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2
New Developments and Current
Trade Patterns

As a first step toward assessing the new Asia-Pacific SRTAs, this chapter
briefly considers the new and potential developments in relation to
regional trade flows. This simple approach can provide useful insights
into the relative significance of the various potential initiatives. The chap-
ter focuses not only on new SRTAs that have actually been proposed, but
also on possible configurations of a future East Asian trade bloc. To justify
the attention given to the latter possibility in both this and the following
chapter, the chapter also briefly discusses the feasibility of such a develop-
ment.

A more complete analysis would allow for the fact that at least some
of the new SRTAs are likely to be motivated more by a desire to encourage
flows of foreign direct investment rather than trade.1 However, systematic
data on bilateral flows of the kind discussed in this chapter are not avail-
able for investment, nor can the analysis of economic effects in chapter
3 be readily adapted to identify changes in foreign direct investment and
their implications. For similar reasons, services trade flows are likewise
omitted from the discussion, although they are likely to be an important
consideration in at least some cases.2 The neglect of investment and ser-

1. Ethier (1998) in fact suggests that the effect of RTAs in stimulating investment tends
nowadays to be more important than their role in stimulating trade between the partners.

2. The lack of detailed information on bilateral services trade flows is a major gap in
international trade data. In the case of the computable general equilibrium modeling reported
in chapter 3, an aggregate services sector is included in the model, but the lack of adequate
protection data for services means that it is not possible to model liberalization of ser-
vices trade.
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vices trade implications reflects an acceptance of the limitations imposed
by data availability and the existing state of modeling methodology rather
than any implied judgment as to their relative importance.

The number and variety of new proposals for SRTAs in the Asia-Pacific
region may initially seem a little bewildering. For the purposes of this
discussion, at least a provisional classification of the new initiatives is
desirable. In most cases, relatively little is known about the motivations
or strategies underlying the proposals, and there is relatively little infor-
mation available on the details of the arrangement contemplated. Never-
theless, a useful provisional classification might be:

1. Transpacific cross-regional free trade arrangements
a. NAFTA-related:

Singapore-United States
Japan-Mexico
South Korea-Mexico
Singapore-Mexico
Japan-Canada
Singapore-Canada
Pacific 5 (Australia, Chile, New Zealand, Singapore, and the United States)

b. Chile-focused:
South Korea-Chile
Singapore-Chile
Japan-Chile
New Zealand-Chile

2. Western Pacific integration
a. Northeast Asian integration:

Japan-South Korea
Japan-South Korea-China

b. Amalgamation of existing SRTAs:
AFTA-CER

c. Western Pacific bilateral SRTAs:
Singapore-Japan
Singapore-New Zealand
Singapore-Australia
South Korea-Australia
South Korea-New Zealand
Hong Kong-New Zealand

In addition to this activity, the five western hemisphere APEC members
are of course also participants in the negotiations, due to be completed
by 2005, to establish a Free Trade Area of the Americas, as well as in a
number of other subhemispheric initiatives.

Much of the impetus for the formation of new SRTAs in the APEC
region seems to come from just six APEC members, each involved in
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three or more of the possible agreements: Japan (involved in six initiatives
or potential initiatives), South Korea (seven), Singapore (nine), Chile (five),
New Zealand (six), and Mexico (three). As noted above, the active consid-
eration of a number of potential SRTA linkages by both Japan and Korea
represents a historic shift from their earlier position of avoiding such
linkages and placing full reliance on processes based on nondiscrimina-
tory liberalization.

It is equally significant that the United States—before the very recent
announcement that it was opening discussions with Singapore—was
almost completely disengaged from the new trend. Among the earlier
initiatives, the Pacific 5 is the only one involving the United States, and
the failure of that initiative to proceed to the formal proposal stage was
in significant measure due to the inability or unwillingness of the United
States to be responsive.

Transpacific Cross-Regional Free Trade
Arrangement Proposals

The nearly complete absence of the United States as a major player in the
new initiatives puts into perspective the preponderance of transpacific
initiatives in the new crop of SRTAs and potential SRTAs. The large
number of transpacific proposals must in some sense reflect recognition
of the continuing importance of transpacific trade ties. However, the trade
data in table 2.1 show clearly that by far and away the most important
transpacific trade ties are those involving the United States. This means
that as long as the United States remains largely unengaged, the largest
bilateral transpacific trade flows are almost entirely outside the scope of
the proposed new transpacific arrangements.

As would be expected given the size of the US economy, this is most
obviously true of the value of bilateral trade flows and the US share in
the trade of East Asian economies. The bilateral trade flows of the East
Asian economies with the United States clearly dwarf their trade flows
with the other western hemisphere economies, and the United States has
a much larger share than any other western hemisphere economy in the
trade of every East Asian economy. In the case of Singapore, the first
prospective US SRTA partner in East Asia, the United States accounts for
16 percent of imports and 18 percent of exports. By contrast, the shares
of Canada, Chile, and Mexico in the trade of East Asian economies are
invariably very low, especially in Southeast Asia.

This dominance by the United States of the western hemisphere side
of transpacific trade flows is not, however, purely an artifact of the greater
size of the US economy and its global international trade. East Asian
economies consistently account for a much larger share in the trade of
the United States than of either Canada or Mexico, a fact clearly related
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to the overwhelming share of the United States in the trade of the latter two
countries. Again taking Singapore as an example, that country accounts for
about 2.5 percent of US trade but less than 0.5 percent of the trade of
either Canada or Mexico. Only for Chile—and then only for its exports
to Northeast Asia and its imports from South Korea—does the trade
share of some East Asian economies exceed their corresponding share in
US trade.

The greater relative engagement of the United States in trade with East
Asia is also clear from the concentration ratios in table 2.1,3 which show
the share of trading partners in the imports and exports of a given country
relative to their share of world imports and exports. Thus a ratio greater
than 1 shows more intensive import or export trade with the country in
question than would be expected from the trading partner’s share of
world imports or exports, whereas a ratio of less than 1 indicates a less
intensive trading relationship. Of the western hemisphere economies, the
United States consistently has a concentration ratio greater than 1 in its
trade with the Northeast Asian and major Southeast Asian economies,
with the exception of its exports to China and Hong Kong and its two-
way trade with Vietnam.

By contrast, concentration ratios for Canadian and Mexican trade with
East Asian economies are generally well below 1, and are especially low
for the most part in trade with Southeast Asia. Once again, Chile is the
only western hemisphere country other than the United States to exhibit
concentration ratios greater than 1 in its trade with Northeast Asia, and
in fact its trade concentration exceeds that of the United States for exports
to Taiwan, Japan, and South Korea, and for imports from Hong Kong and
South Korea. In trade with Southeast Asia, however, Chile’s concentration
ratios are generally low. On the East Asian side also, concentration ratios
(tables 2.2 and 2.3) exceed 1 only in trade with Chile and the United States
in the case of Northeast Asia, and (with only one exception) only in trade
with the United States in the case of Southeast Asia.

Singapore is the largest US trade partner in Southeast Asia, though
only Hong Kong among the Northeast Asian economies has a smaller
share of US imports.4 Conversely, as an export market for the United

3. The simple concentration ratio is defined here for exports as Xij/Xiw, where Xij is the
share of country i in the exports of country j, and Xiw is the share of country i in world
exports (after deducting country i’s own exports from the latter). Similarly, for imports it
is Mij/Miw, where Mij is the share of country i in the imports of country j, and Miw is the
share of country i in world imports (excluding country i’s own imports from world imports).
Extensive use of concentration ratio measures is found, e.g., in Frankel (1997). Concentration
ratios may be positively correlated with a high level of complementarity in the production
patterns of the trade partners, or with a range of factors encouraging trading partners to
trade intensively with each other, e.g., geographical ties, historical ties, and cultural affinity.

4. Given the entrepôt functions of Hong Kong and Singapore, there is a well-known issue
as to the proportion of their recorded trade that ultimately represents the imports and
exports of neighboring countries. No attempt is made to adjust for this here, and the figures
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States, Singapore is comparable in size to Taiwan and ranks ahead of
both China and Hong Kong. The United States trades more intensively
with the Philippines than with Singapore, and both Malaysia and the
Philippines have higher concentration ratios in their trade with the United
States than Singapore. The US share in Singapore’s exports and imports
turns out to be exactly in proportion to the US share in world exports
and imports.

Of the remaining partners in the so far stalled Pacific 5 proposal, Austra-
lia and New Zealand are much less significant than Singapore as trading
partners of the United States. Their combined share of US exports amounts
to only 80 percent of that of Singapore, while their combined share of US
imports is lower still (about a third that of Singapore). In fact, Singapore’s
share of US imports is double the combined share of the other three Pacific
5 partners, while its share of US exports is closely comparable to the
combined total of the other three.

In combination, however, Australia, Chile, New Zealand, and Singapore
account for a relatively small share of US trade—just above 3 percent of
imports and 5 percent of exports. The United States is also a less important
export market for Australia, New Zealand, and Chile than for Singapore,
accounting respectively for 8, 11, and 16 percent of their exports; it is
much more important as a source of imports, accounting for 23 percent
each of the imports of Australia and Chile, and 18 percent of the imports
of New Zealand.

The bilateral trade between Chile and each of the three proposed West-
ern Pacific partners is of very minor significance to each of the countries
concerned, although the concentration ratio does reach 1 on New Zea-
land’s exports to Chile (and on Chile’s imports from New Zealand). Trade
data confirm the presumption that Chile’s interest in a link with the
United States is likely to be much greater than its interest in its potential
transpacific Pacific 5 partners. It might be anticipated that Chile will lose
interest in the other prospective Pacific 5 partners if its revived negotia-
tions with the United States go well.

On the Western Pacific side, Singapore’s bilateral trade flows with
Australia and New Zealand are quite small, although concentration ratios
of 1 or above (except on New Zealand’s exports to Singapore and the
corresponding Singapore imports) show that the level of trade is higher
than would be expected on the basis of the three countries’ shares of
world exports and imports. Australia and New Zealand are important

shown for Hong Kong and Singapore trade are those shown in official data (IMF, Direction
of Trade Statistics). The possibility is recognized that this may lead to some overstatement,
e.g., of the extent of trade that would be affected by Singapore’s free trade arrangements
with other countries. The nonrecording of Singapore’s exports to Indonesia is handled by
taking Indonesia’s recorded trade flows with Singapore as the ‘‘mirror’’ of Singapore’s trade
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trading partners, although the bilateral flow is very small on a global
scale (and is in any case already covered by the ANZCERTA).

The continuing interest on the Western Pacific side in the Pacific 5
concept is perhaps reflected in the recent informal discussions on the
possible reduced Pacific 3 or Pacific 4 groupings, and by the negotiation
or discussion of separate bilateral agreements between Singapore and
New Zealand, Singapore and Australia, Singapore and Chile, and Chile
and New Zealand. All of these can be interpreted at least in part as efforts
to follow through on these fairly minor components of the stalled Pacific
5 proposal, perhaps motivated by the hope of reviving the larger proposal
at some future date.

Of the other eight proposed bilateral transpacific arrangements, the
proposed FTAs linking Chile with Japan and South Korea are the only
ones in which concentration ratios greater than 1 are found applying to
any of the bilateral trade flows involved (see tables 2.1, 2.2, and 2.3). In
all other cases except one, the concentration ratios applying to the relevant
trade flows are 0.6 or lower, often much lower. In the four proposals
involving Singapore and New Zealand, all the bilateral trade flows cov-
ered by the proposed arrangements represent well below 1 percent of
each partner’s exports and imports.

The proposed FTAs between Mexico and Japan and Mexico and South
Korea would cover about 4 and 1.5 percent respectively of Mexico’s
imports (i.e., a significant share of the imports not sourced from the United
States), but much lower shares of both Mexico’s exports and of the imports
and exports of the other partner in each case. A Japan-Canada FTA would
cover respectively 4.5 and 3 percent of Canadian exports and imports,
with the corresponding shares for Japan being 3 percent for imports and
1.5 percent for exports.5 The trade flows covered by the arrangement,
however, would be considerably smaller than the total trade flows covered
even by the proposed Pacific 5 arrangement. Proposals involving Canada
and Mexico are of course likely to be motivated to a significant extent by
factors that are not evident in the data on bilateral trade flows: on the
East Asian side by the prospect of indirect access to the US market,
and on the Mexican and Canadian sides by the desire to exploit their
preferential access to the US market to attract foreign direct investment.

SRTA Proposals in the Western Pacific

The other three groups of potential SRTAs listed at the beginning of this
chapter are all confined to the Western Pacific. Each group is of interest,

flows in the opposite direction.

5. Although the most significant transpacific trade flows are clearly those involving the
United States, those involving Japan are also of major, though not comparable, significance.
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both in its own right and for the role it could play in the formation of an
East Asian or Western Pacific trade bloc. Each has potential political and
security—as well as economic—implications. The potential arrangements
in Northeast Asia in particular would have major implications for political
and security relations among the Northeast Asian powers, between each
Northeast Asian power and the United States, and in East Asia as a whole.
Factors such as the potential reunification on the Korean peninsula and
the problematic relationship between China and Taiwan6 would add to the
complexities surrounding the possible arrangements in both the economic
and the political and security spheres. It is very unlikely that such trade
arrangements could be negotiated in isolation from political and security
considerations.

An FTA between Japan and South Korea would bring together the
world’s 2nd and 15th largest economies,7 both of which are relatively
industrially advanced and have similar import and export profiles, as
noted in IDE (2000), although the gap in per capita income remains very
large, as tables 2.5a&b show. An FTA would be a major step in the
traditionally difficult political relationship between the two countries, and
would signal an intention to reverse previous tendencies in their trade
policies, which have more often seemed directed toward discouraging
rather than encouraging trade between them, even with their geographic
proximity.8 Despite this propensity to discourage bilateral trade, the con-
centration ratios applying to the bilateral trade flows are well above 1 in
all cases, as indicated in table 2.2c.

The similarity in Japan’s and South Korea’s export and import profiles
suggests that much of the new trade generated by an FTA would be of
the intraindustry variety, as is often the case in FTAs among industrial
countries, and that consequently dynamic effects would be an important
component of the overall economic benefits of the arrangement—a point
much emphasized in IDE (2000). Less promisingly, the FTA would bring
together two countries known for their fierce resistance to agricultural

6. Whereas an understanding was reached within APEC to provide for the simultaneous
participation of China and Taiwan (as well as Hong Kong), this understanding may not
necessarily carry over to the formation of an East Asian economic bloc. The possible exclusion
of Taiwan from such a bloc carries serious political and economic implications. The nexus
between political and economic considerations would become even more sensitive if signifi-
cant proposals developed for preferential trade arrangements involving Taiwan but not
China.

7. These rankings are according to official statistics reported in the World Bank’s World
Development Report 1999/2000. In purchasing power parity, the Japanese economy already
ranks behind China in size, as noted above, while South Korea ranks slightly higher, at
13th; see table 2.4.

8. IDE (2000) catalogs a number of elements in each country’s trade policy that have tended
to discourage bilateral trade, of which the best-known is perhaps Korea’s Import Sources
Diversification Program, which was finally eliminated in June 1999.
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Table 2.4a Shares in trade of CER economies (percent)

Australia New Zealand

Region, group, Imports, Exports, Imports, Exports,
or economy 1996-98 1996-98 1996-98 1996-98

World 100.00 100.00 100.00 100.00

Japan 13.48 19.70 12.48 14.42
South Korea 3.60 8.11 1.90 4.17
China 5.64 4.64 4.42 2.73
Hong Kong 1.19 4.08 0.69 2.89
Taiwan 3.15 4.64 0.00 0.00

Northeast Asia 27.06 41.16 19.49 24.21

Brunei Darussalam 0.00 0.07 0.10 0.04
Cambodia 0.00 0.02 0.00 0.01
Indonesia 2.84 3.56 0.98 1.35
Laos 0.00 0.01 0.00 0.00
Malaysia 2.50 2.56 2.02 2.18
Myanmar 0.01 0.02 0.00 0.02
Philippines 0.40 1.37 0.24 1.34
Singapore 3.06 4.12 1.70 1.55
Thailand 1.55 1.85 0.95 1.23
Vietnam 0.66 0.32 0.16 0.31

Southeast Asia (ASEAN) 11.03 13.90 6.14 8.04

East Asia 38.10 55.07 25.63 32.24

Australia 23.72 20.30
New Zealand 4.36 6.91

CER 4.36 6.91 23.72 20.30

Western Pacific 42.46 61.98 49.35 52.54

United States 22.64 7.70 17.70 10.81
Canada 1.65 1.51 1.88 1.42
Mexico 0.26 0.21 0.31 0.92

NAFTA 24.56 9.43 19.89 13.15

Chile 0.10 0.23 0.14 0.32

APEC 68.28 73.19 69.60 67.98

Andean Community 0.06 0.14 0.29 1.04

Mercosur 0.52 0.77 0.41 0.78

APEC � Asia Pacific Economic Cooperation.

ASEAN � Association of Southeast Asian Nations.

CER � Australia-New Zealand Closer Economic Relations Trade Agreement.

NAFTA � North American Free Trade Agreement.

Note: All figures are annual averages for years shown.

Source: IMF, Direction of Trade Statistics.
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Table 2.4b Value of trade flows of CER economies (millions of
US dollars)

Australia New Zealand

Region, group, Imports, Exports, Imports, Exports,
or economy 1996-98 1996-98 1996-98 1996-98

World 61,370 59,845 14,020 13,274

Japan 8,275 11,789 1,750 1,914
South Korea 2,207 4,852 266 553
China 3,461 2,776 619 362
Hong Kong 731 2,440 97 384
Taiwan 1,935 2,778 0 0

Northeast Asia 16,609 24,634 2,733 3,213

Brunei Darussalam 1 42 13 5
Cambodia 1 11 0 1
Indonesia 1,745 2,133 137 179
Laos 0 4 0 0
Malaysia 1,534 1,531 283 290
Myanmar 7 13 0 3
Philippines 248 821 34 178
Singapore 1,878 2,466 238 205
Thailand 952 1,107 133 163
Vietnam 405 192 22 42

Southeast Asia (ASEAN) 6,771 8,321 860 1,067

East Asia 23,381 32,955 3,593 4,280

Australia 3,325 2,694
New Zealand 2,677 4,134

CER 2,677 4,134 3,325 2,694

Western Pacific 26,058 37,089 6,918 6,974

United States 13,897 4,609 2,482 1,435
Canada 1,013 904 263 188
Mexico 162 128 43 122

NAFTA 15,072 5,642 2,788 1,745

Chile 61 136 20 43

APEC 41,904 43,798 9,758 9,024

Andean Community 34 87 40 138

Mercosur 320 460 58 103

APEC � Asia Pacific Economic Cooperation.

ASEAN � Association of Southeast Asian Nations.

CER � Australia-New Zealand Closer Economic Relations Trade Agreement.

NAFTA � North American Free Trade Agreement.

Source: IMF, Direction of Trade Statistics.
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Table 2.4c Simple concentration ratios for CER economies’ trade
in the Asia-Pacific region

Australia New Zealand

Region, group, Imports, Exports, Imports, Exports,
or economy 1996-98 1996-98 1996-98 1996-98

Japan 1.6 3.4 1.5 2.5
South Korea 1.6 3.9 0.8 2.0
China 1.1 1.5 0.9 0.9
Hong Kong 1.1 1.3 0.6 0.9
Taiwan 1.3 2.5 0.0 0.0

Northeast Asia 1.2 2.2 0.9 1.3

Brunei Darussalam 0.0 1.2 2.1 0.7
Cambodia 0.1 0.7 0.0 0.3
Indonesia 2.9 5.6 1.0 2.1
Laos 0.0 0.6 0.0 0.0
Malaysia 1.5 1.9 1.2 1.7
Myanmar 0.6 0.5 0.1 0.5
Philippines 0.8 2.0 0.5 2.0
Singapore 1.8 2.0 1.0 0.7
Thailand 1.4 1.8 0.9 1.2
Vietnam 4.3 1.5 1.0 1.5

Southeast Asia (ASEAN) 1.7 2.2 0.9 1.2

East Asia 1.2 1.9 0.8 1.1

Australia 21.0 18.6
New Zealand 16.1 30.2

United States 1.4 0.4 1.1 0.6
Canada 0.4 0.4 0.5 0.4
Mexico 0.1 0.1 0.2 0.5

NAFTA 1.0 0.6 0.8 0.8

Chile 0.3 0.7 0.5 1.0

Andean Community 0.1 0.2 0.3 1.4

Mercosur 0.3 0.4 0.3 0.5

ASEAN � Association of Southeast Asian Nations.

NAFTA � North American Free Trade Agreement.

Source: IMF, Direction of Trade Statistics.
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trade liberalization within the WTO, fueling suspicions that they may see
a bilateral FTA as a way to pursue the benefits of trade liberalization in
a framework that would allow the exclusion of all sensitive agricultural
and other natural-resource-based products.

The inclusion of China in a Northeast Asian FTA would likewise be of
enormous economic and political significance. It would add the world’s
7th largest economy9 to the arrangement, and would significantly change
the political and security equations associated with regional trade liberal-
ization in Northeast Asia. The sense of rivalry and grievance that would
have to be overcome for China and Japan to agree to participate together
in the arrangement is perhaps even more deep-seated and complex than
in the case of Japan and South Korea. The inclusion of China would add
greatly to the size of the potential combined market to be created by the
FTA, which would then account for almost 20 percent of world GDP, as
table 2.4 shows.10 It would also dramatically widen the diversity in export
profiles among the members of the FTA, creating an expectation of greatly
increased potential for the expansion of interindustry trade.

As table 2.2a shows, the share of current Japanese and South Korean
trade covered by the arrangement would be much greater than in a
bilateral FTA between those two countries alone, and for China the share
of its current total trade covered under the FTA would be even larger.
Concentration ratios applying to the bilateral trade flows between the
prospective partners are generally though not universally well above 1,
confirming the impression that these three economies are for the most
part already trading intensively with each other. At the same time, table
2.2a also shows that the share of Japan’s trade accounted for by the United
States remains significantly higher than the share of its trade with the
prospective members of a Northeast Asian FTA. In the case of China and
Korea, trade with the United States does not overshadow trade with the
prospective Northeast Asian partners in the same way, but its relative
significance remains considerable. This suggests that, for all three econo-
mies, the potential effects on their economic relations with the United
States is likely to be an important consideration in their evaluation of
their possible participation in a Northeast Asian FTA.

The amalgamation of AFTA and CER would bring together the two
established SRTAs in the Western Pacific. Both are recognized as being
relatively ‘‘high-standard’’ SRTAs (see, e.g., WTO 1995). On the face of
it, an agreement designed to a similarly high standard linking these two
arrangements would thus appear to be an attractive candidate as a build-

9. This ranking, again, is as measured by official statistics. When measured on a purchasing
power parity basis, China is the world’s 2nd largest economy; see table 2.5a.

10. It is assumed throughout this book that an FTA involving China would include the
Hong Kong Special Administrative Region of China.
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ing block for regional and global free trade. Such an agreement would
cover 9 of APEC’s 21 members. On a global scale, however, and in contrast
to the potential members of a Northeast Asian agreement, these 9 econo-
mies are relatively small, in total accounting for only 3.5 percent of world
GDP (tables 2.5a&b). Despite a significant degree of complementarity in
the trade profiles of the two groups, they are not especially important to
each other as trading partners (see tables 2.3 and 2.4). Only in a few cases
does the combined share of the two CER economies in the exports or
imports of an individual AFTA member economy exceed 3 percent.

Individual AFTA economies also generally account for 3 percent or less
of both exports and imports of both CER economies, although the AFTA
economies together account for 11 percent of Australian imports and 14
percent of exports, with the corresponding figures for New Zealand being
6 and 8 percent. Concentration ratios in the bilateral trade between the
two CER economies and the larger core AFTA economies are for the most
part above 1—in some cases well above—suggesting that the relatively
low level of interregional trade is related more to the small size of the
economies concerned rather than any lack of propensity to trade. Concen-
tration ratios observed in trade among the core11 AFTA members and
between Australia and New Zealand are, however, generally higher than
those observed in bilateral flows between members of the two groups.
This, together with complementarity in trade profiles and geographical
proximity, suggests the potential for a significant increase in interindus-
try trade.

The third group of potential Western Pacific SRTAs links economies
from the three main subregions: Hong Kong, Japan, and South Korea
from Northeast Asia; Singapore from Southeast Asia; and Australia and
New Zealand from Australasia. These possible SRTAs involve efforts by
economies in one of these subregions to establish bilateral linkages in the
other two—efforts likely to reflect perspectives on how broader SRTA
initiatives may develop in the Western Pacific. Their motivation could be
proactive, aimed at securing a leadership role in any broader develop-
ments, or it could also be defensive, driven by concern over the perceived
risk of possible exclusion from larger groupings in the future. It could
also of course be purely opportunistic, but the fact that several economies
are involved in more than one proposal suggests that some element of
strategy is likely to be involved.

Tables 2.2 and 2.3 show that the proposed Japan-Singapore SRTA covers
a bilateral trade flow that is of some importance to both potential partners.
Japan accounts for 17 percent of Singapore’s imports and 7 percent of its
exports, and Singapore is a modest but not insignificant market for Japan’s

11. The term ‘‘core’’ is used here to denote the ASEAN economies accounting for the
majority of ASEAN’s combined economic output, i.e., Indonesia, Malaysia, the Philippines,
Singapore, and Thailand.
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exports.12 Concentration ratios confirm that this is a relatively intense
relationship. South Korea and Australia are also moderately important
trading partners, with Korea accounting for 8 percent of Australia’s
exports and 3.5 percent of its imports, while Australia accounts for 4
percent of Korea’s imports and almost 2 percent of its imports. In the
Korea-New Zealand proposal, Korea is a moderately significant export
market for New Zealand, and concentration ratios exceeding 1 are
observed in both economies in relation to this trade (table 2.4). But Korea’s
exports to New Zealand have not developed to the same extent, either
in concentration ratios or trade shares of the two economies (table 2.2).

The Singapore-Australia and Singapore-New Zealand bilateral trade
flows are much less important to Singapore than its trade with Japan
(tables 2.3 and 2.4), and less important to both Australia and New Zealand
than their trade flows with South Korea. Trade flows between Singapore
and New Zealand are particularly small, accounting respectively for 0.17
and 0.30 percent of Singapore’s imports and exports, with the correspond-
ing figures for New Zealand being 1.70 and 1.55 percent. Despite this,
however, the Singapore-New Zealand proposal has been the first to reach
the stage of formal agreement. The Singapore-New Zealand agreement
contains provisions on investment and services trade, as well as an
advanced treatment of facilitation measures, and is an example of an
SRTA that is not perhaps primarily motivated by the aim of stimulating
trade in goods between the parties.

Trade Flows in a Possible East Asian Trade Bloc

Because this book focuses some attention on the possible formation of an
East Asian trade bloc, it is also of interest to briefly indicate the scale of
trade flows that would be covered by such a bloc. For the purposes of
this discussion, it is convenient to divide the Western Pacific into three
distinct subregions: Northeast Asia (consisting of China, Taiwan, Hong
Kong, Japan, and South Korea), Southeast Asia (consisting essentially of
ASEAN members), and Australasia (the two CER economies). An East
Asian trade bloc could consist of Northeast and Southeast Asia only, and
would correspond to the East Asian Economic Grouping proposed some
years ago by Malaysia’s Mahathir Mohammad. Alternatively, it could be
made up of Northeast and Southeast Asia together with Australasia. (In
the tables for this chapter, and in the rest of the book, a grouping including
only Northeast and Southeast Asia is described as ‘‘East Asia,’’ whereas

12. As usual, discussion of Singapore’s trade must be qualified by noting the uncertainty
about the proportion represented by Singapore’s own exports and imports, as against the
exports and imports of other Southeast Asian countries channeled through Singapore as
an entrepôt.
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a grouping that also includes Australasia is described as the ‘‘Western
Pacific.’’)

Table 2.5 shows that (in 1998 figures) an East Asian bloc would account
for just over 22 percent of world GDP, rising to almost 24 percent of GDP
for a bloc formed on the basis of the Western Pacific grouping. The
Japanese economy would by itself account for more than half of this
figure, at 14 percent of world GDP. By way of comparison, a western
hemisphere bloc corresponding to the FTAA would account for just above
36 percent of world GDP, with the United States alone accounting for
more than 27 percent. The 15 current members of the European Union
account for almost 29 percent of GDP, rising to nearly 32 percent if the
13 additional potential members earmarked for accession are included.
The three blocs between them could thus account for more than 90 percent
of world GDP, despite the fact that more than half the nations of the
world (embracing a substantial proportion of the earth’s land surface)
would not be included in any of the three.

An East Asian trade bloc would also cover a very substantial share of
the trade of all its members. A trade bloc based on the East Asian grouping
would cover trade shares of its Northeast Asia members, ranging from
36 percent of Japan’s imports to almost 75 percent of Hong Kong’s imports,
while an expanded Western Pacific bloc would cover more than 40 percent
of the imports and exports of all its Northeast Asian members (table 2.2).
The shares of the trade of the major ASEAN economies covered in the
East Asian grouping range from 41 percent of Philippine exports to 68
percent of Vietnam’s imports (table 2.3). A Western Pacific grouping
would cover more than 50 percent of the exports and imports of all
major ASEAN economies (with the exception of Philippine exports). For
Australia and New Zealand also, the share of imports and exports covered
by a Western Pacific grouping is in a similar range: 42 percent of imports
and 62 percent of exports for Australia, with the corresponding figures
for New Zealand being 50 and 53 percent (table 2.4).

There are some intriguing parallels between the potential East Asian
and western hemisphere blocs. In both cases, the core of the bloc consists
of three geographically adjacent major economic powers, led (in economic
development) by a global industrial power (Japan in East Asia, the United
States in the western hemisphere), and including another major industrial
nation (Canada and South Korea) and a leading developing economy
(China and Mexico). Also in both cases, there are similar alternative poten-
tial routes to the creation of a regional trade bloc. One scenario for the
FTAA sees it as essentially an extension of NAFTA, and an East Asian
bloc could likewise be formed by a process of expansion based on the
Northeast Asian grouping. In each case, this formula is challenged by
groups of smaller nations seeking to play the leading role in establishing
any regional economic bloc.
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In the western hemisphere, Brazil and its associates in Mercosur would
like to see the FTAA established by a negotiation process in which the
interests of NAFTA and South American economies are equally repre-
sented. In East Asia, ASEAN aspires to a leadership role. In an East Asian
trade bloc, this could be achieved through the extension of the ASEAN-
plus-three cooperation activities to embrace trade issues, or through the
amalgamation of AFTA and CER before negotiations with the Northeast
Asian economies.

The parallels should not be pushed too far, however, because there are
clear asymmetries between the two situations. The United States domi-
nates the western hemisphere in a way that Japan is unlikely to be able
to do in East Asia, for both economic and political reasons. Japan accounts
for a significantly smaller share of East Asian GDP, and is in a state of
at least temporary economic decline, in contrast to the dynamic expansion
of the US economy throughout most of the past decade. Japan also faces
aggressive competition from South Korea in regional and global markets,
and in the longer term a likely challenge from China for regional economic
leadership. Neither Canada nor Mexico offers the same current or poten-
tial challenge to the United States. The uneasy, tense, potentially unstable
political equilibrium in Northeast Asia also has no parallel among the
NAFTA countries. Furthermore, Japan is unable to match the ability of
the United States to exert economic hegemony at the global and regional
levels, both directly through its own economic initiatives and indirectly
through its influence in global economic institutions. The establishment
of the levels of economic cooperation and coordination necessary for an
effective economic bloc remains at an embryonic stage in East Asia.

Can an East Asian Trade Bloc Happen?

The next chapter explores the potential economic effects of an East Asian
trade bloc, both in contrast to and in combination with other alternatives.
Before proceeding to this exercise, however, one should pause to address
the question of whether the hypothesized East Asian trade bloc is a
realistic prospect. None of the initiatives proposed so far would them-
selves constitute such a bloc, which would have to evolve as a subsequent
development. A number of easily identifiable obstacles—institutional,
economic, and political—would have to be overcome before such a devel-
opment could become a reality.

Potential institutional obstacles exist at both the multilateral and local-
regional levels. At the multilateral level, an East Asian trade bloc—and
any SRTAs that might be its precursors—would have to satisfy the WTO
obligations relating to RTAs as set out in GATT Article XXIV (for trade
in goods) and General Agreement on Trade in Services (GATS) Article V
(for trade in services). The effectiveness of these WTO disciplines has,
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however, been severely compromised by the inability of the members to
reach agreement on a large number of systemic issues related to the
interpretation of GATT Article XXIV and GATS Article V. The WTO
Secretariat has prepared an extensive paper cataloguing the disputed
‘‘systemic issues’’ (WTO 2000b).

As a result of these disagreements, neither the WTO’s Committee on
Regional Trade Agreements (CRTA) nor the GATT before it has been able
to decide whether the agreements notified to it are in conformity with
Article XXIV. By 1994, agreement had been reached in only one case, the
Czech-Slovak customs union. No report has yet been adopted on any of
the agreements notified since the WTO began in 1995. In preparatory
papers for the Seattle meetings, one member described the outputs of the
CRTA as nothing more than a ‘‘catalogue of the disagreements’’ of mem-
bers on the interpretation of Article XXIV.

A central disagreement in the interpretation of Article XXIV has been
over the provision that the establishment of free trade under the agreement
must cover ‘‘substantially all trade’’ among the parties. Disagreement
over the interpretation of this provision has led repeatedly to deadlock
in CRTA discussions. There is no consensus as to whether this provision
should be interpreted quantitatively (to mean, e.g., that some minimum
percentage of trade among the parties must be covered) or qualitatively
(to mean, e.g., that no important sector should be omitted from the agree-
ment). Laird (1999) has questioned whether it is even desirable to seek
maximum possible trade coverage in all RTAs, pointing out that—in
the case of seriously trade-diverting SRTAs—the economic damage to
members and nonmembers alike might be reduced through the exclusion
of the sectors in which the most serious trade diversion is expected to
occur.

On the other hand, the opportunity to exclude ‘‘sensitive sectors’’ from
RTAs and SRTAs might encourage some important trading nations to give
a higher priority to preferential alternatives rather than the multilateral
approach to trade liberalization. Conversely, the experience of full liberal-
ization within an SRTA with limited membership might be argued to
encourage members to take a more positive attitude to multilateral liberal-
ization (see, e.g., Scollay 1996).

Even if agreement could be reached as to whether a quantitative or a
qualitative criterion should be used, there would still be issues to resolve
on how the criterion should be defined. Various figures (e.g., including
80 and 90 percent of all trade) have been proposed as quantitative criteria,
but no consensus has been reached. Even if consensus could be reached
on a quantitative criterion, there would be a further issue as to how
compliance with it should be measured, in particular whether the mea-
surement should apply only to existing trade or whether, for example,
the measurement should take account of trade that fails to occur because
of the extent of existing trade barriers.
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This issue is relevant to the feasibility of an East Asian trade bloc
because it is sometimes argued that insistence by some potential members
on excluding agricultural trade from such a bloc would make it impossible
to design an agreement compatible with WTO obligations. Against this
it must be pointed out that, in the current state of uncertainty over interpre-
ting Article XXIV, a number of RTAs have already been notified to the
WTO and are currently in force, from which the agricultural sector has
been to a greater or lesser extent excluded. It seems likely that a number
of these agreements would have infringed at least some of the proposed
quantitative guidelines. Although the outlines of any new East Asian
SRTAs have yet to emerge, there seems little basis for concluding that
East Asian economies could not design an RTA that accommodated their
sensitivities over agriculture and perhaps some other products while
not exceeding the boundaries set by precedents that have already been
accepted by default within the WTO.

Another institutional constraint sometimes argued to apply at the
regional level concerns the readiness of China, as an economy in transition,
to participate in SRTAs. It has been suggested by Yamazawa (2000) that
it may be some time before Chinese participation in RTAs will be possible.
Against this, China’s forthcoming entry into the WTO will presumably
reinforce the implementation of procedures that will facilitate its participa-
tion in SRTAs.

Furthermore, SRTAs are usually implemented over a transitional period
of up to 10 years, with 15-year periods not unknown in developing coun-
tries. A 15-year implementation timetable commencing, say, 2 to 3 years
from now would closely parallel the timetable China will have to follow
if it is to meet its APEC commitments. It can also be noted that economies
in transition have not been precluded from SRTA membership in other
contexts. Vietnam, for example, is a full member of AFTA. As noted above,
China itself has recently expressed a willingness to consider forming an
FTA with ASEAN.

If institutional constraints on the formation of SRTAs or trade blocs in
East Asia may not be binding, a complex nexus of economic, political,
and security considerations will nevertheless present further potential
impediments to the formation of an East Asian trade bloc. The trade and
welfare effects of possible configurations will be explored in the next
chapter. These, however, will not be the only economic factors likely to
be considered by East Asian economies, which are also bound to weigh
the effects on the global economic system of any general move to regional-
ization of trade arrangements in East Asia, along with any consequent
longer-term effects on their economic interests. Related to this will be the
question of how far the East Asian economies pursue coordinated action
as an economic grouping or bloc in other fields of economic policy, as
elaborated in Bergsten (2000).
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Some trade issues are potentially divisive in a larger East Asian trade
grouping. There are likely to be sharply different views on whether, and
to what extent, agriculture should be included in any East Asian free
trade arrangement. Malaysia recently insisted on excluding autos from
its AFTA commitments, and this stance also is likely to be controversial
if repeated in negotiations for an East Asia-wide FTA.

It is, however, the politics of relations between the Northeast Asian
economies and the associated security issues that are likely to present the
most formidable obstacles. As noted above, issues related to the reunifica-
tion of North and South Korea and the status of Taiwan are likely to
loom large, together with issues specific to the bilateral political relations
between the three major Northeast Asian powers, China, Japan, and South
Korea. These Northeast Asian powers are unlikely to launch a major new
joint economic initiative without careful consideration of the implications
for their economic, political, and security relationships with the United
States.

The sensitivities of ASEAN toward Northeast Asia and the wider secu-
rity issues affecting Southeast Asia would also be important considera-
tions, and other political factors involving ASEAN might also come into
play. For example, although an amalgamation of AFTA and CER might
be postulated as a possible building block for a broader East Asian regional
arrangement, Malaysia’s Mahathir Mohammad has so far exercised an
effective veto over the inclusion of Australia and New Zealand in a
broader East Asian economic or political grouping.13

APEC and Regional Trade Flows

It is clear, of course, that in comparison with other regional trade group-
ings, APEC—by virtue of its transpacific dimension—continues to offer
most countries of the Asia-Pacific region the potential advantage of includ-
ing a larger number of their most important trading relationships, and
consequently also coverage of a larger share of their total trade. From
this chapter’s tables, it can readily be calculated that APEC covered 74
percent of the total trade of the Northeast Asian economies, relative to
47 and 50 percent coverage by an East Asian and Western Pacific trade
bloc, respectively. APEC thus extends the trade coverage for these econo-
mies by 56 and 48 percent, respectively, compared with the latter two
potential options. APEC’s western hemisphere members are particularly
important for Japan’s trade, with NAFTA countries accounting for just
under 30 percent of Japan’s total trade, as against 38 percent with East
Asia and 41 percent with the Western Pacific as a whole.

13. It is, however, interesting in this connection to note that Australia and New Zealand
have been included in the recently launched East Asia-Latin America Forum.
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The additional coverage provided by APEC is only slightly less for its
Southeast Asian members, 75 percent of whose total trade takes place
with other APEC members, relative to 54 percent with potential members
of an East Asian bloc and 57 percent for potential members of a Western
Pacific bloc. In comparison with the latter two potential alternatives, APEC
thus provides Southeast Asia with additional coverage of its total trade
of 38 and 32 percent, respectively.

For the CER economies, the appropriate comparison is first with a
potential Western Pacific bloc, which would cover 52 percent of their total
trade. By contrast, APEC covers 70 percent of the two economies’ trade,
an additional coverage of 36 percent. Should an East Asian bloc form
without them, it would cover 43 percent of their current total trade, on
the basis of the figures in the tables.

The picture is rather more mixed among APEC’s western hemisphere
members. Although the United States conducts 30 percent of its total
trade within the existing preferential NAFTA arrangement, the full APEC
membership encompasses more than double this share, at 65 percent. The
Western Pacific APEC members account for 34 percent of all US trade,
which contrasts with only 5 percent of total US trade conducted with the
whole of South America. At the other extreme, the trade of Canada and
Mexico is centered much more on NAFTA, which accounts for 78 and 82
percent, respectively, of their total trade, as against 9.5 and 6.5 percent,
respectively, with APEC’s Western Pacific members. Chile and Peru bal-
ance their trade interest in the APEC region between NAFTA, which
respectively accounts for 25 and 34 percent of their total trade, and the
Western Pacific APEC members (24 and 16 percent). Chile and Peru also
respectively conduct 20 and 21 percent of their total trade with other
South American countries.

The additional coverage provided by APEC’s transpacific dimension
is thus very substantial for most of its members. It is also worth keeping
in mind that two economic giants of the APEC region, Japan and the
United States—which have proven in practice to be among the least
enthusiastic practitioners of APEC’s concerted unilateral approach to lib-
eralization—conduct a larger share of their trade on a transpacific basis
than other countries in the region.
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