.  
Proposed Actions in 2013

To better understand the effects of LCRs on trade and investment and economic growth in the region and fulfill Ministers’ 2012 instructions in this area, we propose that the CTI undertake the following activities in 2013:

1) Conduct a trade policy dialogue (TPD) on the sidelines of CTI 2:  The TPD on LCRs would provide a forum for a focused discussion with key experts from the private sector, governments, and academia on the impact of LCRs on trade and investment and economic growth, as well as on ways that economies can achieve their economic goals without resorting to these measures.

2) Conduct case studies on the impact of LCRs on APEC economies’ trade and investment interests:  Case studies would be conducted by outside experts and would look at how LCRs around the world are impacting individual APEC economies’ export and foreign direct investment interests.  These case studies would help improve APEC economies’ general knowledge of how LCRs are impacting our ability to promote regional economic integration and to achieve the Bogor Goals.  Participation in the case studies would be on a voluntary, and first-come, first-served basis.
3) Based on the results of the discussion at the TPD on LCRs and input from APEC economies, share and discuss possible ways by which economies can promote job creation and competitiveness goals in ways that enhance, rather than distort, trade, in lieu of using LCRs. The CTI, taking into account these discussions and considering different circumstances in APEC economies, would then determine whether to draft and submit to APEC Ministers and/or Leaders a summary report describing possible ways, in order to inform economies of options they can use in lieu of LCRs to promote their economic goals.

Contribution to APEC’s Agenda
Given the potential impact of LCRs on trade and investment, as well as on our shared goal to promote economic growth in the Asia-Pacific region, work on LCRs will make a significant contribution to key APEC agenda items. Since 2008, APEC economies have pledged to combat protectionism by refraining from raising new barriers to trade and investment.  The current moratorium on such measures lasts until 2015.  Increasing awareness of the downsides of LCRs and reaching agreement on other ways to promote competitiveness, would make a significant contribution to APEC Leaders’ work to ensure that the global financial downturn not contribute to an increase in protectionism in the Asia-Pacific region.

Further, work on LCRs would contribute to APEC economies’ achievement of the Bogor Goals by making a meaningful contribution to the Osaka Action Agenda objectives to: 1) progressively reduce non-tariff measures to the maximum extent possible to minimize possible distortion to trade; 2) eliminate any measures inconsistent with WTO agreements and ensure full compliance with WTO agreements; and 3) ensure the transparency of APEC economies’ respective non-tariff measures.  In 2010, APEC Leaders recognized that if all APEC economies were to achieve the Bogor Goals they must all maintain their individual and collective commitments to address non-tariff measures.  

Finally, work to address LCRs would build on the 2011 Leaders’ commitment to eliminate, consistent with our WTO obligations, LCRs that distort environmental goods and services trade in the region by the end of 2012, and refrain from adopting new ones, including as part of any future domestic clean energy policy.  

Timeline
A draft timeline for the CTI to achieve the above activities is provided below:
CTI 1 – Members to discuss and agree on this proposal.

· Intersessionally economies would develop the agenda for the TPD on LCRs and volunteer to be included in the case studies. 

CTI 2 – Hold a trade policy dialogue on LCRs.  Experts from the private sector, governments, and academia from around the region would be invited to participate.   Member economies would be encouraged to come to the trade policy dialogue prepared to talk about trade-enhancing ways that they have sought to promote job creation and competitiveness.
· Intersessionally economies would develop the list of possible ways to promote job creation and competitiveness in lieu of LCRs.  Work on the case studies would continue.

CTI 3 – Final case studies would be presented for APEC economies’ discussion.  Possible ways to promote job creation and competitiveness in lieu of LCRs would be tabled for discussion.

· As appropriate, economies intersessionally would decide whether to draft and submit a summary report describing possible ways to promote job creation and competitiveness in lieu of LCRs, to AMM/AELM.  

