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Executive summary 

The diversity of Asia Pacific economies is reflected in correspondingly different resource endowments.  These create a huge potential for mutually beneficial flows of trade and investment.  This potential is being realised by market forces, facilitated by:

· spectacular improvements in information technology, 

· falling costs of transport, 

· and the extensive ‘opening to the outside world’ by APEC economies.

As documented in the 2005 Busan Roadmap, based on the mid-term stocktake of progress towards free and open trade and investment, as well as in the review of integration prepared for this policy dialogue, APEC economies are already highly integrated.  The Asia Pacific also has the lowest barriers to trade, with most goods and services facing zero or negligible border barriers.  

But there is a lot of scope for further integration.  APEC would benefit from setting ambitious, but realistic objectives which facilitate regional economic integration.  APEC should define some essential dimensions of regional economic integration including:

· low border barriers to trade in all products and capital;

· transparency, best practice, and consistency of regulations; 

· efficient communications, including e-commerce and trade logistics.

The APEC process should then give priority to programs which can help economies reach well-defined milestones in terms of such essential components of economic integration.

In the 2005 Busan Roadmap, APEC leaders reaffirmed that APEC is a voluntary process of cooperation, not a negotiating forum.  APEC is designed to help member economies learn from each other; adapting policies and processes which have already allowed some Asia Pacific economies to be well ahead of others in terms of liberalising and facilitating international commerce.  

APEC targets or timetables should be based on what its member economies themselves want to achieve, recognising the different current conditions in various economies.  There is plenty of scope for cooperation to help Asia Pacific economies to do what they want to do, rather than expecting them to act against their currently perceived interests.
This paper explains that voluntary cooperation can continue to be effective in terms of promoting progress in many dimensions of economic integration.  As set out in the 2006 Hanoi Action Plan, there are very many opportunities to share the information, experience, expertise and technology available in this diverse region, in order to reduce remaining impediments to international commerce.

The paper then examines the ever-recurring proposal to negotiate an APEC-wide preferential trading arrangement (nowadays described as a FTAAP).  An APEC-wide negotiation would represent a major change in the currently agreed nature and priorities of APEC.  Such a negotiation would require either the transformation of APEC to a negotiating forum, or would need to take place outside of, but parallel to, the existing process.  
There is no evidence that an attempt at an APEC-wide trade deal would change the political perceptions which are preventing the liberalisation of trade in sensitive products, either in the WTO or in other preferential trading arrangements.  Even if it could be launched and then concluded, an APEC-wide trade negotiation cannot be expected lead to the comprehensive elimination of all border barriers.  And even if it could be negotiated, a comprehensive PTA would meet only a part of the much broader challenge of economic integration.  

As explained in the Busan Roadmap, the nature of international commerce has evolved rapidly in recent decades.  Accordingly, the remaining trade barriers to sensitive products are no longer the most important impediments to economic integration.

Therefore, the paper recommends that APEC continue to pursue the direction set in the agreed Hanoi Action Plan to implement the Busan Roadmap.  The effective constraints on coordinated or collective action in most important areas are limits of capacity:  these are limits on skills, institutions (including policy-making institutions) and the capacity of economic infrastructure.
Substantial resources will be needed to mobilise the financial resources needed to overcome capacity constraints.  APEC should not become a development assistance agency, but can become an effective catalyst for essential investments in capacity-building from outside sources.  To do so, it will be vital to pursue a pathfinder approach; identifying some high priority programs within the Hanoi Action Plan to help those economies which wish to set and attain ambitious, but realistic objectives in these areas.

The paper suggests practical criteria for identifying programs which could be given high priority in APEC’s work to implement the Busan Business Agenda.  Such a program is already being pursued in order to enhance the efficiency and security of ports, airports and supply chains.  As noted by APEC Transport Ministers, there are large opportunities to invest in capacity-building, with very high potential economic returns.  APEC leaders could endorse a concerted effort to mobilise such investment capacity-building from the private sector and international financial institutions.

Tangible success and significant region-wide economic benefits of significant program in the transport sector will encourage the development of other high quality programs within the scope of the Hanoi Action Plan which can also meet agreed selection criteria.  That would set the stage for APEC to record a sequence of successes in future years.
1  Economic integration 

An economist’s definition of a fully integrated group of economies would be:

“A region in which all products and factors of production (including capital, labour and information) can move without restrictions.”

Those involved in international business may define it as:

“An integrated market environment in the Asia Pacific, in which businesses can operate freely anywhere in the region, as if they were in their own domestic markets.”

These are ideals which cannot be expected to be achieved in full.  Such thorough integration is seldom seen, even within national economies, such as the Australian federation of states.  The European Union (EU) has not attained such a depth integration after 50 years, even though there has been a comprehensive customs union among members for close to 40 years.
  

A lot has been achieved in terms of economic integration in the Asia Pacific.  But there will always be more to do.  APEC has come to be seen as a process which is always falling short of impossible ideals and abstract concepts such as free and open trade and investment.  APEC now needs to reinvent itself as a process which makes a tangible contribution to ambitious, but practical and achievable goals.  

The Bogor commitment to progress towards free and open trade and investment remains an important reference point for APEC.  However, to gain credibility and self-confidence, the process needs to be assessed in terms of the actual progress made towards well-understood and well-defined milestones on the way towards such an ideal.  
1.1  Setting realistic targets

It is possible to set out some ambitious objectives for a considerably higher degree of integration than what we have in 2007.  We are looking for an Asia Pacific environment with characteristics including those set out in Box 1 below.  That list is based on the priorities expressed in recent years by the APEC Business Advisory Council (ABAC).

Setting out such a list of desirable characteristics gives specific meaning to the concept of regional economic integration.  Expressing objectives in these terms makes it possible to set concrete and achievable targets.  Movement towards such targets can allow APEC’s usefulness to be assessed in terms of the progress made towards such objectives by Asia Pacific economies.  
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Some of these dimensions of economic integration listed in Box 1 may look like ideals which can only be approached.  For example, while there are risks of international terrorism and pandemics, we cannot envisage the completely free movement of goods, services or business people.  While border barriers to trade such as tariffs or quantitative restrictions can be eliminated, there will always be scope to enhance the efficiency of communications and logistics.

On the other hand, the objectives listed are not day-dreams.  Each of them has been closely approached, or even attained, by some Asia Pacific economies.  Indeed, some Asia Pacific economies already have most of these characteristics.  Not surprisingly, they tend to be the most prosperous, or fastest growing, Asia Pacific economies.

APEC can help any others that want to adapt current best practice by sharing the information, experience, expertise and technology available in the region, as well as catalysing the significant investments in capacity-building which will be needed.

This is a never-ending challenge as best practice itself keeps evolving in response to technological and institutional improvements.  Nevertheless, by measuring progress towards achievable targets, it will be possible for the APEC process to record a sequence of successes in each of the coming years.

There is plenty of scope to support Asia Pacific economies to reach milestones they themselves want to reach, rather than expecting them to act against their currently perceived interests.  APEC leaders should no longer expect, let alone insist, that large groups of very diverse economies, with diverse domestic priorities, should reach the same goals in any particular year.
  

Targets should reflect that APEC economies all want to make progress on each of these dimensions of economic integration set out in Box1.  However, they are starting with very different capacity constraints and aspirations.  On each of these fronts, such as improving the efficiency for port and airport logistics, it should be possible to agree on targets for particular, or small groups of, economies; targets:

· which can be expected to be achieved within no more than ten years, with well-defined interim milestones;

· whose achievement would reduce, significantly, some costs of risks of international commerce;

· which are ambitious, but reflect the abilities and priorities of the economies involved;

· and where cooperation among APEC economies can accelerate progress.

1.2  Some conceptual issues

Sections 2 and 3 will consider the kind of targets which could be set for some APEC economies in terms of different dimensions of economic integration listed in Box 1.  Before that, it may be useful to set out some general considerations.

Promoting productivity or promoting economic integration?

From the outset, APEC has had to balance its effort between pursuing free and open trade and investment, as against other important ingredients of economic development.  The emphasis has been on trade and investment liberalisation and facilitation (TILF).

The East Asian financial crisis demonstrated the need to pay attention to all of the foundations for sustainable growth.  TILF is a necessary, but not a sufficient, condition for sustained development.

Sound institutions for macro-economic and micro-economic management, the rule of law, as well as economic and social infrastructure to promote health, education, communications are also vital conditions for growth.
At the same time, many other institutions, including international financial institutions (IFIs) and the Organisation for Economic Co-operation and Development (OECD) have been working on these issues for a long time.  APEC should be careful not to duplicate their efforts.  

It remains appropriate for APEC to specialise in promoting regional economic integration, while recognising the need to look behind borders in order to facilitate either trade or investment.

That does not mean that TILF is more important than capacity-building.  A very large capacity-building effort will need to be mobilised to support TILF.  That challenge should be tackled by APEC becoming an effective catalyst for capacity-building, rather than attempting to be another development agency.
Even within the TILF effort to promote regional economic integration, it is essential to specialise in line with the comparative advantage of APEC, which is a voluntary process of international economic cooperation.
Liberalisation, facilitation or capacity-building?
When the 1995 Osaka Action Agenda was drafted, it was noted that liberalisation and facilitation of trade and investment were inextricably linked.  Since then, the distinction between facilitation and liberalisation has become less and less useful.  It has also become well understood that capacity-building is essential to promote both liberalisation and facilitation. 

Some issues, such as reducing transactions costs are generally regarded as facilitation, for example by boosting the efficiency of ports and airports.  Such improvements require enhancing the capacity of software as well as hardware.  Efficiency can also be enhanced by the capacity to adopt mutually compatible information systems.  But liberalisation is also quite relevant.  Clearing products through ports or airports becomes faster and simpler as border barriers such as tariffs and quantitative restrictions are eliminated.  And the costs of international transport could also be reduced significantly by reducing existing distortions in international shipping and aviation markets.  

Within trade liberalisation, there are some issues where negotiations are needed to achieve short-term gains.  At the same time, there are some issues where consensus-building can achieve further results.  For example, significant progress to limit the use of contingent protection, such as anti-dumping, will require considerable capacity-building to address the underlying, behind-the-border causes of resort to such protection.

In practice, progress towards any dimension of regional economic integration is likely to involve liberalisation of border barriers combined with behind-the-border policy coordination to facilitate trade and investment.  Some aspects of these reforms may require negotiations to allow short-term progress.  However, the effective constraints on progress are often limits of capacity, rather than of the political will to cooperate.

Since liberalisation and facilitation are intertwined, it is not helpful to recommend that APEC focus only on one of them:  it should pursue both.  The real issue is find where a voluntary process of cooperation, like APEC, can contribute to reforms at, or behind, the border.  In each case, the challenge is to identify opportunities for mutual beneficial cooperation and to help member economies to seize these opportunities.
Finding mutual benefit 

The comparative advantage of a voluntary process of cooperation is in dealing with issues, where cooperation is perceived to be a positive-sum game.  These are opportunities for cooperation where mutual benefits can be expected from coordinated, or collective, actions by member economies.  In these cases, is not necessary to negotiate binding commitments, each economy benefits from adhering to voluntary arrangements to cooperate.

Conversely, a voluntary process of cooperation cannot be expected to achieve significant progress on issues where coordinated or collective action is not perceived to be of mutual benefit.  In those cases, short-term progress can only be expected through negotiations leading to binding commitments to implement agreed reforms.

Since APEC is not designed to be a forum for negotiations, it should not attempt negotiations.  This reality was demonstrated by the failure of the so-called early voluntary sectoral liberalisation (EVSL) experiment in 1997 and 1998.

It follows that APEC is most likely to prove useful where cooperation is already seen as mutually beneficial.  There are many opportunities for cooperation which are already perceived to be positive-sum games.  For example, identifying and implementing ways to enhance the efficiency of ports and airports by means of harmonising customs and information exchange systems is seen to be beneficial to all Asia Pacific economies and APEC has proved able to contribute to improved efficiency.  APEC should concentrate its efforts in such areas.

It is also essential to accept that the APEC process, acting alone, cannot be expected to resolve issues where cooperation is not perceived to lead to mutual benefit.  

As discussed below, that does not imply that APEC should ignore issues where negotiations are needed.  In the short-term, consultations and consensus-building among APEC governments can facilitate negotiations in existing forums, especially the WTO, or perhaps by helping to create new, or improved institutions.

Changing perceptions

Long-term cooperative capacity-building by APEC economies can help change the perceptions which currently necessitate negotiations.  They can help each other to gather evidence that the economy-wide benefits of reform greatly outweigh the short-term costs.  They can help each other develop policy-making institutions which can enhance the political influence of winners from proposed reforms, rather than allow decision-making to be dominated by losers.  Member economies can also assist each other to implement  policies which use some of the net gains from reform to compensate the losers from structural adjustment.

Over time, cooperation to change perceptions can widen the range of issues which are seen to be of mutual benefit.  That can either reduce the need for negotiations, or increase the prospect of negotiated outcomes which are seen to be of net benefit to the economies involved.

Such long-term efforts can be expected to yield significant long-term benefits.  However, it is not feasible to set timetables for the success of capacity-building efforts to change perceptions of potential cost and benefits.  

For APEC to record measurable achievements in the coming years, short-term and medium-term targets for progress should be set only for those dimensions of regional economic integration where there is already a perception of mutual benefit.

2  Promoting regional economic integration 

APEC can promote progress towards many well-defined dimensions of economic integration.

Reducing or eliminating border barriers is one aspect of this effort.  The issues involved are somewhat different for barriers to trade in products (movement of goods or services) as against factors of production (such as movement of capital and people).  It is also essential to ensure that the gains from lower transparent border barriers are not negated by other, often less transparent, measures, such as anti-dumping or domestic regulations which restrict the movement of products or factors of production.

When the GATT was established in the 1940s, trade in most goods was significantly obstructed by border barriers, usually by high tariffs or strict quotas.  By contrast, in 2007, the great majority of international trade faces zero, or negligible tariffs or quantitative restrictions.  Accordingly, further liberalisation of transparent border barriers to trade is no longer the most important means of promoting economic integration.  

Regional and global commerce is no longer dominated by deliveries of commodities or finished manufactured products from one economy to another.  Trade in services, flows of people and investment and exchanges of information are all growing faster than traditional trade in goods.  Even within trade in goods, intra-industry and intra-firm trade has become increasingly important.  More and more goods and services are produced in many locations.  

This transformation has led to significant changes in the nature of impediments to international movements of goods, services, finance, people and information.  

Prospects for further market-driven economic integration if the Asia Pacific region would be enhanced if the remaining traditional border barriers were reduced or eliminated.  However, there is growing evidence that addressing other impediments can yield greater returns.

A 2005 Organisation for Economic Co-operation and Development (OECD) Trade Policy Working Paper 21, provides a thorough overview of the potential economic gains from trade facilitation
.  Some of this evidence, as well as new evidence, was presented to the 2006 APEC Symposium on the Catalytic Role of the APEC Process: Behind the Border, Beyond the Bogor Goals, 

Against this background, it is essential to consider the balance of effort between dealing with remaining border barriers and other obstacles to economic integration.  These are considered in turn.

2.1  Trade in goods 

Internationally traded goods can be grouped as follows:

· products where formerly high barriers have been eliminated, or reduced to negligible levels;

· products where protection remains high due to political sensitivities.

· relatively new products, where substantial border barriers have not been erected;

· products yet to be invented.

The GATT/WTO system has played a central role in reducing the costly protection of many products through successive rounds of negotiations.  unilateral decisions of governments, have also been important.  Almost all reductions of border barriers to trade in East Asia and Australasia have been made unilaterally.  As discussed in the Busan Roadmap, the joint commitment of all APEC governments to the objective of free and open trade and investment has been able to accelerate this process, making the Asia Pacific more open that other regions (APEC 2005, Garnaut, 2005).

Many Asia Pacific governments have already liberalised their trading regimes to an extent where only the relatively most sensitive issues remain to be tackled.  When the interests of producers that have become deeply addicted to protection are challenged, the incentive to liberalise trade tends to be overwhelmed by domestic vested interests.  Consequently, the pace of unilateral liberalisation has slowed substantially in recent years (Patrick 2005).  

For the foreseeable future, further reduction in remaining protection, especially for sensitive products, will require negotiations.  APEC can, nevertheless, make an indirect contribution.

APEC can set principles or guidelines which can help to ensure that the outcome of negotiations involving some, but not all, member economies lead to outcomes which are relatively more likely to benefit, rather than disadvantage non-participants.  This is the intent behind APEC’s ongoing work to recommend best practice outcomes from the negotiation of preferential trading arrangements (PTAs) which involve APEC economies (APEC, 2004).
APEC could also consider promoting an APEC-wide preferential trading arrangement:  this option to transform trans-Pacific economic cooperation is considered in Section 4 below.

The following paragraphs note the opportunities for voluntary cooperation in APEC to increase the already large proportion of goods which are essentially freely traded.
Eliminate nuisance tariffs

Where border barriers are already quite low (for example, tariffs below 5 per cent) APEC governments should be able to agree to set these at zero, preferably well ahead of the 2010/2020 target dates for free and open trade and investment.

Getting rid of low barriers would make a modest direct contribution to economic integration.  The indirect effects may be even more important.  

It has become evident that the 2010 targets are not likely to be achieved for some heavily protected products, particularly in agriculture.  However, APEC’s credibility could be protected if APEC governments can point to very high shares of their trade facing no border protection.

The efficiency of ports and airports would also be improved as clearance procedures could concentrate on dangerous products, along with the few products which remain significantly protected.  Doing away with all but a few sensitive border barriers would also allow trade liberalisation efforts to shift their focus to tackling less transparent ways of distorting trade.  

Unilateral reductions in applied rates of protection do not weaken negotiating positions in WTO rounds, since the negotiations concern the rates at which protection is bound, rather than applied.
Unilaterally reducing border barriers to zero could be seen to reduce leverage in negotiating PTAs.  However, the leverage provided by already low barriers is correspondingly negligible.  The refusal to reduce already low protective barriers is not likely to be useful in negotiations for significant reductions in high levels of protection of sensitive products.
Sensitive products 

The Bogor goals gave APEC a strong sense of direction.  However, by setting the 2010/2020 deadlines for comprehensive liberalisation, APEC has come to be judged by its failure to ensure outcomes which APEC has no direct means of delivering.  As a voluntary process, APEC should never have been expected to make a direct contribution to negotiating liberalisation of sensitive products, especially in agriculture.  

As already mentioned, APEC can promote negotiations elsewhere, especially in the WTO, to liberalise sensitive products.  However, given existing political perceptions, there is no certainty that such negotiations will produce significant breakthroughs.  

In the short-term, APEC can continue to enhance prospects for progress in WTO by seeking to identify areas of common ground or suggest potential my mutually acceptable compromises.
In the longer term, APEC can adopt a strategy for a steady decline in the share of products where political sensitivity is likely to prevent significant liberalisation.

In addition to getting rid of nuisance tariffs, APEC can help change perceptions of the relative gains from protection or liberalisation of currently sensitive products.

Many economies, have been able to liberalise formerly sensitive products.  The necessary change in the perceptions of relative costs and benefits was facilitated by improvements in information, combined with domestic institutional capacity, which allowed their societies to give greater weight to economy-wide, rather than sectoral interests, together with growing attention to and capacity to ease the domestic costs of adjustment to greater international competition (Drysdale, 1988 and Garnaut, 2005)

The APEC process should invest in the capacity-building needed to bring about changes in perception.  However, that is likely to need patience.  In the meantime, APEC governments should be able to prevent the emergence of new sensitive products.

Avoiding more sensitive products in the 21st century 

Given the difficult and complex problems posed by products which have already become heavily protected and politically sensitive, it would be desirable to avoid the emergence of additional sensitive products in the future.

In 1996, APEC leaders agreed, voluntarily, not to impose barriers to trade in IT products.  Once APEC leaders reached their agreement, it led with support from others, to a WTO-wide agreement on information technology products (ITA).  That agreement has already helped a growing share of products to remain duty free.  

The success of the ITA indicated that consensus-building and voluntary cooperation can ensure that relatively new products, where substantial border barriers have not yet been erected, need not become sensitive products of the future.

The integrity of the ITA has been challenged by some who are seeking to narrow the definition of IT products.  APEC governments are looking for ways to preserve the spirit of the agreement.

In addition to a defensive reaction, APEC governments could also consider a proactive option.  It should be possible to build on the IT precedent to cover more, or even all, newly invented products whose intellectual property rights (IPRs) are acknowledged.
  .

Such immunisation should be politically feasible.  At the time of their invention, the comparative advantage of the producers of new products is created by the intellectual property embedded in new products.  Therefore they are anxious to protect their IPRs.

In the longer term, such initial advantage can be eroded.  For example, close substitutes may be invented, using genuinely different ideas or technology.  In that case, comparative advantage would come to depend on relative prices in different economies.  As products mature, there will be growing pressure for protection against international competition, risking the emergence of more sensitive sectors.

This potential problem for the future could be avoided if producers or marketers of new products were required to make a choice between protection of IPRs, or protection by means of trade-distorting measures aimed specifically at international competition.  Producers can be expected to choose IPRs.

The short-term costs of ruling out subsequent trade barriers would be negligible since no existing jobs or profits would be threatened.  On the other hand, the long-term gains will become increasingly significant as the share of new products continues to expand.

To implement this proposal, APEC governments could agree that newly invented products can be protected by intellectual property rights, but will not receive protection from future border barriers, or any other trade-distorting policies.  An APEC initiative along these lines would set the stage for a multilateral protocol among many WTO economies which agree to immunise new products against trade policy distortions.

In this way, and the other options discussed above, APEC can make a significant contribution to further widening the share of freely traded goods.

2.2  Trade in services 

Some of the issues concerning trade in services are similar to trade in goods.  Some services are freely traded; moreover, the share of trade in services not obstructed will grow inexorably.  There are more and more services where value can be added among economies via the internet.

Trade in some services is highly restricted.  Tackling that problem is not a simple matter of negotiations about border barriers.  The effective constraints on trade in services are seldom at the border.  In many cases, the constraint is on the movement of factors of production, including limits on ability to invest or limits on the movement of people to deliver or receive services.  Further problems are caused by regulations, including the problem of recognition of qualifications and a widespread lack of transparency.  These issues are being addressed as part of the Busan Business Agenda.
International transport is one group of services where border barriers compound the problem of restricted competition.  These problems add significantly to the costs of aviation which is used for more and more international commerce.  

APEC’s work on transport is encouraging liberalisation.  In the short-term, this is likely to require negotiations.  The time has come for APEC to insist that international transport is placed on the WTO agenda and brought under normal WTO disciplines.

2.3  Contingent protectionism 

Protection of domestic producers against international competition has shifted from transparent border barriers towards other measures, such as anti-dumping measures and countervailing border barriers or subsidies. In many cases, these measures are applied to prevent what is alleged to be ‘unfair’ competition.
These measures are often applied an arbitrary manner.  For example, the criteria for determining whether products are being dumped on international markets are notoriously ambiguous.  The scope for arbitrary decision-making about contingent protectionism means that the elimination of transparent border barriers such as tariffs and quotas is not enough for economies to specialise confidently along lines of comparative advantage.

The dispute settlement mechanism of the WTO is available to limit the extent of arbitrariness in applying contingent protection.  However the disciplines are proving extremely hard to tighten and it takes a long time to resolve disputes, creating sufficient risks to deter investors.  

Many governments are reluctant to accept tighter disciplines on contingent protectionism.  Such disciplines cannot be forced by negotiations.  A negotiated  agreement to tighten some restrictions on some forms of contingent protectionism can simply lead to the invention of new, potentially even less transparent obstacles.

Sustained and worthwhile progress will need with patient cooperation to deal with the underlying causes of contingent protectionism, such as anti-dumping measures.

This requires an adequate degree of mutual understanding of each others’ regulatory systems, especially competition policy and fiscal policies, an appropriate harmonisation of aspects of fiscal policy, such as subsidies to investors and producers, combined with the demonstrated capacity to apply competition policies which would prevent anti-competitive behaviour in international as well as domestic markets.  

These matters can, once again, be pursued as part of the Busan Business Agenda, as set out in the Hanoi Action Plan.
2.4  International investment 

International investment is becoming an essential complement to trade in both goods and services.  Such investment is expanding more rapidly than trade in products.  There are several opportunities for voluntary cooperation to encourage flows of both direct investment and other financial flows.

Direct foreign investment 

APEC’s non-binding investment code, agreed in 1994, sets out the principles which APEC governments are expected to apply to their legislation concerning direct foreign investment.  

All APEC economies want to encourage international investment, so they are learning from each other, bringing their investment policies in line with the agreed APEC investment principles. As set out in Davidson (2003), the policies of APEC economies on direct foreign investment are converging towards consistency with these principles.

Looking ahead, APEC economies could be encouraged to set timetables for further legislation so that, within a few years, their investment policies are fully consistent with the current form of APEC’s non-binding investment code.  Subsequently, APEC’s agreed principles can be enhanced in order to encourage governments to move policies closer to national treatment of all investment.  APEC governments could then be encouraged to set timetables for applying national treatment to all investment, except in a short negative list of sectors.

Other capital flows

The experience of the late 1990s showed that free movement of all capital, especially short-term portfolio capital, needs an adequately developed financial system.  On the other hand, changes in technology will continue to erode the relevance and feasibility of capital controls.

APEC working groups are already designing ways to strengthen and deepen the capital markets in the region, including the development of bond markets in a growing range of currencies and currency swap arrangements.  

APEC governments could commit themselves to an ambitious capacity-building program to develop the skills and institutions which will be needed to enable all APEC economies to reap the benefits of essentially free international movement of capital to and from APEC economies and to manage the risks of doing so.  Each economy could be encouraged to set out a strategy for attaining this broad objective and milestones for doing so.

2.5  Movement of people

There is growing supply, and demand, for people to become involved in producing goods and, especially, services in other economies.

Lowering border barriers to on trade in goods and services and to international capital movements can reduce pressure for international migration of labour.  However, due to large differences in labour costs and demographic trends (especially aging populations) migration is likely to grow at least for some decades.

Free movement of labour is ultimately part of closer economic integration, but it is a politically sensitive issue.  The EU is finding it hard to sustain its commitment to free movement of labour.  Therefore, it is not advisable to consider any timetable for full mobility of labour in the Asia Pacific.  

But there are other ways to encourage widening of the range of labour mobility, for example for professional and skilled people or those in management roles.

APEC need not become too involved in considerations of which types of people are admitted by APEC economies in particular sectors for particular periods of time.  In the short-term it will be more productive to continue to look for ways of facilitating what is permitted.  

The APEC Business Travel Card, now accepted by most APEC economies, has set a useful precedent.  The scope of its use and effectiveness are being improved, year by year.  Such capacity-building work can be supplemented by constant consultation with the business sector to look for further ways to facilitate people movement, leading to potential new cooperative arrangements and timetables to implement them.

3  The Busan Business Agenda 
The options for cooperation discussed above, relating mainly to border barriers, have covered only a few of the dimensions of economic integration set out in Box 1.

As agreed in the Busan Roadmap, it is also essential to promote:

· transparency, best practice, and consistency of regulations, including: 

· competition policy, 

· regulations on government procurement,

· mutual recognition of standards and qualifications;

· appropriate protection of intellectual property rights 
· efficient communications, including e-commerce;

· best practice logistics.
The 2005 Busan Business Agenda covers these matters and the 2006 Hanoi Action Plan sets out a long list of actions to implement this agenda.

In most cases, proposals for voluntary cooperation include elements of capacity-building.  Pooling of resources, especially sharing information, experience, expertise and technology among Asia Pacific economies, rather than negotiations, is needed to overcome existing capacity constraints.
APEC has made worthwhile progress on non-border impediments to international commerce, as recorded in the Busan Roadmap.  This progress can be sustained and can be expected to be of great interest to the business sector.

3.1  Use APEC’s comparative advantage 
Unfortunately, it is proving hard to sustain APEC’s facilitation efforts. 

There is chronic, indeed almost constant, pressure for APEC to divert its attention back to the negotiating further liberalisation of sectors where progress is proving difficult in the WTO.  This is preventing a firm commitment to focus APEC’s efforts where its comparative advantage lies, or to set an appropriate division effort with the WTO which has considerable comparative advantage over APEC for conducting trade negotiations.

There is constant temptation to remain preoccupied with border barriers, partly because it is relatively easy to set targets for liberalisation.  Progress in terms of reducing tariffs or relaxing quotas is readily measurable.  It is also relatively easy to announce the negotiation of preferential trading arrangement.  These can usually be completed within a few years, especially if the governments involved are not too concerned with the coverage or quality of the agreement.

By contrast, it is not easy to set timetables for progress towards most of the things in the Busan Business Agenda.  When it comes to issues like extending mutual recognition or, where appropriate, harmonisation of standards or economic regulations, there will always be more to be done.  

Progress of trade and investment facilitation is hard to measure.  That problem led to the 2001 decision to aim at 5 per cent reduction in all transactions costs by 2006, by implementing the Trade Facilitation Action Plan (TFAP).  The review of the first phase of the plan demonstrated useful achievements, but concluded that it was not possible to know whether these have led to 5 per cent, or more, reduction in transactions costs.

Whatever progress was made has not attracted much recognition or enthusiasm from the private sector.  Therefore, APEC’s new commitment to a further 5 per cent fall in transactions costs by 2010 needs to be backed by programs which can lead to measurable gains which are seen to be tangible and worthwhile to business as well as to Asia Pacific governments.
It is not only hard to measure progress.  What can be achieved depends on what resources can be mobilised for an economy to capacity to improve, for example, trade logistics or competition policy.  In the 21st century, the needed massive investments needed for capacity-building cannot be expected to be made by APEC governments, or financed by grants to APEC governments.  

Progress towards lower transactions costs will depend, to a very large extent, on the collective  ability of APEC governments to attract interest in investing in capacity-building to promote regional economic integration.

3.2  Mobilising resources 

The benefits APEC’s many individual and collective activities and reforms to facilitate trade and investment are beginning to be appreciated and, to some extent, to be measured.
  There is also a widespread perception that much more could be done if more resources were available to invest in the capacity needed to realise more opportunities to reduce business transactions costs.  

The assessments of gains from lower transactions costs demonstrate that the capacity-building in many forms of trade and investment facilitation should not be strictly limited by resources available to be invested by governments or obtained through foreign aid programs.  Such investments, for example  carefully designed investments in improving the security and efficiency of customs and port handling, are commercially viable investments with a sound economic rate of return.

There has been extensive discussion of the potential to attract investment from the private sector and international financial institutions (IFIs) to accelerate the pace of trade and investment facilitation.  Implementing the Busan Business Agenda provides the opportunity to realise this potential.

By focusing attention on aspects of trade facilitation with high economic returns, it should be possible to attract substantial private investment (including through public-private partnerships) and from IFIs.  Tapping into international capital markets in these ways can add greatly to the limited investments which can be made by APEC governments.  But it will require a clear sense of priorities among all the many options for facilitation and capacity-building identified in the Busan Business Agenda.  

It is not realistic to expect to accelerate the pace of all the very many activities in the current TILF agenda.  A selective strategic approach is more likely to succeed.

Setting priorities 
Some work can be encouraged on all of the opportunities identified in the Hanoi Action Plan.  At the same time, there should be a concerted effort to attract resources to those aspects of trade and investment facilitation which have already proved to be effective, leading to measurable gains.
It should be possible to select some options for implementing the Busan Business Agenda which can attract substantial investment with high economic returns.  It will not be easy to select a few priorities from the many proposals in the Hanoi Action Plan.  Therefore, it would be desirable for APEC leaders to set some clear selection criteria to identify those options which they can endorse and draw to the attention of potential investors.
Under these selection criteria, priority would be given to those programs in the Hanoi Action Plan:
· whose objective is to accelerate of successful facilitation which is already being promoted by APEC’s work;

· where APEC can add value by means of collective actions including sharing information, experience, expertise and technology;

· where there are examples of successful private investment and/or lending by international financial institutions;
· where the constraints on reducing transactions costs are limits of capacity, rather than political sensitivities; 

· whose progress can be assessed in terms of expected improvements in well-defined performance criteria;

· where there is good evidence that such measurable progress will lead to a significant economic rate of return;

· which at least some APEC economies perceive to be of high priority.
At their 2007 meeting, APEC leaders could endorse selection criteria along the lines suggested above and call for urgent work to find at least some programs which meet them.
Some of these criteria are self-evident requirements for success.  Activities which deserve to be given high priority should certainly build on successful experience, including the ability to attract investment. 

It should be possible to measure progress objectively – the time has come to assess APEC’s TILF program in terms of outputs, rather than the wide range on inputs.  It is not always easy to measure progress.  Fortunately, the World Bank’s recent work on the ease of doing business, including international commerce, sets out objective indices of progress towards the objectives adopted by APEC for the Busan Business Agenda (World Bank, 2006). 

The APEC Committee on Trade and Investment has endorsed the use of these indices, which could be used to set milestones for progress in terms of reducing transactions costs and regional economic integration.

Managing diversity 
Above all, the APEC process should focus on programs which reflect clearly the priorities and realities of the diverse group of APEC economies.

To sustain the momentum behind the new direction set in the Busan Roadmap, APEC needs to be perceived as a process which responds to the wish of member economies to accelerate some aspects of trade and investment facilitation, rather than a process which attempts to impose obligations.
It is essential to accept and deal with the diversity of region.  Some economies can be expected to be more interested in some dimensions of the agenda than others.

The pathfinder concept can help find some opportunities in the Hanoi Action Plan where some economies are eager to make progress.  There are some components of progress towards regional economic integration of interest to many APEC economies.  

For example, many member economies are keen to have more secure communications and transport logistics.  Some of them should be willing to set out the progress they would hope to reach in (say) 5 to 10 years, then challenge the APEC community, including the private sector, to support and invest in the achievement of such objectives.

Each economy involved will be starting from a different base and have different capacity for change.  Therefore, the milestones expected to be reached by each of them should reflect current reality, together with cautious estimates of the resources which can be attracted from APEC governments and other sources.  

In line with the voluntary nature of the APEC process, milestones would not be treated as binding commitments, but as the starting point for the design of specific programs with specific objectives.  Once implementation begins, the feasible pace of change will become clearer and expected milestones will need to be adjusted accordingly.  
Setting examples

In 2007, it is not possible to set objectives and milestones across all the whole range of things in the Hanoi Action Plan to implement the Busan Business Agenda
A lot of work is needed to identify programs which can meet the selection criteria proposed above.  It is more realistic to make start on one, or perhaps a few, examples which can be followed by others.  The scope of the Busan Business Agenda can then be expanded to include additional programs from 2008 , at the same time as initial programs are refined in the light of experience.

Such an incremental and selective approach to the evolution of the Busan Business Agenda can ensure it is a serious plan of action, rather than just a long list of hopes and aspirations.  A high quality agenda should be able to demonstrate that APEC can deliver results by attracting the investment needed to make a tangible contribution to member economies.

The following paragraphs indicate that a substantial program to enhance the efficiency and security of trade logistics and supply chains would meet the selection criteria listed above.

3.3  Efficient and secure supply chains 

Improvements in information and transport technology are already contributing significantly to the ongoing market-driven economic integration of the Asia Pacific region.

As set out in the Joint Ministerial Statement of the 5th meeting of APEC Transport Ministers in March 2007:

“Transportation plays a key role in the APEC agenda for trade facilitation and economic integration in the Asia Pacific region.  The movement of people and goods underpins economic and social development in the region.  Transport sector activity itself accounts for a significant portion of regional economies.  It is therefore necessary to ensure that the transport systems are efficient, convenient and secure”

and

 “Substantial economic benefit can be gained through further work such as addressing the practical side of trade facilitation and reducing ‘behind-the-border’ barriers which add cost and time to the movement of goods and people and constrain efficient trade flows.”
There is considerable scope for further improvement.  The 2007 Joint Statement of Transport Ministers also notes that research by the World Bank has estimated that bringing below average APEC members half way to the APEC average in terms of the efficiency of their trade logistics would result in a 10 per cent increase in intra APEC trade, worth about 280 billion.  The Asian Development Bank has recently drawn attention to the potential to save up to 1 per cent of the value of traded products by reducing port clearance times by just one day.  
Therefore, further reduction of the costs of communications by means of facilitating business mobility, e-commerce and efficient trade logistics are core components of the emerging Busan Business Agenda.

Accordingly, APEC Transport Ministers have called for work to identify specific initiatives to enhance transport systems in order to promote regional economic integration.  They also urged member economies to:

“ …. continue to enhance cooperation with the World Bank and the Asian Development Bank, through appropriate APEC channels, to improve member economies’ transport infrastructure and the capabilities of their transport professionals.”

If these recommendations are strongly endorsed by APEC leaders in 2007, it should be possible to draw up a program of capacity-building to achieve ambitious, well-defined milestones in this important dimension of free and open trade and investment.

Sharing experience 

The diversity of APEC economies means that some APEC economies are well ahead of others in terms of efficient transport facilities.  Some APEC economies have the world’s most efficient infrastructure and systems to operate them.  Their experience can be adapted to the circumstances of others.  There have been several pilot projects to improve efficiency of some APEC infrastructure.  

All member economies are aware of the need to become effectively involved in regional and global, supply chains, so the investments needed to raise the efficiency of transport will be made at some time.  The APEC process could help to reap the gains form these investments sooner rather than later.  

Investments to enhance the capacity of infrastructure can be made at relatively lower cost, if several economies share their experience and technical expertise to adopt compatible approaches.  Moreover, the investments can be made more rapidly if APEC Ministers and leaders draw the attention of potential investors to opportunities to enhance trade logistics with a high economic rate of return.  
Within the broad transport sector, APEC is already committed to enhancing the efficiency and security of supply chains.
In recent years, supply chains have become an important means of finding competitive advantage by using  the opportunities created by advances in transport, information and communications technology.  The capacity for reliable and rapid response to opportunities to become engaged in regional and global supply chains is becoming a crucial source of comparative advantage, along with other factors such as land, labour and capital.

Drawing up an ambitious program to improve the efficiency and security of supply chains would meet the selection criteria proposed above.  In particular:
· the nature of capacity-building investments is well understood;

· APEC cooperation in this area would build on an ongoing successful, albeit modest, work program;

· there is a region-wide shared desire for progress;

· the effective constraint is capacity, rather than political sensitivities;

· potential mutual benefits can be confidently expected;

· progress can be measured in terms of objective performance indicators, usually expressed in terms of reducing business transactions costs;

· the private sector and IFIs are already investing in this area in partnership with Asia Pacific governments; 

· and the APEC process can add value.

The effectiveness of investment to promote more efficient procedures, such as more effective use of information and communications technology, can be enhanced by drawing on the experience of others.  Efficient logistics, depends on the use of agreed procedures and communications standards, so there is extensive scope for collective action, for example to enhance the speed and security of passenger and cargo handling in Asia Pacific ports and airports.
APEC’s work can help to encourage sharing good practice, capacity building and developing a commitment to interoperability, including by harmonising standards and regulations. 

Setting an example

There are examples where IFIs and private enterprises have been willing to make significant investments to help governments to improve the prospects of their economies to improve trade logistics.  They are making such investments because they have a sound rate of return; Moreover, the private sector involved in international transport has a strong initiative to enhance the efficiency and security of supply chains.

As recommended by APEC Transport Ministers, it should be possible to build on APEC’s existing work program in this area.  This work could define a multi-year program of capacity-building which would bring about improvements in transport security and efficiency.
A significant program in this area would be consistent with the Hanoi Action Plan.  It is likely to receive an enthusiastic response from the private sector, since it would indicate APEC intends to have a tangible positive effect on the environment for international commerce in the region.
Launching an initial program dealing with an important component of supply chains, with support from the private sector, would set a positive example.  There would be a strong incentive for those with expertise in other areas of facilitation (for example on standards and conformance) to define aspects of their work in a similar way.  That can lead, over time, to the evolution of a high quality Busan Business Agenda.  

If each component of the Busan Business Agenda sets out to achieve well-understood milestones in terms of reducing some costs or risks of international commerce, then the APEC process would be able to record a sequence of successes during the coming years.

4  An APEC-wide trade negotiation?

Since 1968, there has been extensive discussion of whether the negotiation of an APEC-wide preferential trading arrangement (these days called an FTAAP) is necessary, desirable or feasible.

The region-wide preferential option has been rejected or deferred, repeatedly, for a wide range of reasons.  On balance, these reasons remain valid in 2007.  A recent assessment by the Pacific Economic Cooperation Council (PECC, 2006) on behalf of APEC sets out arguments for and against attempting to negotiate such a PTA.  The overview of the assessment notes that an FTAAP is not feasible in the foreseeable future and that APEC should continue to pursue other, more realistic priorities.
It is beyond the scope of this paper to set out the full range of arguments against and in favour of region-wide PTA.  However, it is worth noting that any assessment of feasibility or desirability of a potential FTAAP depends greatly on its likely quality and coverage.

Any decision of an attempt to negotiate a region-wide agreement needs to consider the nature of the outcome which could be realistically expected.  The limited political will for significant liberalisation of sensitive products is being demonstrated, day by day, by the difficulty of progress on these matters in the WTO as well as the limited liberalisation of sensitive products in bilateral or sub-regional agreements.

As noted in Bergsten (2007), many of the agreements which have been negotiated in Asia are of low quality.  He also notes that agreements between developed APEC economies have also tended to dodge some of the hardest issues, especially for sensitive agricultural products like sugar and rice.

The willingness for politically painful reform in the context of an APEC-wide negotiate would need to be carefully assessed.  The problems which are blocking progress elsewhere will not simply disappear during negotiations for an FTAAP.  Actual experience, including the failure to conclude a Free Trade Area of the Americas (FTAA) and APEC’s own failure to agree on  EVSL should not be allowed to be ignored.

APEC governments could decide to avoid the hard issues which are limiting progress in other negotiations.  In that case, they could contemplate a lowest common denominator agreement which did little more than reflect current practice, leaving sensitive issues untouched.  

Such an agreement among a group representing more than half the global economy would probably be accepted, perhaps reluctantly, by the rest of the WTO economies.  However, an APEC-wide PTA which essentially reflected the lowest common denominator of existing deals would not be consistent with APEC’s own best practice guidelines for regional trading arrangements which have been endorsed.  More importantly, the agreement would not make a significant contribution to the Bogor goal of free and open trade and investment.
  

In view of these, and many other, considerations , it is expected that the FTAAP option will be seen, once again, as no more than a long-term prospect.  That could allow APEC to remain focused what it can do, rather than what it has not been designed to do.

Sustained commitment to implementing the agreed Busan Roadmap and Hanoi Action Plan would also be consistent with APEC’s comparative advantage and could, finally, allow an efficient division of effort between the WTO and APEC.

The ability to focus on the achievable will depend on the way the FTAAP option is deferred.  Like any other policy option, the potential negotiation of an APEC-wide preferential trading arrangement cannot be ruled out permanently.

At the same time, as long as a potential FTAAP is seen as a desirable objective, if only it were feasible, it will continue to divert scarce attention and resources from the many other things APEC can achieve.  Therefore, the 2007 review of regional economic integration can do more than simply defer a decision on an FTAAP.

The review represents an opportunity to clarify a few important issues concerning a possible future reconsideration of a FTAAP.

4.1 Potential costs and benefits 

The most important consideration is that any FTAAP could, at best, deal only with some of the many things needed for regional economic integration.

A successful negotiation could deliver some benefits, by liberalising a few more of remaining border barriers.  But, as already noted, success in negotiating a meaningful agreement cannot be taken for granted.  The Free Trade Area of the Americas has been shelved indefinitely.  The EU, a negotiating body of long standing, has not been able to approach anything like free trade in services.
Therefore, it is essential to consider the potential costs of attempting a negotiation which may fail to conclude, or fall well short of even the narrow objective getting rid to border barriers to trade and investment.  

It is also essential to review thoroughly, the reasons why some persist in recommending an FTAAP.

A frequent argument for FTAAP is frustration with the WTO.  It is certainly proving difficult to make progress on sensitive products in WTO rounds.  And, since these rounds are single undertakings, that greatly limits the ability to deal adequately with the very many other requirements for international economic integration in the 21st century.
There is no guarantee that an FTAAP would solve either of these problems.
As experienced in the WTO and the attempted Free Trade Area of the Americas, many years are needed to make even marginal progress on liberalising sensitive products.  Drawn-out negotiations on trade liberalisation divert attention from the many other opportunities for cooperation which are positive-sum games and do not need such negotiations.

An APEC-wide PTA is often advocated as a means of tidying up the problems which are being caused by the proliferation of bilateral and sub-regional PTAs.  It is claimed that a region-wide trade deal would do away with the currently growing discrimination by some Asia Pacific economies against others and could also get rid of the tangled snake-pit of rules of origin, which are often product-specific and discriminatory.

However, dealing with discriminatory rules of origin would raise the hard issues which were avoided when they were negotiated.  For example, the approval of the North American Free Trade Agreement (NAFTA) by the United States Congress relied on rules of origin specifically designed to avoid competition to sensitive products, especially from East Asia.  It is unrealistic to assume that an agreement which did away with such discrimination would be readily approved.  

Modelling results are also used frequently to advocate a potential APEC-wide trading arrangement.  It is acknowledged that the benefits would be less than from multilateral liberalisation, but would be more than that from agreements among pairs or small groups of Asia Pacific economies.

The modelling results are usually based on assumptions that the tariffs actually collected are based on nominal maximum rates and that all of these rates would be reduced to zero.  The first of these assumptions is not consistent with data on actual revenue collections, while the second is not realistic.  There is no evidence, as against assertion, that APEC can outperform the WTO and achieve full liberalisation of sensitive products.

Even more importantly, it is not sufficient to model any potential PTA in isolation.  There is ample evidence that each negotiation provokes reactions by others.  A discriminatory agreement among APEC economies accounting for more than half of world trade would certainly lead to global effects and reactions.

There would be severe repercussions on the future of the WTO-based international economic system.  There would be significant cost to those left out of the EU and a potential FTAAP.  This needs to be considered carefully at a time when the global economy has to absorb the significant structural adjustments which will be needed to accommodate a rapidly growing Indian economy as well as China.  History suggests that a global economic system is needed to accommodate new giants.  It is certainly not realistic to assert that India could accede to either the EU or to a potential FTAAP.  It is not easy to include any new members in preferential agreements which were originally designed to discriminate against them.
4.2  Limits of preferential trading arrangements

Product coverage

PTAs are proliferating partly because they make it possible to dodge some of  the hard decisions needed to make progress in the WTO.  Significant new competition to sensitive products can be avoided by exempting these products, or by choosing partners which do not threaten significant new competition.  Indirect competition is routinely avoided by discriminatory rules of origin.

It may more difficult to dodge these issues in region-wide negotiation.  However, the resistance to new competition would not disappear in a new negotiation.  There are no grounds for asserting that an APEC-wide negotiation would lead to a large shift in perceptions of political risks, allowing breakthroughs in sensitive products.  Such a breakthrough did not happen during the EVSL experiment where only a very few sensitive products were included. 
A political commitment to a region-wide PTA could be expected to lead to some marginal gains in terms of liberalising at least some sensitive products after some years of negotiations.  However, it cannot be expected that an FTAAP would lead to anything like the full liberalisation envisaged under the Bogor goals for 2010/2020.

Coverage of issues

All political constraints could be optimistically assumed to melt away.  A comprehensive FTAAP may be negotiable some time in the future.  However, even a comprehensive agreement to eliminate border barriers on all trade in goods would only get the Asia Pacific region to what the EU achieved 40 years ago.

Even if all border barriers to trade in services were also abolished, that would still fall would fall far short of what is needed.  Zero border barriers for trade in both goods and services are not sufficient to bring about regional economic integration in the 21st century.

As discussed in Sections 2 and 3, it is also essential to deal with other matters, including:

· contingent protectionism;

· international movement of finance and people;

· transparency, best practice, and consistency of regulations;
· efficient communications, including e-commerce.

Contingent protectionism 

The issues of contingent protection, by means such as anti-dumping or countervailing subsidies has not been addressed effectively in PTAs so far.  As explained in Section2, this problem cannot be dealt with by negotiating disciplines on ways to address symptoms.  Agreement to rule out some forms of hidden protection will lead to other forms unless attention is paid to the behind-the-border causes of such measures.

Dealing with the underlying causes of measures like anti-dumping need patient capacity-building efforts to promote transparency and adequate harmonisation of economic regulations, especially competition policies and policies regarding subsidies or other incentives granted to particular sectors.  

Factors of production 

Especially in the case of services, the effective constraints on international trade are not restrictions on products crossing borders, but the international movement of associated factors of production.

In theory, the negotiation of a APEC-wide PTA could include negotiations on direct foreign investment and on liberalising the movement of people involved in production.

On the other hand, as discussed above, progress on investment policies need not require negotiations.  Investment policies are already converging towards more liberal policies because APEC governments are seeking to promote, rather than restrict two-way flows of direct foreign investment.

Tying progress on investment policies to the uncertain negotiation of any region-wide PTA is more likely to delay, rather than accelerate reform of investment rules.  As witnessed in the WTO, the difficulty of agreeing on liberalisation of some sensitive products can delay prospects for cooperation in other areas.
The business agenda

A prospective FTAAP would be likely to include references or chapters to matters like mutual recognition of standards and qualifications, harmonisation of economic regulations and e-commerce.  As seen in recent bilateral PTAs the agreements on these issues are usually no more than agreements to consult in order to identify suitable cooperative arrangements.

Once again, substantive cooperation on these behind-the-border issues is not a matter of negotiations, but of consensus-building and capacity-building.  APEC already provides the means for the necessary consultations and sharing of relevant information, experience, expertise and technology.
There is nothing to be gained by delaying such APEC-wide cooperation on these issues until a potential FTAAP may become negotiable.  There is no need to miss opportunities for cooperation which are already seen as positive-sum games.  

As currently seen in the WTO, agreements on practical, mutually beneficial ways to build the capacity needed for trade facilitation are being delayed needlessly by problems in other areas which are not seen to be positive-sum games.  There is no need to recreate this problem within the APEC process.

4.3  Redefining the APEC process?

Yet another vital consideration, when contemplating a potential FTAAP, is that APEC is not a negotiating forum.  This is set out in the 1991 Seoul APEC Declaration and the 1995 Osaka Action Agenda for progress towards free and open trade and investment.  This basic principle was reconfirmed in the Busan Roadmap.

Negotiation of a potential APEC-wide PTA would require either a transformation of APEC to a negotiating forum, or would need to take place outside of, but parallel to, the APEC process.  

An attempt to redefine APEC to become to a formal organisation which can negotiate binding commitments would not necessarily succeed.  The massive effort which would be needed to set up such a new entity would involve a huge diversion of effort from practical opportunities for mutually beneficial cooperation.  If APEC became absorbed in prolonged discussions about its nature, that could result in the neglect of APEC in favour of other options for cooperation in East Asia and elsewhere.

In the foreseeable future, as accepted by Bergsten (2007), an FTAAP could only be negotiated outside APEC.  In theory, the negotiation could be in parallel and would not need to involve all APEC economies.  But as noted earlier, there is no assurance that such a negotiation would lead to an agreement on a comprehensive PTA.  In the meantime, economies which were engaged in trade negotiations focussed on a subset of border barriers to trade will be less willing, and less likely, to concentrate on the many mutual beneficial things which can be achieved through voluntary cooperation.

For all of these reasons, it would be preferable for APEC to proceed as already agreed in the 2005 Busan Roadmap and the 2006 Hanoi Action Plan which called for APEC to complement, not seek to duplicate, the WTO.  Sticking to a realistic and practical strategy is the only assured way for APEC to deliver practical progress towards all the important dimensions of economic integration.
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�  This description of an integrated regional market is set in ABAC (2004).


�  Customs unions have been around since at least the 19th century, when trade was dominated by commodities and finished manufactures.  They provide for  closer cooperation than a preferential trading arrangement.  Members of a customs union agree to uniform trade barriers, avoiding the need for trade-diverting rules of origin.  However, even a customs union deals with a fraction of the reforms needed for full economic integration in today’s economic environment.


�  This section draws on Elek (2005)


�  Such a list was first put forward by Robert R. Romulo, on behalf of APEC Business Advisory Council (ABAC) in 2005.


�  Setting targets to be reached by large groups of diverse economies, with different capacities and priorities will result either in targets which reflect the slowest or most reluctant, or set up the APEC process for another perceived failure.


� This paper, by the Trade Committee of the OECD, examines the economic impact of trade facilitation and, in particular, the link between trade facilitation and trade flows, government revenue and foreign direct investment. It reviews recent quantitative work that has been conducted on border-related trade transaction costs and presents the experiences of a large number of countries that have recently implemented customs modernisation programs.  The analysis also draws on information from business surveys, corporate case studies and various other sets of data.


The paper assesses the costs as well as benefits of trade facilitation, particularly improved border clearance procedures.  It notes that the trade and customs procedures practices by different countries affect the price of traded goods, the ability of governments to collect border-related trade taxes and the geographical location of supply chains. As a result, the prospective gains from reducing trade transaction costs arising directly and indirectly from such procedures are substantial.  Business surveys and modelling exercises in the paper indicate that improved border procedures have a considerable positive effect on trade flows.


�  APEC International Symposium on the Catalytic Role of the APEC Process: Behind the Border, Beyond the Bogor Goals, Chiba, Japan, March 2006, particularly papers presented by Kim Sangkyom and Peter Drysdale.  See also Dee (2005).


�  Immunising new products would need to involve more than agreeing to set zero tariffs.  It would also be essential to prevent future recourse to other less visible means of protection which discriminate between domestic and international sources of competition.  These issues are discussed in detail in Elek (2007), a paper submitted for consideration by the Market Access Group of the APEC Committee on Trade and Investment.


�  Indonesia has recently adopted new investment legislation in line with APEC’s non-binding investment principles.  See Jakarta Post, March 30, 2007, http://www.thejakartapost.com/yesterdaydetail.asp?fileid=20070330.C06


�  This section draws on Elek, Woo and Ahn (2006):  a review of the first phase of the TFAP for the APEC Committee on Trade and Investment.


� See OECD (2005) Working Paper 21 cited earlier.


�  To be consistent with the Bogor goals an APEC-wide PTA would need to include trade in all goods and services, with timetables for full liberalisation in line with the 2010/2020 deadlines.  None of the recently negotiated bilateral PTAs meet either of these criteria.
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  Box 1



   Regional economic integration in the 21st Century needs an 

   Asia Pacific environment for with characteristics including:



		    no, or negligible, border barriers to trade in goods and services, 

     backed by strict limits on:

		contingent protectionism, such as anti-dumping;

and on trade-distorting subsidies;

		national treatment of all direct foreign investment,

		   free movement of business people and capital;

		   transparency, best practice, and consistency of regulations, including:

		competition policy, 

		regulations on government procurement.

		mutual recognition of standards and qualifications;

		   appropriate protection of intellectual property rights; 

		   efficient communications, including e-commerce;

		   best practice logistics.












