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Introduction 
It has been three years since I wrote an Evian paper on the emergence of the new free 
trade agreement (FTA) trend in the Asia-Pacific region. This paper provides an update 
on the Asia-Pacific FTA trend – probably the most important development in the region’s 
international political economy – and assesses the trend’s implications for the 
international trade system, with particular reference to the World Trade Organisation 
(WTO) and the Doha Round. I argue that the proliferation of FTAs in the Asia-Pacific 
carries significant risks and costs for the international trade system. More specifically, 
this FTA trend has been undermining efforts to concluding the WTO’s Doha Round 
negotiations, and moreover could have wider damaging effects for the international trade 
system in the long run. 
 
The Progress of the Asia-Pacific FTA Trend 
The Asia-Pacific may be the world’s largest economic trans-region, accounting for 
around half of world trade and output, but up until the late 1990s it was host to a 
relatively few FTAs by regional comparison. In 1997 it accounted for only seven of the 72 
free trade agreements that had been signed globally by that date with only a handful of 
other FTA projects in development. Moreover, there was no operational FTA in East Asia 
at this time. Matters changed dramatically after the 1997/98 East Asian financial crisis 
and the WTO’s Seattle Ministerial Meeting debacle of 1999. By the end of 2002 a total of 
19 free trade agreements had been signed within the Asia-Pacific and another 26 FTA 
projects were in development, i.e. officially proposed, feasibility studied or being 
negotiated. By December 2005 the total number of Asia-Pacific FTAs had doubled to 38 
with another 29 projects in development. The most notable agreements signed this 
decade have been the: 
 
• ASEAN – China FTA (ACFTA) 
• United States – Singapore FTA (USSFTA) 
• Australia – United States FTA (AUSFTA) 
• Japan – Singapore Economic Partnership Agreement (JSEPA) 
• Japan – Malaysia Economic Partnership Agreement (JMEPA) 
• Japan – Mexico FTA (JMFTA) 
• South Korea – Chile FTA (KCFTA) 
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• Thailand – Australia FTA (TAFTA) 
• China’s ‘Closer Economic Partnership Agreements’ (CEPAs) with Hong Kong and 

Macao 
• Trans-Pacific Strategic Economic Partnership Agreement (TPSEPA, a quadrilateral 

FTA between Singapore, New Zealand, Chile and Brunei) 
 
Perhaps even more significant FTAs are to come. The United States will commence 
negotiating an agreement with South Korea and Malaysia later this year. Japan has a 
number of FTAs lined up to sign with Thailand, Indonesia and Philippines, and is trying 
to negotiate an FTA with South Korea. China is currently negotiating agreements with 
Australia and New Zealand. You notice that these are largely bilateral FTAs but there are 
ideas and plans for larger regional arrangements, such as the Free Trade Area of the 
Americas project being championed by the United States, as well a long discussed idea 
for creating an East Asia Free Trade Agreement. The ASEAN group continue to 
implement their ASEAN Free Trade Agreement (AFTA), and within the Asia-Pacific 
Economic Co-operation (APEC) forum the ‘Bogor Goals’ of establishing a free trade and 
investment zone across the whole trans-region remains a core objective of the 
organisation. 
 
The intensification of FTA activity in the Asia-Pacific is significant both in regional and 
global terms. Whereas the region only accounted for a tenth of all FTAs around the world 
in 1997, by 2005 it accounted for a quarter of the global total (38 out of 153 agreements 
worldwide). The new FTA trend in the Asia-Pacific has also brought about important 
changes to the macro-structure of international economic relations in the region, 
contributing to a broader shift towards ‘high politics’ economic agreements particularly 
for East Asian countries. Herein, FTAs have become a centrepiece of trade policy for 
most key Asia-Pacific states, and in many cases have further exposed the linkages 
between domestic politics and international trade, especially concerning sensitive 
industry issues such as agriculture. Furthermore, FTAs have the potential to significantly 
affect trade and investment flows within the Asia-Pacific not only by removing economic 
barriers between nations but also through how these agreements can shape the region’s 
commercial regulatory environment. The intensification of FTA activity in the Asia-Pacific 
has significant implications for other regions and the multilateral trading system. Other 
regions and regional powers (e.g. the EU, Mercosur) will be concerned if the Asia-Pacific 
FTA trend disadvantages their commercial interests, through trade diversion and other 
adverse welfare effects. But it is the impact of the Asia-Pacific FTA trend upon the WTO 
and the multilateral trade system that this paper concentrates. 
 
Free Trade Agreements and the WTO 
Put simply, a free trade agreement is an undertaking by signatory parties to remove the 
trade barriers that exist between them. Although considerable heterogeneity exists in 
terms of an agreement’s scope, content and underlying philosophy, all FTAs are 
preferential in nature because only the signatory parties are conferred the trade and 
other commercial policy advantages embodied in the FTA. Hence, they incur de facto 
discrimination against other trade partners in the process. For example, in AUSFTA the 
United States has granted Australian farmers improved market access to its agricultural 
product markets. This places New Zealand’s farmers at a relative disadvantage to their 
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Australian counterparts because the former still face high trade barriers when exporting 
to the United States. The same situation applies to other trade partners of the US that 
have not signed an FTA with the country. Moreover, free trade agreements add further 
complexity to an already complex international trade system by introducing bespoke 
rules between FTA partners that are essentially derogations from the multilateral trade 
system. The so called ‘spaghetti bowl’ of differentiated rules of origin, tariff liberalisation 
schedules, customs procedures, and preferential concessions in various other areas of 
commercial regulation (e.g. in investment, intellectual property rights, market operating 
licences, sanitary and phytosanitary rules) being created by an expanding number of 
FTAs in the Asia-Pacific and elsewhere is an increasing cause for concern for the WTO, 
which is supposed to uphold and further develop a multilateral system of non-
discriminatory trade relations. Although the WTO has rules on FTAs, most acknowledge 
that these are outdated and weak. In essence, these rules stipulate that: 
 
• FTA parties should not raise trade barriers against non-members. 
• The main substance of the agreement should be implemented within 10 years. 
• ‘Substantially all trade’ must be covered by the agreement, meaning that FTA parties 

should not be allowed to protect too many industry sectors from FTA liberalisation. 
• More favourable treatment may be conferred, however, to developing countries 

through partial scope or non-reciprocal arrangements (the so called ‘Enabling 
Clause’). 

 
These rules are being currently re-examined by the Doha Round’s Negotiating Group on 
Rules (NGR). The NGR talks commenced in 2002 and most attention on FTAs has 
focused on the ‘substantially all trade’ issue (Article XXIV, clause 8b). Some WTO 
members like Australia have proposed that a quantitative definition be introduced to this 
rule, for example 90 or 95 percent trade between the FTA parties concerned, but others 
such as the United States and the European Union have resisted this because it would 
seriously restrict their ability to exempt agricultural sectors and other sensitive industries 
from agreements they wish to sign. Permitting countries to continue protecting these 
sectors in FTAs limits the production efficiency benefits yielded from trade creation 
(discussed later) and moreover sets a bad precedent for multilateral negotiations at the 
WTO. Very little progress has been achieved in the NGR talks on this crucial issue, and 
it is unlikely that a substantive upgrading of this rule will be agreed upon. Furthermore, it 
is also very unlikely that whole new rules will be introduced that restricts the growth of 
FTA activity.  
 
Indeed, the most effective check on FTA proliferation would be a comprehensively 
concluded Doha Round itself. This is because further progress on multilateral trade 
liberalisation diminishes the marginal gains yielded from trade partners signing FTAs. 
For example, if the Doha Round leads to the average tariff rate on industrial products 
falling from 4 percent to 2 percent, then the trade liberalisation ‘value-added’ offered by 
FTAs in this respect is effectively halved. However, if we take a converse perspective, if 
a weak Doha Round agreement emerges, or worse still if no agreement is forthcoming at 
all, then countries may consequently develop a stronger predilection for signing FTAs. 
This is what makes signing a Doha Round, based on multilateral equity, so important. 
Most readers will not have to be reminded of the fact that the last time FTA bilateralism 
had become a defining feature of the world trade system was the 1930s. The structures 
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of trade preferentialism created in this process led to a period of adversarial international 
economic relations that, shall we say, were not exactly conducive to avoiding the global-
wide conflict that followed, and may have even contributed to it arising in the first place. 
 
During his term in office, WTO Director-General Supachai Panitchpakdi became ever 
more critical of the growing FTA trend, and highlighted developments in the Asia-Pacific 
of particular worry given this is where the greatest spurt of FTA activity has occurred in 
recent years. At the end of his tenure, a 2005 report commissioned by the WTO 
expressed concern about the intensification of FTA activity globally, stating that it was 
creating confusion in the world trading system, with complex and inconsistent rules of 
origin, costly administrative rules, and opportunities for corruption (WTO 2005). Reports 
published by the IMF and World Bank around the same time came to similar conclusions 
about the potential dangers that FTAs posed to the multilateral trading system 
(Feridhanusetyawan 2005, World Bank 2005). How, then, do supporters of FTAs present 
their case? 

‘Selling’ Free Trade Agreements 
In this section we critically assess three main arguments that advocates of FTAs often 
use to convince others of the virtues and usefulness of free trade agreements. We shall 
draw upon examples from the Asia-Pacific to illustrate points made. 

Trade creation 
According to traditional theories on trade integration, trade creation occurs when 
liberalisation arising from a free trade agreement allows more efficient FTA-based 
producers to expand their own share of the FTA’s markets at the expense of their less 
efficient neighbouring rivals. This process leads to greater productive efficiencies being 
captured, lower consumer prices and a greater specialisation in the FTA partners’ 
comparative advantages. There is, though, the question of how these welfare gains are 
distributed amongst FTA parties. For example, more developed FTA partners may be 
able to extract a far greater proportion of the welfare gains than lesser-developed FTA 
partners. In bilateral FTAs, the stronger partner can have the power to influence the 
terms of FTA trade more in its own favour, an outcome that is far less likely in multilateral 
trade agreements where the power of stronger countries is circumscribed by the 
multilateral collective. Moreover, trade creation gains are offset by the welfare costs of 
trade diversion. Trade diversion arises when non-member country producers – who offer 
a more competitively priced product than producers within the FTA area – are 
subsequently disadvantaged by relative tariff changes incurred by the FTA’s 
‘internalised’ liberalisation that is not matched by similar ‘externalised’ liberalisation vis a 
vis non-members. In this scenario, relatively less efficient producers located within the 
FTA area are able to expand production at the expense of more efficient non-member 
located producers.  
 
Obtaining verifiable evidence of the net welfare effects of FTAs is difficult. There has 
been, though, much reported concern of the trade diversion effects of Asia-Pacific FTAs 
both within and outside the region. For example, South Korean tire manufacturers 
complained in 2005 that their export sales in the Mexican market had fallen drastically as 
a result of the Japan – Mexico FTA. In June 2003, the Philippines called upon South 
Korea itself to narrow the tariff differential between imports of copper cathodes from its 
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own producers and those from Chile during the South Korea – Chile FTA (KCFTA) 
negotiations. South Korea’s import tariff on Chilean copper products was scheduled for 
phasing out by 2009 under the KCFTA, and in the meantime Philippine producers were 
faced with a 5 percent ‘most favoured nation’ tariff. Further a field, German car 
manufacturers expressed concern about similar trade diversion effects from an 
anticipated Japan – Thailand FTA, Japan being Asia’s largest producer and Thailand 
Southeast Asia’s largest producer of autos. We should finally make the point that trade 
diversion should not in theory arise from multilateral trade liberalisation because no one 
trade partner is conferred a preferential tariff advantage by this process. 

‘WTO plus’ FTAs 
Supporters of FTAs often point to the positive contributions that agreements can make to 
advance certain technical policy elements of the WTO agenda. The idea here is that 
provisions in so called ‘WTO plus’ free trade agreements can provide state-of-the-art 
templates on which particular technical aspects of a subsequent multilateral trade 
agreement can be based. These especially relate to more sophisticated areas of 
commercial regulation (e.g. IPR) and therefore of greater interest to developed 
economies. The US and Singapore in particular made much of promoting the supposed 
‘WTO plus’ nature of their FTA, signed in 2003. However, as previously noted, FTAs also 
bring greater trade rule complexity and structured preferentialism to the international 
economic system. Furthermore, the advanced ‘WTO plus’ provisions of certain FTAs 
have limited use and application to most developing countries because they simply lack 
the technocratic and institutional capacities to accommodate the more sophisticated 
elements of commercial regulation as promoted by developed countries. The Asia-
Pacific’s lesser-developed economies (e.g. Cambodia, Laos, Papua New Guinea) lack 
the fundamental capacity to sign reciprocal FTAs and even middle order developing 
countries such as the Philippines, Indonesia and Vietnam admit that they face serious 
capacity constraints when negotiating FTAs with more developed trade partners. These 
countries lack sufficient enough technocratic resources (i.e. trade negotiators and 
analysts) to engage effectively in WTO negotiations, let alone a spread of bilateral FTA 
projects. Their institutional frameworks (e.g. legal, socio-cultural) are also often 
inadequate to accommodate various policy-related commitments incorporated into more 
demanding FTAs.  
 
Taking the example of the Philippines, a report published by the Philippine Institute for 
Development Studies (Medalla and Lazaro 2004) argued that owing to the country’s 
weak technocratic and institutional frameworks, it had appeared more of a passive 
negotiator or participant in its FTA projects. Not only did the country suffer from having 
only a small pool of sufficiently skilled and technically trained FTA negotiators but also 
public regulations on issues such as IPR and quarantine lacked the robustness 
demanded by more developed FTA partner countries, like the US, Japan and Australia. 
It was earlier implied that in bilateral FTA negotiations greater scope exists for the 
stronger party to force its regulatory demands upon the weaker often developing country 
party. Furthermore, in a bilateral FTA there may be no ‘development’ dimension at all, 
with no commitment made on behalf of a developed country partner to tackle directly the 
development challenges of the developing country partner. The US, for example, seems 
only to be interested in market access matters in its approach to FTAs, which is in some 
contrast to Japan’s ‘economic partnership agreement’ model that is based on a more co-
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operative and developmental philosophy. More crucially, the WTO framework has 
formalised provisions that aim to strengthen its developing country members’ trade 
capacity potential, even though these provisions could do with being further fortified. 
This last matter should hopefully arise from a concluded Doha Development Round 
which is at least conceived as more directly addressing the trade capacity needs of 
developing countries. It is in realising this objective, rather than realising FTA projects, 
that the time and effort of WTO members should be focused. 

Competitive Liberalisation 
The idea of ‘competitive liberalisation’ is closely associated with the US’s free trade 
agreement policy, especially under the United States Trade Representative (USTR) 
Robert Zoellick, who served in this office from 2001 to 2005. Its principles and 
philosophy have been adopted by other pro-free trade Asia-Pacific countries, especially 
when defending the use of FTAs in the face of criticism from those advocating a 
multilateral approach only in advancing trade liberalisation. In essence, competitive 
liberalisation relates to how the pursuit of FTAs with certain trade partners can compel 
others to join in a gradually widening trade liberalisation process at the bilateral, regional 
or multilateral level. Competitive liberalisation works on the principle that it becomes 
more imperative for recalcitrant trade liberalisers to sign bigger trade deals that will help 
neutralise the trade diversionary effects of FTAs signed by ‘pro-free trade’ countries. An 
often cited example of competitive liberalisation in action was the US’s support for 
enhancing APEC’s trade liberalisation objectives (i.e. the Bogor Goals project) during the 
late months of 1993 that was allegedly designed to pressure the EU into coming to a 
final agreement on agriculture during a critical phase in finalising Uruguay Round 
negotiations. The specific rationale here was that, for non-APEC members, new 
multilateral free trade agreements would help offset the negative externalities generated 
by the creation of a Pacific free trade zone.  
 
However, the competitive liberalisation dynamic can also work in converse fashion to the 
above. For example, if a growing number of Asia-Pacific countries have secured free 
market access to large trade partner markets (e.g. the US, China) through bilateral FTAs 
then the incentives to pursue a multilateral deal at the WTO can diminish. This is 
because the marginal benefits offered by a concluded WTO round lessen owing to its 
trade liberalisation gains only affecting a much reduced proportion of country’s total 
exports that do not enjoy FTA treatment. Of course, larger trade partners like the US 
wishing to conclude a WTO deal may offer those smaller countries opposing a WTO deal 
a bilateral free trade agreement as a pay-off, but there is no evidence of this ever 
occurring. In addition to the problem of diminished net trade liberalisation gains caused 
by intensifying FTA activity there are also significant politico-economic risks attached to 
pursuing a competitive liberalisation strategy. Propagating a trade diplomacy culture 
whereby a critical mass of FTAs is designed to beget more FTAs, based on the 
defensive and reactive motive of mitigating the negative impacts of other agreements, is 
more likely to breed a form of competitive bilateralism where each country seeks a 
preferential market access advantage over others. This may lead to more antagonist 
trade relations between states rather than the co-operative economic diplomacy required 
to forge regional and multilateral trade deals. The scramble between Japan and China to 
sign FTAs with other East Asian countries, and particularly with the ASEAN group, has 
for example reportedly heightened tensions in the Sino-Japanese relationship. 
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Competition between ASEAN member states to sign the best bilateral FTA deals with 
key trade partners outside Southeast Asia has also raised tensions within the regional 
group. Singapore, and to a lesser extent Thailand, have prescribed to the competitive 
liberalisation approach as politically articulated in their ‘pathfinding’ bilateral FTAs with 
the US, Japan, Australia, New Zealand and others as a means to catalyse Southeast 
Asia’s trade liberalisation both within the region and with extra-regional FTA partners. 
Malaysia, Indonesia and the Philippines have been somewhat critical of this approach, 
stating that Singapore and Thailand were putting their own national interests ahead of 
ASEAN led regional community-building, although subsequently initiated bilateral FTA 
policies of their own to seek the same market access preferences enjoyed by Singapore 
and Thailand.  
 
Competitive liberalisation is also closely related to the matter of competing FTA models 
(i.e. the holistic approach to FTA formation) and modalities (i.e. particular aspects of that 
approach, such as the preferred rules of origin regime) between the world’s most 
influential trading powers. As stated earlier, free trade agreements are heterogeneous: 
they vary significantly in terms of their nature, content and underlying philosophy. They 
also shape the regulatory framework in which international trade and business occurs. 
As US Trade Representative Robert Zoellick commented in 2002, “each [FTA] 
agreement made without us may set new rules for intellectual property, emerging high-
tech sectors, agriculture standards, customs procedures or countless other areas of the 
modern, integrated global economy – rules that will be made without taking account of 
American interests” (New York Times, 14 April 2002). As previously indicated, the Asia-
Pacific’s most influential trading states – the US, Japan and China – take notably 
different approaches to constructing their FTAs. Hub-and-spoke patterns of ‘FTA 
families’ with powerful trading states at the head of these families may fracture the 
international trading system into quasi trade blocs. Furthermore, it is not just a question 
of whether free trade is beneficial or not, rather what kind of free trade is being 
established and how are its benefits being distributed. Under FTAs, we are more likely to 
end up with a particular brand of free trade that better suits more powerful trade 
partners. Although many argue that the WTO agenda remains primarily determined by 
American and European interests, there is still much greater scope for developing 
countries to influence the nature and progression of global free trade through the WTO 
than through bilateral FTAs with the big trading powers. 
 
Conclusion 
The international trading system is at a critical juncture. If a weak and inequitable Doha 
Round is concluded this year or next then a further intensification of FTA activity may be 
expected. The intensification of this activity over recent years, and particularly in the 
Asia-Pacific where most of it has been concentrated, has already undermined the 
incentive structure for concluding a new global trade deal through the WTO. 
Furthermore, the Asia-Pacific FTA trend has created new layers of structured 
preferentialism into the international trading system and played more to the interests of 
more powerful trading states. Developing countries especially need a good quality, 
development capacity focused Doha Round to be realised, certainly more than being 
signed up to a number of FTAs that are skewed against their interests as highlighted in 
this paper. 
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Special Note: Christopher M. Dent’s new book entitled ‘New Free Trade Agreements in 
the Asia-Pacific’ is due out in September this year, published by Palgrave. 
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