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Summary

On September 14-15th 2009, the Centre for the Analysis of Regional Integration at Sussex (CARIS) hosted a joint conference with the International Trade Department of the World Bank (WB) on the European and Asian approaches to Deep Regional Integration, with special reference to China.  Contributors included Bernard Hoekman, Jean-Pierre Chauffour and Jean-Christophe Maur from the WB, several distinguished contributors to the new WB research programme on regionalism from Australia, India and the US, Mingtai Fan from Chinese Social Science Academy, a senior adviser to the Chinese government as well as Sussex alumnus Prof Haedu Hwang from the Seoul European Institute, Konkuk University. Peter Holmes and Jim Rollo presented works done by the CARIS in conjunction with other colleagues from SEI and economics.  Officials from the European Commission DG Trade and the UK government Department of Business attended along with representatives of the private sector. 

A major theme running through the conference was why countries often chose to sign detailed but largely non-binding trade agreements at regional level. 
P. Holmes (CARIS) began by reviewing the literature and a number of “Deep Integration in Recent EU FTAs".
 He speculated on the motives that may be behind the EU’s approach which have been identified in the literature. They range from pure political grandstanding to the search for regulatory influence. He quoted the papers by RV Anuradha and A. Stoler (see below) to introduce the hypothesis that non binding provisions in an RTA may lead to later stronger commitments.  It was noticeable, for example, that EU-Chile contained very detailed provisions for a process in the SPS that might one day lead to mutual recognition of SPS provisions, even though the FTA as such creates no equivalence rights.  Almost the same wording appears in the draft EU-India FTA text. This wording, Anuradha speculated, created a pathway that could be used to eventually create a binding form of mutual recognition of equivalence, whether of standards or of conformity assessment.
A. Stoler (University of Adelaide) presented a paper on “Regional Trade Agreements and Provisions Relating to TBT and SPS”, where he spelled out in more detail with the notion of “living agreements” in which initial non-binding agreements would evolve and eventually turn into binding provisions. The process of trial and error of experimentation could then be drawn on to become the basis for WTO texts, which could only be binding.
A. Porges (Sidley Austin, Washington DC) took this further in her analysis on “Dispute Settlement Mechanism in RTAs” where she argued that contrary to many people’s understanding, dispute resolution in RTAs have been quite successful, even when not formally invoking a formal dispute mechanism.
The issues were developed by K. Dawar (Amsterdam University) in the context of “Competition and Public Procurement in RTAs”. She argued that there was a good economic case for including such provisions in FTAs. There was a better one for multilateral agreements but since these provisions were in practice “erga omnes” there was little likelihood of discrimination from bilateral or regional agreements. On the other hand, the weakness of the provisions in many agreements reflected the underlying realities, absence of a competition culture, which trade agreements could not cure and the ongoing use of public procurement contracts to promote domestic industrial strategy and corrupt practices.  
In the context of Asia, J-P Chauffour (World Bank) argued that competition policy, environmental regulation and labour mobility have emerged as key issues in China’s regional trade negotiations. As a major regional trading power, China is currently defining its own policy stance in these areas. Echoing previous speakers, Chauffour pointed out that international experience shows that disciplining competition, environment and labour mobility provisions in the context of RTAs could lead to superior, welfare enhancing outcomes. Yet, in most instances, regional integration can only complement domestic policies. It cannot be the principal driver of better competition policy, environmental conditions, nor labour mobility practices at home.
The follow-up discussion generated a testable hypothesis that parties to RTAs sign provisions that may be non binding, which either go deeper in WTO-relevant areas or else add new issues that are not currently covered by the WTO rules, in order to set the agenda for possible future negotiations. This can either be to create the pathway for more binding obligations in the FTAs or to accustom parties to see these issues on the WTO agenda. It was noted that the developed countries have approached the issues in different ways. For instance, by including IPR provisions in FTAs where they are of little relevance (e.g., for Business Methods patents in US-Jordan FTA), the U.S. aims at creating a constituency of states that have an interest in seeing their peers also sign up multilaterally. In contrast, the EU tends to include the Singapore issues in its bilateral FTAs. Provisions for strengthening the commitments at a later date appears to be a particular preference of the EU, which has in the past used the method of moving competencies between “pillars” of the EU system, from soft to hard law in successive Treaty revisions, but which also has the system of creating Association councils in its closest agreements. It was noted, however, that the US cannot so easily do this as Congress must be consulted. Canada put the provisions that it would have wished to see in a WTO Trade and Competition agreement into its FTA with Costa Rica, whose fledgling competition agency was delighted to find a partner. 

The debate on this line of argument was lively and formed the main theme of the final panel discussion between A. Winters (DFID/CARIS), B. Martens (European Commission DG Trade) and B. Hoekman (World Bank) on a possible future research agenda on regional economic integration. There was on the one hand the hypothesis developed that the essential character of RTA provisions was their evolutionary nature, acting as a creator or customary soft law and a test bed for later formalised legal provisions. On the other hand, there was some scepticism about how far these provisions really did turn into binding obligations. It was noted on several occasions that the implementation of the provisions has been poor, particularly in the FTAs between less developed economies. This added to the scepticism directed at the benefits of negotiating regional agreements. The lack of information available on implementation history was apparent and there is a need for further research on this issue before conclusive statements are possible. Hoekman identified 3 core questions:

1. What are the motivations/objectives?

· Market access  

· Attempts to get round domestic political market failure? Via credibility, policy anchors, focal points, lock-in, etc.

· Seeking to address regional externalities/spillovers
· Other political motives
The conference had explored a number of possible motives ranging from regulatory demands strictly for market access purposes (a wish by the EU to expand its soft influence), to the Chinese desire to experiment  with negotiations whose outcomes were of little direct consequence.
2. Is regional cooperation effective? Are provisions implemented? Do they 

attain objective(s)?
There is need for concrete evaluation of the nature of legislative approximation and its costs and benefits, from government accreditation regimes to quality assurance at firm level, and from signing into laws to implementation. There is also a need to measure the actual operation of institutional processes going beyond the texts of agreements, ranging from formal EU Association Councils to the operation of voluntary cooperation agreements.
3. What types of cooperation actually occur- soft vs. hard law: is there an evolution and is there enforcement?

In the light of the latter, there is a need for detailed evaluation of the impact or processes on outcomes. These include substantive rule making and the evolution from soft to hard law. There was a clear division of opinion on how far non-binding agreements really did lead to custom and practice that translated into eventual hard law.  Porgess had suggested that detailed examination of the dispute settlement procedures of RTAs would reveal them to be more effective than was usually supposed. A methodological issue also arose, namely the scope for more systematic evaluations of RTAs and comparison with eventual outcomes. Hoekman also raised the issue of fuller evaluation of the impact on third countries in terms of tariff as well as regulatory discrimination de facto and de jure. 
A further theme raised during the conference was the need for political science engagement in the analysis of FTA/RTA negotiations. In that context, Barfield (AEI, Washington DC) discussed “The Politics of Trade in the Obama Administration”. He analyzed the historically important role of the US Congress and the increasing significance of the House of Representative’s less trade friendly Members, in setting US trade policy agenda. He argued that whilst the Obama administration was advised by economists whose instincts were generally pro-trade, the context was difficult and the new administration had yet to take to strong lead.  Pressures to include cost-increasing measures for partners in FTAs were clear. It was also noted that in any economic modelling of the impact of an FTA, the economists were not necessarily the best people to write the what-if-no-FTA counterfactual.
The importance of politics was also acknowledged by M. Fan (Chinese Academy of Social Sciences) who discussed China's strategy in the global regional integration.  Looking at the pattern of FTAs, Fan noted that in China’s RTA approach, political motives or “lock in” reforms play a role as important as market access. China did seek to cement trade relations with countries which provide raw materials, with whom China is keen to secure the access. However, China also signed agreements with several relative small countries for different reasons which are mentioned above, e.g., Norway, New Zealand, and Costa Rica. 
T. Carpenter (HEI, Geneva) presented a paper already published with Richard Baldwin on the “3 Bloc Dance: East Asian Regionalism and the North Atlantic Trade Giants". In this paper, they explored the likely scenarios in which success or failure of one set of FTA negotiations could trigger success or failure in others, with an emphasis on the economic determinants of motivation especially the case for Asia.  
A. Shingal presented CARIS work on EU-India and EU-Korea FTAs suggested that the effects of third countries could be important, though CGE models which assumed constant trade balance always gave small numbers. Prima facie evidence suggests that EU-Korea FTA would have greater proportionate impact on third parties in the Korean market than in the EU market due to greater similarity of exports into Korea and bigger share of the EU in Korea than vice versa. However, the size of the EU market is so much bigger that any loss of market share in the EU would matter.
H. Hwang (Seoul European Institute) looked at the prospects for a possible China-Korea FTA, both potential partners being countries that had previously eschewed regionalism. Hwang noted that earlier studies had shown very small impacts for China and very modest ones for Korea; the studies carried out by different Korean institutes generate different results depending on the assumptions they made about which barriers would be removed.  Hwang own work suggested that the right framework for analysis should be in terms of intra industry vertical specialisation and technology transfer as well as the use of new economic geography analysis.
The impact of deep integration at the business/firm level was analysed by L. Yueh (Oxford University) and A. Fernandes (Sussex University). Yueh’s paper showed that liberalisation clearly had an impact on China’s productivity while Fernandes showed that China’s legal regime affecting exports had an impact on USA corporate strategy.  Neither of these studies directly touched on the effect of RTAs on business strategies. 
J. Richards (Royce-Rolls) and P. Horgan (APCO) provided a private sector perspective on the issues of RTAs in Asia. They discussed and replied to questions of the interest of business in RTA strategy. They suggested that businesses were not the main players in FTA policy in and towards China; deep market integration in Asia advancing independently of formal RTA.  It was, however, noted that the apparent lack of direct interest in RTAs by public affairs experts in many companies and their provisions may conceal the fact that particular provisions at a technical level may be very important to firms but they are likely to be dealt with by staff involved in the detailed management of supply chains rather than by people with an overall policy brief.  The activities of the EU Chamber of Commerce in Beijing were explained and inspection of their website reveals a list of active technical working groups; whilst there is no working group on “trade” as such, there are sectoral and thematic groups identified covering the individual concerns that come under the umbrella of “deep integration”. 

The last theme of the conference was climate change. The question discussed was whether there is a role for regional or bilateral cooperation to address global environmental concerns. T. Wang (Sussex Policy Research Unit) demonstrated the great imbalance between China’s “imports” and “exports” of carbon, but noted that most of the production concerned was in sectors that were not inherently carbon intensive. J. Rollo (SEI and CARIS) presented work done jointly with P. Holmes for the UK DBIS on the impact of possible border carbon adjustments on trade. The conclusions were that border carbon adjustments on trade provided much scope for “murky protectionism”, and that production based tax/permit schemes created less scope for opportunistic border carbon adjustments than consumption based charges. However, the production based tax/permit scheme requires trust between trading partners. Research issues which arise are whether we can identify trading blocks within which carbon trade intensity, and hence the risk of distortion from border carbon adjustments is particularly strong, and how to establish “equivalence” of controls on the production side. 

� Prepared by Peter Holmes (CARIS) and Jean-Pierre Chauffour (World Bank) with inputs from Bernard Hoekman, Jean-Christophe Maur and ZhenKun Wang.   


� Sapir et al, Bourgeois et al and Cernat et al have noted how limited the degree of binding is in particular in the EU’s FTAs.  This is very striking in the field of competition policy where the EU has been very eager to include provisions that remain either excluded from the Dispute Settlement (DS) or too vaguely worded to be justiciable.  


� For example, Aerospace; Standards and Conformity Assessment; Public Procurement, see http://www.europeanchamber.com.cn 





