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Trade openness aligns domestic prices with world prices,
and thus promotes an incentive structure based on a
country’s true underlying comparative advantage. This
results in the creation of more opportunities for trade,
investment, employment and growth. The benefits defi-
nitely outweigh the costs of openness to foreign trade and
investment and, at the same time, it improves access to
opportunities for the poor. Trade liberalization may en-
tail, however, some adjustment costs in the short run that
policymakers must address. It also works better when it
is accompanied with adjustments at both the macro and
sector levels. [¶ 3, 4, 8, 12]

To maximize the net benefit of trade liberalization, it
must be pursued in a holistic and integrated manner un-
der an underlying development strategy. In particular, in-
frastructure and other supply side factors must be
expanded to take advantage of export opportunities and
factor markets must be made more flexible to facilitate
reallocation of resources. [¶ 25, 27, 63, 102]

There are many issues relating to the World Trade Orga-
nization (WTO) that are of major concern to developing
countries in the Asia and the Pacific region. Barriers still
exist for exports to developed countries. Instead of insulat-
ing themselves, however, developing countries should con-
tinue to liberalize and integrate themselves into the world
economy because the cost of not doing so is very high in
increasingly globalized markets. [¶ 4, 13-15, 24, 56]

Furthermore, the WTO rules-based multilateral trad-
ing system is in the best long-term interest of developing
countries since their individual bargaining power in in-
ternational trade is limited. Thus, it is preferable that de-
veloping countries do so within the WTO framework
while forming common positions to the extent possible
and actively advancing their own interests (e.g. market
access in developed countries). [¶ 4, 13-15, 24, 56]

With respect to the general agreement in trade in ser-
vices, the major concerns of developing countries are
domestic regulation as impediments to trade, qualifica-
tion and recognition issues, lack of physical and regula-
tory infrastructure, technology transfer, and impact of
technology on modes of supply. [¶ 36-39]

Standards entail both benefits, such as quality and
interoperability, and costs, such as those associated with
duplication and harmonization. The empirical evidence
as to the magnitude of costs and benefits of standards are
scanty and unclear. The implementation of standards
should be based on WTO principles, and should be trans-
parent, non-discriminatory and based on scientific evi-
dence. [¶ 4, 31, 33-35]

Developing countries face significant implementation
problems such as lack of technical capability. Capacity-
building programs conducted by the WTO and other multi-
lateral institutions can play a very important role in
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alleviating such problems. Multilateral trading system should
address the problems of all WTO members—both develop-
ing countries and developed countries. To improve market
access for products of export interest to developing coun-
tries, relevant standards for such products should be estab-
lished if they do not already exist. [¶  5, 14, 34, 54, 56, 59]

In the context of trade facilitation rules such as cus-
toms valuation and rules of origin, it is important that the
principles of transparency and non-discrimination ap-
ply. While developing countries generally desire regula-
tory reform, they should be given the flexibility accorded
under the multilateral trading system. The bottom line is
that disciplines on standards, trade facilitation and regu-
latory reform should all interact to facilitate market ac-
cess under the multilateral trading system. [¶ 32, 33]

In many poor developing countries, agriculture is a main
source of livelihood. Textiles and clothing are also of vi-
tal importance to these countries, and a major foreign ex-
change earner as well. The massive subsidies extended to
agriculture in certain developed countries have seriously
distorted the world trade in agriculture. Although the Uru-
guay Round Agreement attempted to correct these dis-
tortions and initiate a process of reform in international
trade in agriculture, the anticipated benefits have not yet
materialized for developing countries. It is important that
developed countries accelerate the implementation of lib-
eralization agreements they have already committed to
in the area of textiles and clothing and reduce substan-
tially their farm subsidies. [¶ 8, 48-52]

Unless there is a perceptible movement toward the start
of a new round of multilateral negotiations, bilateral
and regional negotiations might succeed in irreversibly
dividing the world into different sets of overlapping as
well as competing trade blocs. Currently, the world is wit-
nessing a revival of free trade arrangements (FTAs),
regionally, sub-regionally as well as bilaterally. This is
partly due to the lack of progress in multilateral trade
liberalization. [¶17-21, 38, 75-80]

While such arrangements aim to promote trade, invest-
ment and related economic cooperation taking into account
sensitivity to needs and interests of individual members
and also new requirements (such as e-commerce), they
may complicate multilateral trade liberalization in several
ways. Bilateral and regional arrangements simply pro-
duce a second-best option, and often a “spaghetti bowl”
of rules-of-origin, due to overlapping preferential trading
arrangements resulting in polarization of trade and invest-
ment flows, and diversion from multilateralism. It is there-
fore desirable that developing countries take a selective
and careful approach to FTAs and where they are pur-
sued, they should minimize trade and investment diver-
sion and also discrimination against outsiders in addition
to being within the WTO discipline. [¶ 17-21, 38, 75-80]

Globalization is changing the institutional framework and
industrial structure in both developed and developing
countries. As always, this entails both opportunities and
risks. An important feature of globalization is the con-

vergence of information technology with telecommu-
nication technology that is sweeping across the world at
present. The other important feature is the change in the
global trading environment. The challenge for develop-
ing countries is to capitalize on the opportunities for
growth and development afforded by globalization while
minimizing potential risks. This is a difficult task but it
can be done. It may also entail realignment of economic
policies in line with the opportunities and challenges of-
fered by globalization. [¶ 20, 25, 28, 98-103]

Introduction

1. The ADB Institute conducted its capacity-building work-
shop on Trade Policy Issues in Singapore during 16 to 24 April
2001. The workshop was jointly conducted with the Technical
Cooperation Directorate (TCD) of Singapore’s Ministry of For-
eign Affairs. Thirty-nine middle- to senior-level government
officials and chamber of commerce and industry officials from
nineteen ADB developing member countries attended the work-
shops. Dr. R. B. Adhikari, Senior Capacity Building Spe-
cialist, ADB Institute, coordinated the Workshop. The
Workshop featured prominent resource speakers from academia,
government, research institutes and multilateral institutions. Its
central goal was to strengthen the participants’ understanding
of the various global and regional trade policy issues, particu-
larly in the context of their impact on growth and development
in the Asia and Pacific region. This was the second workshop
on Trade Policy Issues conducted by the ADB Institute. The
first was held in the Institute premises in Tokyo in July 2000.
[See ESS No. S25/00 at www.adbi.org/PDF/ess/ess25.pdf]

2. In the opening ceremony, Mr. Anthony Chng, Direc-
tor, TCD, explained that the Workshop was intended to pro-
vide a comprehensive overview of a wide range of trade policy
issues, including conceptual issues, WTO issues, regional trad-
ing blocs, and the impact of globalization on the competitive-
ness of developing Asian countries.

3. Mr. S. B. Chua, Director, Capacity Building, ADB In-
stitute, delivered the opening remarks on behalf of Dr. Masaru
Yoshitomi, Dean, ADB Institute. Chua stressed that interna-
tional trade plays a very important role in economic growth
and stability. Because of this, trade openness is seen almost
universally as a key component of a country’s economic policy
mix for growth and general economic well-being. It is believed
that trade openness has contributed substantially to the remark-
able growth of the industrialized countries as well as that of the
newly industrialized economies in Asia. Experience thus far
suggests that complementary policy measures, at both macro
and sector levels, and institutional strengthening in tandem with
trade openness, are important in the process of accelerating
economic growth and poverty reduction.

4. The WTO seeks to promote a rules-based multilateral trad-
ing system. This initiative is good for developing countries,
since developing countries are heavily represented—about
eighty of its members are developing countries. It is often ar-
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gued, however, that there is room for improving the WTO to
make it work more in the interests of developing countries.
Indeed, much, if not all of the “action” in the area of trade
policy currently revolves around the direct and indirect impacts
of domestic regulatory regimes on international trade and in-
vestment flows. It is thus very important for policymakers in
developing countries now to have a good understanding of the
economic implications of the various standards and regulatory
regimes associated with national and international trade. It is
also important to understand the appropriate institutional set-
ups that are required for their effective implementation.

5. Continuing, he pointed out that the institutional dimen-
sions of trade policy formulation and implementation also have
become increasingly important. As standard trade policy in-
struments such as tariff and quotas become less relevant, the
need to establish and strengthen local institutional capacity
for policy development in new areas becomes increasingly
evident. This includes not only the need for building local
capacity to implement international agreements but also to
assess policy initiatives. Given that the welfare implications
of many of the policies that are now emerging on the interna-
tional negotiating agenda may depend importantly on identi-
fication and consideration of impacts on local stakeholders, it
is very important that the policy mix chosen reflects the as-
sessment of local interests and concerns.

6. WTO-related policy developments and actions must con-
tribute meaningfully to achieving the international develop-
ment target of poverty reduction. Trade therefore must be used
to reduce poverty. While the target of reducing absolute pov-
erty is very challenging, it may be said that, if right policies
are put in place, nationally as well as internationally, it is cer-
tainly achievable. Up till now, trade liberalization has not been
sufficiently inclusive to enable countries to achieve poverty
reduction through a pro-poor growth; in other words, surplus
labor-driven economic growth. There are vexed problems in
both developed (i.e., market access) and developing countries
(i.e., factor content in their exports and domestic policy re-
gimes). Increased export of labor-intensive products such as
those in agriculture and textiles would contribute to helping
the poor. But access to markets for these products is still not
easy or prohibitive due to tariff and non-tariff barriers.

7. Increasingly regional trade or economic groupings have
emerged as a forum for regional trade promotion and economic
cooperation. So far in developing Asia, the volume of intra-
regional trade has been small relative to similar arrangements
in other regions where such regional initiatives exist. The rela-
tive low volume of South and South East Asia’s intra-regional
trade indicates both constraints and opportunities.

Overview of Trade Policy Issues

8. Professor T. N. Srinivasan, Yale University, and ADBI
Visiting Scholar opened the session with an overview on policy
issues in regional and international trade. He said that un-
less there is a perceptible movement toward the start of a new
round of multilateral negotiations, negotiations at bilateral and
regional levels may succeed in irreversibly dividing the world

into different sets of overlapping as well as competing trade
blocs. On the other hand, several problems have become evi-
dent, both with respect to the implementation of commitments
undertaken in the Uruguay Round (UR) agreement (particu-
larly by the developing countries) in areas such as intellectual
property rights, and dissatisfaction with the functioning of
WTO’s decision-making and dispute-settlement processes.

9. Srinivasan pointed out that the UR agreement was unbal-
anced; the developing countries undertook many costly com-
mitments and in return, they obtained only a few commitments
by industrialized countries such as the phasing out of the GATT-
inconsistent Multi-Fibre Agreement (MFA) quotas, and a lim-
ited liberalization of the GATT-inconsistent intervention in
agricultural trade. Indeed, on balance there was virtually no
liberalization of agricultural trade in the UR agreement. While
it is true that the developing countries were given a longer
time to implement their commitments, the UR agreement was
on balance unfavorable to developing countries.

10. There are several reasons for the failure of the WTO’s
Seattle ministerial meeting last year. He said that there was
genuine concern among developing countries that the distinc-
tion between discussions leading to an agenda for negotia-
tions and substantive negotiations on items on the agenda had
become blurred and they justifiably feared that any compro-
mise on their part on issues to be included in the negotiating
agenda would hurt them in the subsequent negotiations. But
in his view, the single most important reason of the failure
was the statement by then President Clinton that trade sanc-
tions could be used to enforce core labor standards, which
ruled out any compromise on the part of developing countries.

11. It is true that there are significant barriers in rich coun-
tries on imports of labor-intensive goods and on immigration
(even on a temporary basis) of skilled and unskilled labor. In
addition, rich countries have used anti-dumping measures
(ADMs) permitted by GATT and others such as voluntary trade
restraints not explicitly outlawed by GATT, and where it suited
their interests took some trade (e.g. textiles and apparel, agri-
culture) out of GATT disciplines altogether. Although the UR
agreement has phased-out MFA and outlawed voluntary trade
restraints, ADMs and immigration barriers still exist.

12. Does this mean that developing countries should avoid
integrating their economies with the world economy and ask
for special and more favorable treatment? The answer accord-
ing to Srinivasan certainly is “no” to both questions. By insu-
lating themselves from the world economy, and still
maintaining high barriers to trade, they would only continue
to hurt themselves without in any way inducing the rich coun-
tries to reduce their barriers. By asking for and receiving spe-
cial and more favorable treatment of limited benefit,
developing countries will merely let the rich get away with
far more costly barriers such as the MFA. He expressed his
reservation that the recent heavily indebted poor countries debt
initiative and duty free access to rich country markets of ex-
ports from 48 least developed countries are of the same char-
acter as special and more favorable treatment. The benefits to
developing countries, if any, would be modest and would be-
come an excuse for rich countries to delay the full opening of
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their markets to exports from all developing countries and
relax their barriers to labor immigration. What is needed is
not special treatment for developing countries, but encour-
agement for them to dismantle their own barriers by the rich
setting an example through eliminating their own barriers.

13. In the discussion following Srinivasan’s presentation, a
participant asked whether it might be advisable for small poor
countries to enter the WTO and to reduce tariffs in light of the
potential damage to the domestic private sector. Srinivasan
pointed out that high tariffs are not beneficial for small poor
countries since they prevent their products from becoming
competitive in the global marketplace. Therefore, reduction
of tariffs can spur their exports by forcing domestic produc-
ers to become more competitive. Accession into WTO requires
negotiation with existing WTO members, which usually de-
mand trade concessions.

14. Some participants inquired whether the rules, regulations
and procedures of the WTO were stacked in favor of devel-
oped countries and against developing countries. Srinivasan
disagreed with this view, noting that there is no systematic
discrimination against developing countries. He did admit,
however, that the high cost of access to the dispute settlement
mechanism imposed a higher relative cost on poor countries.
If anything, the procedures favor developing countries in the
sense that they are granted longer implementation periods. In
response to an inquiry about trade sanctions outside the WTO
dispute settlement mechanism, he noted that WTO rules al-
low these on national security grounds. To protect their inter-
ests more effectively in the context of the evolving WTO
system, least developed countries (LDCs) should strive to in-
crease their share in world trade and to take more coherent
unified positions during negotiations.

15. Srinivasan strongly disagreed with one participant’s view
that regional trading arrangements (RTAs) are a stepping-stone
toward broader trade liberal¡ization. This is possible in theory
but in practice, the evidence indicates that RTAs invariably
complicate and impede global liberalization. In terms of
WTO’s concrete benefits for developing countries, WTO helps
small poor countries because it embodies a rule-based sys-
tem. Also, it has helped to increase LDCs’ manufactured ex-
ports, although the gains among LDCs are uneven due to
differing supply-side capabilities. In response to a query about
whether a new trade round is advisable, Srinivasan noted that
there are both pro and con arguments. In the absence of new
initiatives, however, there was a danger that protectionists
could gain ground, especially in developed countries.

16. Srinivasan emphasized that LDCs should undertake trade
liberalization not as bargaining chips in negotiations with de-
veloped countries, but because it is in their own interests. He
reiterated his strong belief that “open regionalism” is not a
constructive way forward for trade liberalization because re-
gionalism almost inevitably gets in the way of broader global
openness.

17. Professor Junichi Goto, Kobe University, spoke on
FTAs and their economic implications with reference to
Asia. Goto said that in contrast to Europe and the Americas,
attempts to form free trading arrangements (FTAs) in Asia

have been limited until recently. While Indonesia, Malaysia,
Philippines, Singapore and Thailand were united as members
under the Association of South East Asian Nations (ASEAN)
in 1967, ASEAN had started out as an anti-communist politi-
cal association rather than as an economic bloc. However, in
the 1990s, attempts to form economic unions gathered strength
in Asia, too. In 1990, the prime minister of Malaysia advo-
cated that Asian countries, including Japan, should be united
into their own economic bloc, the East Asian Economic Cau-
cus (EAEC). Other attempts include ASEAN-FTA in trade,
Chiang Mai Initiative of ASEAN+3 in financial cooperation,
and Asia Pacific Economic Cooperation  forum (APEC) in a
wide range of economic cooperation.

18. Goto then discussed the simulated economic impacts of
six different configurations of the world economy, drawing on
a study by Goto and Hamada (1999). He pointed out that the
present two-bloc world (EU and NAFTA) is not likely to be
sustained because it invites a substantial adverse reaction from
Asian countries, whose welfare has declined dramatically due
to the formation of the two blocs. Thus, Asian countries will
continue to attempt to form a FTA for themselves. However,
the formation of an exclusive Asian bloc like EAEC is also
unlikely because of the strong opposition by the United States.
In contrast to the EAEC, the APEC free trade area seems much
more feasible because it contains a large part of the world
economy and substantially increases the welfare of the mem-
bers including the United States and Japan. In view of these,
APEC seems to be, incentive-wise, a more promising or realis-
tic organization for the near future in spite of its diversity of
interests that sometimes conflict with each other.

19. In the discussion following Goto’s presentation, one par-
ticipant expressed concern that preferential trading arrange-
ments and the associated preferential rules of origin hindered
multilateral trade liberalization. Another participant expressed
pessimism about the future of FTAs and their negative impact
on global free trade. It was also suggested that since regional
FTAs benefit insiders at the expense of outsiders, it might be
worthwhile to consider compensation mechanisms such as
income transfers for outsiders. Placing too many items on the
sensitive or exclusion list greatly reduces the effectiveness of
regional FTAs. Such lists usually reflect protectionist pres-
sures from domestic producers.

20. In response to comments about the desirability of glo-
balization relative to regionalism and the means to move away
from regionalism toward globalization, Goto stated that the
evolution of WTO, which has much stronger enforcement
powers than GATT, provides some cause for optimism. He
agreed that exclusion lists for sensitive items are pernicious
means of protectionism, but those lists merely reflect rather
than obstruct liberalization. Rules of origin are essential for
FTAs but, as Srinivasan pointed out earlier, they are detri-
mental to multilateral trade liberalization.

21. In the discussions, a participant pointed out that the re-
cent increase in intra-Asian trade is deceptive because a large
part of it represents trade in inputs or components. As such,
Asia still depends more heavily on non-Asian developed
economies that consume the final products, especially the
United States, than the surge in intra-Asian trade implies. In
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terms of regional economic integration, this means that the
large and growing intra-Asian trade per se may not necessar-
ily be supportive of an East Asian FTA. Goto agreed with this
assessment, and noted that this is indeed an important caveat.

22. Prof. John Weiss, University of Bradford, (and from
midyear, ADBI Director for Research) spoke on the issues
related to the international competitiveness of Asian export-
ers. He started by explaining how countries can best progress
up the ladder of comparative advantage toward more skill-
and technology-intensive products. This relates both to coun-
tries at the bottom, starting with modest resource-based ad-
vantages, as well as to those nearer the top, whose problem is
to retain their advantage in a dynamic highly competitive seg-
ment of the global market. Relevant here is the question of
how far the East Asian trade model as exemplified by the Japa-
nese, Korean and Taipei,China experiences retains a relevance
today for the follower countries such as Cambodia, Viet Nam
or Bangladesh, whose current advantages lie in resource-based
or low technology goods.

23. The East Asian model followed a combination of home
market protection and export orientation and relied heavily
on bureaucratic skills to promote and create successful do-
mestic firms. Two doubts are always raised about the relevance
of this experience today. First, is the feasibility of replicating
such interventionist experience elsewhere? Can one assume
that a developmental state could work as effectively today in
countries like Cambodia, Viet Nam or Bangladesh as it did
thirty or forty years ago in Korea or Taipei,China? Even if the
answer to this is positive, and many would dispute that it is,
the second argument is that the international trading system
is now very different. The progression of the GATT into the
WTO and the acceptance of most countries of WTO rules
have had profound implications for future trade and indus-
trial policy. Promotion and protection of domestic produc-
tion of the type practiced in the East Asian model now
contravenes WTO rules and would invite serious retaliation
in terms of limitations on market access.

24. Weiss pointed out that acquisition, assimilation and de-
velopment of technology is widely accepted as critical to pro-
gression along the comparative advantage ladder. However,
if an interventionist industrial policy that encouraged and nur-
tured successful domestic firms is largely a thing of the past,
there are probably insuperable limitations on an autonomous
industrial strategy that attempts to develop a complex tech-
nological base around local firms. Hence, the alternative must
be to recognize the possibilities created by the current wave
of globalization and the activities of trans-national corpora-
tions (TNCs) and to rely heavily on such firms for the trans-
fer and assimilation of foreign technology.

25. Alternative postures on TNCs’ activity have, however,
been identified—one a passive and the other an active ap-
proach. The former strategy requires a sound macro environ-
ment, established property rights and good supporting
infrastructure. The latter requires all of these plus skill and
education development and encouragement of local research
and development. The policy choice is how best to direct the
process of globalization to ensure that a sound technological
base can be established through TNC activity. Countries that
fail to rise to this challenge risk marginalization in world trade,

which is a fate that has befallen many poor countries princi-
pally, but not exclusively, in sub-Saharan Africa.

26. In the discussions following Weiss’s presentation, a ques-
tion was raised on the possibility of leapfrogging the differ-
ent stages of comparative advantage. For example, India was
leapfrogging straight into high-tech services without devel-
oping a significant comparative advantage in manufacturing.
Weiss agreed that in principle it is possible to leapfrog but
given the low share of high-tech products in India’s manufac-
turing exports, it is uncertain whether India has leapfrogged—
although it is true that India’s exports of high-tech services
have grown significantly. Ireland was perhaps a more clear-
cut example of successful leapfrogging.

27. Weiss also fully agreed with one participant’s observation
that among developing countries, political stability and infra-
structure (e.g. transportation and banking systems) are impor-
tant sources of comparative locational advantage. The success
of Asia relative to Africa highlights the importance of political
stability. Infrastructure has a big impact on productivity and
unit labor costs. In response to another participant’s inquiry
about whether East Asian-style interventionism to boost ex-
ports is replicable in other areas of the world, Weiss stated that
it is doubtful whether they can be replicated due to today’s vastly
different external trading environment.

28. Mr. Tan Song Chuan, President, International Trade
Institute of Singapore, gave a dinner speech on the Impact
of Changes in International Trade Scenario. Tan began his
speech by noting that recent rapid technological advances and
globalization are a double-edged sword as they present un-
precedented trade opportunities as well as increased compe-
tition. Globalization means that traders, manufacturers, and
suppliers will not confine their activities in their own coun-
tries. This also means that governments must ensure that their
countries are business friendly to attract investors.

29. He said that in Singapore trade promotion took low prior-
ity in the early days of industrialization. It was only in the mid-
1970s, when small and medium enterprises (SMEs), which had
difficulties in exporting, began to lobby for a trade promotion
organization, that Singapore started to address trade promotion
issues. It took Singapore many years to look for a suitable model
because different business sectors have different expectations.
A decision was taken in the mid-1970s to transform the then
Trade Division, which was functioning more as a regulatory
body, into the Department of Trade and finally into the Trade
Development Board (TDB). This evolution took more than fif-
teen years in its development. Its long history has helped ensure
that the TDB would really serve the needs of all sectors of the
business community. Singapore adopted a holistic and integrated
approach because trade promotion by itself is not effective.
Singapore had to build and strengthen its trade development
infrastructure to better service the private sector. As international
developments impact on trade, Singapore also has to participate
actively in international, regional and bilateral meetings as well
as negotiations. Singapore also reoriented its trade policy from
an inward to an outward-oriented approach to make best use of
its resources and locational advantages.

30. This approach served Singapore well during the two cri-
ses, namely, the oil crisis of 1985 and the 1997/98 Asian finan-
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cial crisis. Singapore was able to overcome the various prob-
lems within two years of each crisis. Now, with globalization
coupled to new technological advances, Singapore again has
decided to make two major strategic shifts. One shift is to adopt
a sectoral focus to develop services and manufacturing as the
twin engines of economic growth, with the aim of developing
Singapore as a premier service hub in Asia with a global orien-
tation. The other shift is to deepen regionalization while mov-
ing toward globalization. Singapore not only hopes to increase
trade with ASEAN countries, which accounts for 25 percent of
its total trade, but also to stimulate intra-East Asian trade, which
has been growing rapidly and now accounts for more than half
of the total East Asian trade. Singapore hopes that its FTA ini-
tiatives with New Zealand, Japan, the United States, and Aus-
tralia would serve as a catalyst for wider liberalization. Last but
not least, Singapore is also strengthening its economic relations
with the People’s Republic of China and India. In his speech,
Tan also stressed that one key success factor in Singapore’s eco-
nomic development is political will at all levels.

WTO-Related Issues

31. Mr. John Wilson, Lead Economist, World Bank, spoke
on trade facilitation, technical regulations and the ensu-
ing development challenge. There are voluntary standards
as well as mandatory technical regulations that involve test-
ing, certification and accreditation. Technical and regulatory
barriers to trade are not well-defined because it is difficult to
determine whether a standard is protectionist or not. Stan-
dards entail both benefits, such as quality and interoperability,
and costs, such as those associated with duplication and har-
monization. The empirical evidence as to the magnitude of
costs and benefits of standards are scanty and unclear.

32. Wilson indicated that technical barriers matter because they
attract strong business interest and they represent an attractive
mode of protection, especially in the post-WTO environment
of lower tariff rates. The major principles of the UR Technical
Barriers to Trade (TBT) Agreement include blocking unneces-
sary obstacles to trade, non-discrimination, harmonization,
equivalence of regulations, mutual recognition, transparency
and notification, and dispute settlement. TBT agreement marks
a promising first step to reduce technical and regulatory barri-
ers to trade. In addition to technical assistance, another way to
help developing countries set forth in the TBT agreement is to
grant them special and differential treatment. Examples of tech-
nical and regulatory barriers to trade include testing and in-
spection requirements, labeling and certification.

33. Important development considerations include the high
cost of satisfying international standards/harmonization, the
mode of mutual recognition agreements, and implementation
costs. Implementation costs pertain to international standards,
notification and physical infrastructure. There was little in-
terest in opening up TBT negotiations at Seattle among both
developed and developing countries. However, some LDCs
vocally expressed their concern about the implementation
costs of TBT. The current focus at WTO is to provide imple-
mentation assistance for developing countries. Fortunately,
at various international forums, assisting developing coun-
tries to implement their TBT commitments is increasingly on
the agenda. Better data and analysis, as well as a more coor-

dinated approach and funding among multilateral institutions,
is needed to help LDCs in this area.

34. In the discussions following Wilson’s presentation, a
participant pointed out that although multilateral institutions
provide assistance for TBT implementation, it is the LDCs
themselves who end up paying unless the assistance involves
concessional lending. Developed country producers have a
strong incentive to exploit standards as a protectionist tool. In
response to a participant’s inquiry about whether TBT facili-
tates trade, Wilson replied that TBT facilitates trade in the
broader sense of trade facilitation rather than in the narrow
sense of WTO and customs.

35. In response to another inquiry, Wilson pointed out that
voluntary standards are very important for promoting LDC
exports, especially in the context of product quality standards
in a world of rapid technological change. Another participant
noted that the cost of standardization is a major issue for LDCs
and in practice, there has not been much financial assistance
in this area from multilateral institutions. He said that there
were enormous obstacles to harmonization of technical stan-
dards, and the WTO should focus instead on preventing costly
duplicative testing and certification.

36. Dr. Linda Low, Associate Professor, National Univer-
sity of Singapore, gave a presentation on the issues and views
on trade in services. She explained the nature, scope and
measurement of trade in services and impediments to this
trade. With the growing importance of the service sector and
service trade in many Asian and Pacific economies, develop-
ing countries can no longer be passive bystanders in both WTO
and GATS. The ASEAN Framework Agreement on Services
(AFAS) is an important and timely effort in view of new mem-
bers’ awakening interests in services. Unlike other sub-regional
agreements in APEC, AFAS uses the positive-list approach
like GATS. The NAFTA model is, however, possibly a better
model for developing countries. The AFAS is also facing some
difficulty in choosing among the four approaches proposed
by the ASEAN Secretariat to replace the current request-and-
offer approach. The ultimate decision is more a political rather
than a technical one.

37. Timing is both the essence and problem of pushing trade
liberalization in GATS and AFAS decisively. The Asian fi-
nancial crisis and the ensuing difficulties of affected ASEAN
economies constitute bad timing. It is not that trade liberal-
ization is bad for recovery, in fact, it is imperative for pro-
moting exports and employment growth. But more urgent
problems distract resources, time and political commitment.
Timing is also crucial in respect of new ASEAN members
being apprised of their commitments in AFAS. The AFAS
would help all ASEAN members to prepare ahead of GATS
resuming in 2003 if the Qatar round comes to fruition. Other
developing countries should not miss the opportunity to take
a stronger international profile in growing areas of concern
and GATS is certainly one of them.

38. In terms of key messages to developing countries, LDCs
are less competitive and less specialized in services compared
to the industrialized economies and Singapore and Hong Kong,
China. But with the rising significance of trade in services in
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their growing economies and GATS and other separate ser-
vice agreements moving forward, they have to grasp the im-
pact and issues in service trade liberalization. In the final
analysis, free trade is the first best policy in the long run.
Developing countries should leverage on the strengths of de-
veloped economies with strong service sectors (i.e. Singapore
and Hong Kong, China) to exert some influence and direction
in GATS policy and formulation.

39. In the open discussions, one participant questioned
whether national treatment for importing services is still valid
in the context of invoking safeguards or emergency import
restrictions during balance-of-payments difficulties. That is,
should foreign firms operating domestically be subject to more
stringent restrictions on service imports than domestic firms
to help address severe current account imbalances? Low re-
sponded that such discrimination against foreign firms could
well have negative long-term repercussions in terms of dis-
couraging foreign investment. Another participant pointed out
that balance of payments is a macroeconomic issue and as
such, trade policy instruments such as safeguards are, in prin-
ciple, unsuitable. Furthermore, whether it is possible to ex-
tend the concept of safeguards from goods to services depends
critically on the delivery mode for the service.

40. Wilson, in his second presentation spoke on agricultural
trade and the WTO agenda. Trends in agricultural trade in
the past ten years have been quite heterogeneous across devel-
oping regions. Though slowly declining for the past ten years,
shares of agriculture in GDP is still high in East Asia, South
Asia and Pacific developing countries. Shares of rural popula-
tion are still high among Asian countries. Trade reform in their
export partners, particularly the OECD countries, will affect a
significant share of population in these countries, resulting in
rural poverty alleviation. The East Asia and Pacific region in-
cludes a significant number of net agricultural exporters. India
and Sri Lanka among South Asian countries are net agricultural
exporters that play a dominant role in the region’s exports.

41. Trade liberalization is expected to benefit these net ex-
porter countries, particularly those that are highly open to
trade. It is anticipated that they will support liberalization.
India’s agricultural exports have penetrated the South Asian
market and hence domestic policies in its regional partners
will be an issue of priority. Seven out of nine WTO observers
among the DMCs are net agricultural importing countries.
They are expected to be more cautious about trade reforms
whose benefits in relation to costs are unclear.

42. What is also important but often neglected is a country’s
pattern of specialization between domestic supply and export.
An analysis of allocation of production resources such as la-
bor indicates a great divergence among the DMCs. For ex-
ample, Thailand is highly specialized in export, and hence
the impact of trade reform, particularly reforms in its export-
ing partners, can have important implications for its exports.
Countries whose production is directed mainly to domestic
production tend to be more sensitive to change in domestic
support programs. Therefore, positions toward the WTO ne-
gotiations can be different even among net exporters.

43. The impact of reform in sanitary and phytosanitary stan-
dards (SPS) on net food exporters and importers is more com-

plex than other trade reforms. SPS measures can be ‘trade-
promoting’ by increasing product quality and safety or by cor-
recting market failures that are caused by lack of quality and
safety information. These standards can also be ‘trade-restric-
tive’ if they serve to increase rejection at the border and raise
costs for compliance to serve only domestic protection. Trade
liberalization can occur through harmonization of standards.
If the ‘trade-promoting’ function of SPS measures dominates,
then an SPS reform agenda in export partners tends to ad-
versely affect net exporters. An SPS reform measure in the
home country can also negatively affect net exporters. If the
latter function dominates, then reforms tend to benefit net ex-
porters by reducing barriers.

44. In sum, trade liberalization can potentially benefit all
participants but consideration of heterogeneous characteris-
tics such as net trade position, openness, and specialization
patterns is necessary for successful reforms. Special atten-
tion is necessary to those who may bear the costs of reforms
during the transition in order to generate the type of consen-
sus necessary for the agricultural negotiations to succeed.

45. In the discussions, one participant noted that the devel-
oping countries’ share of global trade in agriculture has re-
mained stagnant in the post-Uruguay Round period, and their
agricultural exports to the EU and Japan have declined slightly.
Given the fact that millions of people in LDCs depend on ag-
riculture for their livelihood, the participant wondered whether
some degree of protection is warranted for LDC agriculture.
Wilson responded that it is still very much in the long-run in-
terest of LDCs to support a more liberalized regime in agri-
cultural trade. Looking ahead, it might be advisable for LDCs
to push agriculture as a major agenda in broader negotiations,
such as in a new trade round. In the long-run, protectionist
agricultural regimes do not succeed in protecting the rural poor.

46. Given the enormous amount of government subsidies for
agriculture in LDCs, including price support programs, and
the severe degree of distortion and inefficiency such programs
entail, LDCs have no choice but to phase out such subsidies
over time. It was also noted that the high degree of agricul-
tural heterogeneity among LDCs, with net food importers and
food exporters, it is difficult for LDCs to forge common posi-
tions in international negotiations.

47. Another participant pointed out that the lack of interna-
tional SPS for some agricultural products constitutes a seri-
ous obstacle to market access for LDC agricultural exports.
For example, Thailand was recently involved in a trade dis-
pute over poultry with Australia but could not effectively bring
the case to WTO due to the absence of international stan-
dards. Wilson agreed with the need for the international agen-
cies in charge, such as CODEX, to formulate international
standards. In response to a participant’s comment, Wilson said
that genetically modified (GM) foods should be labeled, but
not necessarily in a negative, judgmental way. In his opinion,
there is simply no scientific evidence to warrant banning GM.
He also felt that LDC food security needs to be systemati-
cally addressed and that financial assistance from international
financial institutions could play a major role in this area.

48. A major outcome of the Uruguay Round multilateral
trade negotiations concluded in August 1994 was the Agree-
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ment on Textiles and Clothing (ATC) under which the devel-
oped countries agreed to abolish the MFA quotas with a view
to bringing textile and clothing trade under multilateral disci-
pline. Dr. Prema-Chandra Athukorala, Australian National
University, gave a presentation on textile and clothing ex-
ports from Asian developing countries under the UR and
beyond.

49. He indicated that the actual extent of market opening to
be achieved under the ACT is likely to fall short of the origi-
nal expectations. The ATC allows the industrial countries to
delay the removal of the bulk of MFA-sanctioned import quo-
tas until 2005. Even then, these countries have the ability to
make use of safeguard provisions of the agreement to “water
down” promised liberalization if they choose to do so. There
are also indications that industrial countries are likely to rely
increasingly on anti-dumping provisions as a new form of
protection following the abolition of MFA quotas.

50. Despite these limitations, ATC does provide for far-reach-
ing changes to protectionism in this product area than realis-
tically could have been anticipated before the negotiations
began. Put simply, the ATC is more important for its potential
effect on future trade liberalization under the WTO mecha-
nism, rather than for its achievements during the implemen-
tation of the UR. Despite inevitable short-run adjustment
problems that may be created for some developing countries,
the abolition of MFA quota regime is important for the effec-
tive integration of developing countries into a rule-based world
trading system. Thus they should make every effort though
active engagement in multilateral trade negotiation to see that
industrial countries honor their commitments under the ATC.

51. At the same time these countries should prepare them-
selves for facing competitive market conditions in the post-
MFA era through speeding up of trade and investment
liberalization reforms and other market-oriented reforms. The
recommendation by some economists to develop domestic
input linkages of clothing industry through direct government
intervention to prepare for MFA phase-out is based on a mis-
reading of the East Asian experience. Domestic input link-
ages of clothing industry should come naturally as part of
successful export expansion. Policy intervention to forge pre-
mature linkages can be counterproductive.

52. It was also indicated that taking advantage of a more lib-
eral trade regime for textiles and clothing under ATC required
improving labor productivity and competitiveness. Backward
linkages are desirable if they are the result of market forces.
Backward linkages that are arbitrarily and prematurely fostered
by the government are often inefficient and do not generate
economy-wide benefits. If properly implemented, ATC is clearly
beneficial for LDCs and will help surplus labor economies
embark upon export-led industrialization. The experiences of
Korea and Taipei,China support this view.

53. Mr. Amit Dasgupta, South Asian Association for Re-
gional Cooperation (SAARC) Secretariat, spoke on WTO
and Related Issues. He began his presentation by noting that
the poorer countries ended up feeling isolated and left out at
the Seattle Ministerial Meeting. As a result, a sense of disen-
chantment, uneasiness and fear characterized developing coun-

try perceptions of the multilateral trading system. The SAARC
comprises Bangladesh, Bhutan, India, the Maldives, Nepal,
Pakistan and Sri Lanka. The region is diverse and heteroge-
neous, and among the poorest in the world. Two countries are
not yet members of the WTO (i.e. Bhutan and Nepal), though
both are in the process of accession. At the time of the Seattle
Ministerial Meeting and its build-up in Geneva, there was gen-
eral agreement among SAARC members and other develop-
ing countries that the UR negotiations were unbalanced, in
that they imposed significant obligations on the South with-
out providing either sufficient rights or effective access to the
markets in the North. This common feeling resulted in a Joint
Statement issued by SAARC Commerce Ministers in the
Maldives prior to the Seattle Conference.

54. The growing sense of marginalization within the WTO
among SAARC members and other poor countries is so strong
that there is a clear need for a new positive agenda. Devel-
oped countries need to win the confidence of the developing
world by appreciating the concerns and the fears of the devel-
oping countries. Issues such as technology transfer, invest-
ment, capacity building, etc, need to be addressed with vigor.
Developed countries need to recognize that without equal par-
ticipation of each member, the WTO cannot function. Devel-
oping countries need to recognize that reversal to closed-door
economic policies would only harm their own economies.

55. In response to an inquiry about whether it is meaningful
to talk about a joint SAARC perspective given the great deal
of heterogeneity and different interests among members,
Dasgupta answered that there was enough common ground
among members in many areas although there were some ar-
eas of disagreement as well (such as the attitude toward the
phase-out of MFA). What is important for the members is to
continue negotiations in search of common positions. It was
noted that most developing countries felt that working on the
implementation of existing agreements was a more urgent task
than embarking upon a new trade round at the upcoming min-
isterial in Qatar later this year. Implementation progress has
been slow and uneven in many areas. For example, the phase-
out of MFA and market access to developed countries.

56. Mr. Edwini Kessie, Counsellor, World Trade Organi-
zation, explained WTO dispute settlement—policies, pro-
cedures and practice to the workshop participants. A major
difference and improvement between the WTO system and its
predecessor, the GATT, is that the former has significantly stron-
ger enforcement powers, especially in terms of settling disputes
among member countries. Dispute settlement in the WTO is a
mechanism aimed at securing compliance with the agreements.
As such, it is a central element in providing security to the
multilateral trading system. It entails detailed procedures, au-
tomatic proceedings, well-defined deadlines, and implementa-
tion aimed at securing conformity of measures. WTO dispute
settlement is an integrated system that applies to all multilat-
eral agreements, provides a single set of rules for all disputes,
and only a few specific rules in some agreements.

57. In terms of WTO’s organizational structure, under the
ministerial conference, there is a trade policy review body,
general council and dispute settlement body (DSB), which is
the body responsible for settling disputes. The main stages of
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dispute settlement are: (i) consultation phase, (ii) panel and
appellate body review, (iii) adoption of the report by the DSB,
and (iv) implementation. Requests for consultations must iden-
tify the measures and the legal basis for the complaint. The
request is notified to DSB and circulated to all members. Con-
sultations are confidential and between the members con-
cerned, and must accord sympathetic consideration and
adequate opportunity for dialogue. In some instances, other
members can be requested to join the consultations. In many
cases, disputes have been resolved at the consultation stage,
without further proceedings.

58. The request for setting up a panel involves identifying the
specific measures at issue and providing a brief summary of
the legal basis of the problem sufficient to present the problem
clearly. The panel consists of well-qualified government and/
or non-government individuals. When feasible, a single panel
can examine more than one request relating to the same matter.
The final panel reports must be adopted by reverse consensus
within 60 days of circulation, except if it is appealed. There is
a standing appellate body, which handles appellate review. It
can uphold, modify or reverse the legal findings and conclu-
sions of the panel. The appellate body’s report must be adopted
by reverse consensus within 30 days of circulation.

59. In terms of implementation, within 30 days of adoption of
a report, the member concerned must inform DSB of its inten-
tions in respect of implementation of the recommendations and
rulings. The implementation is either proposed by member and
approved by DSB, mutually agreed by the parties, or deter-
mined through arbitration. DSB conducts surveillance of imple-
mentation, issuing status reports. If the member fails to bring
measure into conformity within reasonable period of time, tem-
porary measures such as compensation or suspension of con-
cessions (i.e. retaliation) may be imposed. Specific provisions
for developing countries within the dispute settlement system
pertain to composition of panels, consultation, and panel pro-
cedures. Specific provisions for the LDCs aim to give particu-
lar consideration to their special situation, and restraint in asking
for compensation and seeking to suspend concessions.

60. In the open discussion, a participant noted that at present,
enforcement depends on moral obligation and responsibility.
He wondered whether it would be feasible to introduce a more
binding and effective enforcement mechanism. Kessie agreed
that a stronger enforcement mechanism is desirable in principle
but in practice, giving the WTO more enforcement power runs
into national sovereignty problems, and most countries are not
yet ready to cede more sovereignty to the WTO to the extent of
granting it effective enforcement powers. However, most coun-
tries, including the EU and the U.S., have a stake in the success
of the WTO system and realize the central importance of rule-
based procedures in the multilateral trading system. As such, it
is in their self-interest to abide by the WTO decisions.

61. It was observed that although the WTO is theoretically
beneficial for developing countries because it provides them
with a rule-based system, in practice the high cost of using
the dispute settlement system prevented many poor countries
from taking full advantage of the WTO system. Kessie re-
sponded that developed countries are paying for most of the
WTO budget. However, proposals to provide direct financial

assistance to developing countries for dispute settlement have
not been realized due to opposition by developed countries.

62. Dr. R. B. Adhikari, ADB Institute, made a presenta-
tion on trade openness, growth and poverty reduction. He
started by noting that economic growth is a necessary condi-
tion for reducing poverty. Trade openness is useful for accel-
erating growth and also generally for poverty reduction as it
may lead to enhancing returns to the main assets of the poor.
However, country and location or time specific factors or needs
may alter the combination of policy measures as well as out-
comes as there does not appear to be a universally acceptable
or appropriate model of poverty reduction for all developing
countries and for all times.

63. Benefits arising from trade policy reform may vary de-
pending upon the type and extent of the reform and country
specific situations. It may also be noted that trade policy re-
forms could hurt the poor in the short run owing to some un-
avoidable costs during the adjustment period in the form of
losses of job, traditional businesses, subsidies and reduction
in public investment in social and infrastructure sectors. How-
ever, there is a dearth of empirical evidence on the likely ad-
justment or turnaround time and costs subsequent to trade
policy reform. Proper sequencing and careful timing of the
reform process and sufficient provision for the mitigation of
social costs will be necessary.

64. It should also be noted that trade policy reform is only
one of several important policy variables which can be benefi-
cial for poverty reduction. It works more effectively where the
reform is comprehensive, markets are liberal and functioning
and institutions are sufficiently market friendly. Since poverty
reduction issues are multifaceted, they should be addressed
systematically under a framework of an overall development
strategy of the country concerned and coordinated in a com-
prehensive, cohesive and integrated manner. It may be said as a
way forward that national governments should at least start with
removing those policy measures, institutions and practices that
hurt the poor most. Similarly, the global trading environment
could be made more favorably disposed towards the poor.

65. In the discussions, a participant pointed out that accord-
ingly to Bangladesh’s experience, trade liberalization had pro-
duced mixed results at best. In particular, although
theoretically, greater trade openness promotes foreign invest-
ment and this, in turn, fuels output and employment growth
in the industrial sector, there are many other factors that de-
termine the size of foreign investment inflows. In Bangladesh,
unfortunately, FDI has been disappointingly limited despite
the country’s liberal policies toward FDI. The participant also
highlighted the need to be cautious about foreign portfolio
inflows in light of their volatility. Furthermore, in Bangladesh
structural rigidities and supply-side bottlenecks prevented the
reallocation of resources associated with trade liberalization.
It is also likely that the reduction in government revenues due
to the reduction in import tariffs will have a seriously nega-
tive impact on development expenditures.

66. Adhikari noted that employment loss is likely in the ini-
tial stages of liberalization, especially in the inefficient sec-
tors of the economy. However, such short-run adjustment costs
are not valid arguments against liberalization because the
overall balance of evidence indicates that liberalization is
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beneficial. Furthermore, the stylized evidence strongly sug-
gests that countries that have undertaken liberalization ear-
lier (e.g. East Asia) have performed much better than countries
that have done so only later (e.g. South Asia). In the case of
Bangladesh also, the growth of investment, employment and
exports of the garment industry is a good example of the posi-
tive outcome of trade liberalization. Bangladesh’s lack of suc-
cess in attracting foreign investment was due to poor
infrastructure and other structural problems, so this lack of
success is not an argument against liberalization.

67. Another participant noted that openness promotes
growth, but expressed some skepticism as to whether open-
ness also reduces poverty. Adhikari responded that economic
growth expands income and thereby social spending and this
has a positive impact on the poor. Furthermore, workers in
affected sectors (e.g. traditional agriculture) can move on to
new opportunities in the modern manufacturing and service
sectors that open up as a result of liberalization. Finally, the
alternative of non-liberalization will make poverty even worse
by slowing down economic growth.

68. Moreover, it was pointed out that tariff reduction not only
improves resource allocation but also reduces incentives for rent-
seeking behavior and corruption. Although tariff reduction may
result in revenue losses for the government, tariffs are an ineffi-
cient way of raising revenue. Tariff reduction also pushes devel-
oping country governments to broaden their tax bases.

Regional Trading Arrangements

69. Dr. Saman Kelegama, Executive Director, Institute of
Policy Studies, Sri Lanka, made a presentation on the prob-
lems and prospects of the regional economic groupings in the
Indian Ocean Rim. Kelegama analyzed four regional associa-
tions in the in the Indian Ocean Rim region: the Bangkok Agree-
ment (BA); SAARC; Bangladesh, India, Myanmar, Sri Lanka
and Thailand Economic Cooperation (BIMSTEC); and the In-
dian Ocean Rim Area Regional Cooperation (IOR-ARC). BA
and SAARC are preferential trading arrangements (PTAs). The
BA did not produce the desired results due to inherent short-
comings in the Agreement and the ineffectiveness of the prefer-
ential system, inter alia, (i) exclusion of non-tariff barriers from
the preferences, (ii) low product coverage by the preferential
tariffs, and (iii) low preferential margins. Moreover, the PTA
was not combined with direct measures for sector level coopera-
tion. And above all, there was no ‘political will’ to ensure its
success. The PTA of the SAARC suffered from the same prob-
lems as the BA, but the main impediment was the political prob-
lems between the two major countries, India and Pakistan.

70. BIMSTEC (formed in 1997) is a sector level coopera-
tion arrangement, but has announced its intention of moving
to a PTA in the future. Although the BIMSTEC emphasizes
sectoral cooperation, for these to be effective in the absence
of a PTA, there has to be a high degree of commitment to the
regional group by member countries, harmonization of stan-
dards, and an institutional framework. All these requirements
are lacking in the BIMSTEC at present. BIMSTEC could have
become a PTA if Thailand and Myanmar joined the BA but
regional geopolitics and commitment to ASEAN have pre-
vented this process. Surprisingly, BIMSTEC is considering a
new PTA when a mechanism already exists under the BA.

71. The IOR-ARC came into being in 1997. It is experiment-
ing with open regionalism for strengthening economic inte-
gration in the region. The validity of open regionalism framework
for IOR-ARC was questioned given the initial conditions in the
region and the level of development of the member countries. It
was argued that open regionalism as practiced by APEC has
little relevance for IOR-ARC, and open regionalism could be
put into practice only partially in the region. It was argued that
IOR-ARC should adhere to the WTO time- table of trade liber-
alization and focus more on non-controversial areas of open
regionalism, viz., trade and investment facilitation, economic
and technical cooperation, and maintaining a trade and invest-
ment dialogue. A stronger institutional framework to overlook
the implementation of the agreed proposals in these areas of
open regionalism will be necessary if IOR-ARC is to strengthen
economic integration and achieve some results. It could be stated
on the basis of the analysis that in the modern day world, in
contrast to the prior era of sailing vessels, the sharing of Indian
Ocean waters may have less relevance for effective economic
integration.

72. In the discussion after Kelegama’s presentation, one par-
ticipant expressed a deep sense of pessimism over the prolif-
eration of regional economic groupings in the IOR region.
All the groupings have been disappointing in terms of sub-
stance and results, and yet it seemed that there were ever more
such groupings. Kelegama fully agreed that there were more
and more regional organizations with no vision or purpose.
More concrete directions are needed to achieve positive mean-
ingful results. But building a consensus for a meaningful
agenda requires difficult negotiations, especially as the mem-
bership expands.

73. A question was raised as to why South Asia and South-
east Asia were unable to achieve or even attempt integration
despite their geographical proximity and the large potential eco-
nomic benefits of such an integration. Kalegama replied that
India and Sri Lanka were invited to join the ASEAN at its in-
ception in 1967 but geopolitical reasons prevented them from
doing so. After opening up their economies in the 1990s, South
Asian economies wanted to join ASEAN but their interest was
not reciprocated by ASEAN. At the moment, there is only a
dialogue between South Asian countries and ASEAN. South
Asian countries expected BIMSTIC to be their bridge into
Southeast Asia, but BIMSTIC has not turned out to be active.
Southeast Asian economies are generally not enthusiastic about
closer economic integration with South Asian economies.

74. In response to another question whether the presence of a
dominant partner (i.e. a large economy) might help push re-
gional integration, Kelegama agreed. A dominant partner serves
as a catalyst for integration and provides the necessary momen-
tum. For example, the active interest of the U.S. and Japan has
been instrumental in pushing APEC forward. Likewise, the ini-
tial leadership of India, Australia and South Africa provided the
initial momentum for IOR-ARC, and the recent waning of their
interest has sharply slowed down the initiative. In response to a
participant’s observation that bilateral trade in South Asia has
been almost as disappointing as RTAs, Kalegama countered that
bilateral developments have been much more promising. For
example, trade between India and Sri Lanka has grown sub-
stantially and yields some tangible benefits, such as inexpen-
sive Indian pharmaceutical drugs for Sri Lankan consumers.
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75. Mr. Akio Ikemori, Ministry of Economy, Trade and
Industry, Japan, made a presentation on free trade agree-
ments (FTAs) in Asia. Ikemori started his presentation by
describing changes in the external environment facing Japa-
nese trade policy. He then explained the alternative mode for
trade liberalization in the midst of uncertainty and sluggish
progress in achieving the multilateral trading system.

76. The primary alternative mode is strategic trade regional-
ism. More precisely, many countries are pursuing strategic
FTAs with other countries in the same region. As of June 2000,
there were 107 intra-regional FTAs as opposed to only 6 in-
ter-regional FTAs. Although Europe accounts for the vast
majority of FTAs, FTAs are also growing in significance in
other parts of the world. There were eight FTAs within the
Asia-Pacific region. A survey of the agenda items covered by
a few major FTAs reveals that the most common items are
tariff elimination, rules of origin principles, services, dispute
settlement, safeguard measures, general exceptions, govern-
ment procurement, intellectual property rights, and tariff evalu-
ation and customs procedures. Other widely covered items
include banning of quantitative restrictions, anti-dumping and
countervailing duties, investment, competition, and
phytosanitation. Ikemori then went on to discuss the costs
and benefits of FTAs, including static as well as dynamic.

77. Ikemori said that Japan hopes to use a multi-layered trade
policy to promote its international trade. Japan will continue
to rely to the extent possible on the WTO system, especially
its dispute settlement system, which is based on multilateral
principles and procedures. But at the same time, Japan also
hopes to take advantage of regional frameworks when deal-
ing with countries in the Asia-Pacific region as well as bilat-
eral frameworks with its individual trading partners. One
important reason for pursuing regionalism and bilateralism is
that in some important areas, such as e-commerce, there is
yet no multilateral system.

78. A prime example of Japan’s renewed interest in bilater-
alism is its on-going pursuit of an FTA with Singapore. The
Japan-Singapore agreement is expected to be much broader
and deeper than tariff reduction for goods. It will also cover
trade in services, investment, mobility of people, competi-
tion policy, financial services, information and communica-
tion services, and science and technology. Precisely because
the agreement is more comprehensive than a simple FTA, it
is called the “Japan-Singapore Economic Partnership Agree-
ment”. Japan is also considering possible FTAs with four other
countries—Korea, Mexico, Chile and Australia. Japan feels
that it is important to make sure that FTAs are consistent with
and do not conflict with the WTO.

79. In the discussions, a participant wondered whether
Japan’s renewed interest in bilateralism and regionalism rep-
resents disillusion with and a structural shift away from
multilateralism. Ikemori responded that this was not the case
and Japan remained very much committed to the WTO sys-
tem so there is no structural shift as such. Japan still views
FTAs as a second best policy and multilateral agreements as
first best. However, bilateralism and regionalism also have their
own advantages, such as promoting domestic structural reform,
and Japan will continue to pursue a two-pronged policy.

80. Ikemori agreed with the observation by a participant that
the fact that both Singapore and Japan are developed econo-
mies was a big consideration in why Japan chose Singapore
as its first partner in a bilateral framework. There is a lot of
scope for mutually beneficial interaction due to a wide range
of common interests—e.g. ICT and e-commerce. The absence
of an agricultural sector in Singapore, which is very sensitive
for Japan, was also an important factor. Japan is also pursu-
ing bilateral agreements with countries such as Korea, Mexico
and Chile in order to boost its trade with developing coun-
tries.

81. Dr. Jayant Menon, Economist, Regional Economic
Monitoring Unit (REMU), ADB, delivered a presentation on
the widening of AFTA and its impact on regional economic
integration. According to Menon, two recent developments
with regional trading arrangements (RTAs) have been the ten-
dency to both widen and deepen the arrangements. Widening
involves either increasing the number of countries participat-
ing in the RTA, or establishing links of a substantive nature
with other RTAs. Deepening involves extending the liberaliza-
tion agenda beyond just trade to include issues such as NTBs,
services, intellectual property rights and so on. AFTA has ex-
panded from six members in 1992 to ten at present. The new
members will benefit from membership of AFTA, with the main
benefits likely to come from improved access to markets in the
region and increased foreign investment flows. This widening
has increased AFTA’s diversity, made it more heterogeneous,
and, though regularly denied, created a two-tier system con-
sisting of advanced and transition countries.

82. AFTA’s attempts at deepening integration, largely through
the AFTA-Plus program, have had only limited success thus
far. Apart from harmonizing customs procedures and tariff no-
menclature, and fast tracking a common customs valuation
method, progress in other areas has been limited. In the area of
foreign investment, the establishment of ASEAN Investment
Area (AIA) is a setback, and runs counter to the free, open and
non-discriminatory investment regimes that have been the hall-
mark of ASEAN countries in the past. The AIA is not only
unnecessary, but it is also likely to be inefficient and unfair.
The failure to consider harmonizing investment-related incen-
tives, rather than simply rules, is a case of missed opportunity
where the regional approach could have been effective. In ar-
eas such as services and intellectual property rights, the multi-
lateral rather than regional approach would appear more
effective and less likely to be subject to distortions.

83. The Asian financial crisis is unlikely to have directly
contributed to deepening within ASEAN. It has, however,
highlighted the weakness of ASEAN as it currently stands,
and has put pressure to pursue further widening. The
ASEAN+3 concept, although currently informal and in its
infancy, may hold out the potential for a widening that would
significantly enhance regionalism in East Asia. Should the
ASEAN+3 idea, or some other link-up of ASEAN with its
major trading partners, materialize in any formal way, then
the potential for further deepening in a meaningful and mutu-
ally beneficial manner would emerge. But first, ASEAN must
widen before it is likely to be able to deepen.

84. In the discussion following Menon’s presentation, a par-
ticipant pointed out that the success of ASEAN and AFTA rela-
tive to other Asian groupings such as SAARC was due in large
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part to the remarkable economic performance of its tiger econo-
mies such as Singapore and Malaysia. He also asked how ac-
cession to ASEAN and AFTA would help the newer non-tiger
members such as Myanmar and Cambodia. Menon responded
that accession would help the transition economies not through
direct financial assistance, as in the case of the EU where there
is a significant transfer of resources from richer to poorer mem-
bers, but indirectly through expansion of trade and investment.
In particular, trade is an important mechanism that can help non-
tigers replicate the extraordinarily rapid growth of the tigers.
Although the increase in heterogeneity makes deepening diffi-
cult, leaving them out would be even worse since this leads to
even poorer non-tigers and thus intra-regional polarization.

85. In response to another inquiry about why ASEAN+3 is the
most feasible and realistic scenario for ASEAN’s widening,
Menon replied that this was to maintain the group’s regional
focus. Furthermore, expansion beyond ASEAN+3 would make
negotiations more difficult without generating any significant
benefits. Therefore, ASEAN+3 is the optimal expansion sce-
nario for ASEAN at present. Menon also agreed with a
participant’s view that geography was often the sole link among
the ASEAN member states, which vary a great deal in size, popu-
lation and development level. This hampers deeper integration.

86. Dr. Antoni Estevadeordal, Senior Trade Economist,
Inter-American Development Bank, spoke to trade policy
and regional integration in Latin America: issues and pros-
pects. A complex web of simultaneous unilateral, multilat-
eral and preferential (bilateral or regional) liberalization
involving tariff and non-tariff measures has characterized the
structure of the liberalization process in Latin America in re-
cent times. These simultaneous policy efforts have defined a
new paradigm in the region in the way trade policy has been
designed and implemented. This new paradigm was first called
“open regionalism” and more recently, in a similar but more
theoretical fashion, “new regionalism”. One of the main con-
tributions of the concept of “new regionalism” has been to
refocus the analysis of trade liberalization and regional inte-
gration policies beyond traditional static analysis. Instead, the
research has now moved to an analysis of: (i) the strategic,
institutional and political considerations in the design of trade
policies at the country and sub-regional levels, (ii) the inter-
action between different policies or instruments of liberaliza-
tion, and (iii) the impact of these policies in the medium term
not only on trade flows but also on investment decisions, pro-
ductivity levels and growth performance.

87. Some of the commitments undertaken by Latin American
countries during the UR negotiations can be explained by suc-
cessful unilateral trade liberalization reforms carried out at the
national level. In turn, the same commitments at the multilat-
eral level acted as lock-in mechanism for domestic reforms. At
the same time, the UR agreements set the stage for pursuit of
regional agreements under a common umbrella of global trade
rules and a clearer set of disciplines under which preferential
agreements can be negotiated. It may be easier to mobilize sup-
port for reciprocity-based regional and bilateral agreements than
multilateral agreements because the gains are more visible and
better understood by the general public.

88. In short, the wave of new regionalism in the Americas,
including the deepening of existing agreements and the hemi-

sphere-wide Free Trade Area of the Americas (FTAA) should
be seen as complementary efforts to unilateral reforms and
multilateral efforts. The new regionalism is different from older
regionalism in several important respects. First, it is receptive to
foreign direct investment (FDI). Second, it seeks to achieve dy-
namic transformation effects in productive sectors. Third, re-
gional integration has allowed countries to cooperate and be
more effective global players in international forum. Finally,
new regionalism provides a powerful anchor that magnifies many
of the positive effects of integration in structural reform, such as
lock-in and signaling, attraction of FDI, productive transforma-
tion, protection of democracy, and so forth.

89. In response to a question about the FTAA, Estevadeordal
replied that anti-dumping is part of the agenda and that
progress in agriculture negotiations at the FTAA will heavily
depend on progress in multilateral negotiations. He also
stressed that thus far, there was no intention of extending con-
cessions undertaken at FTAA to outsiders. In this sense, the
FTAA was not an example of open regionalism. Responding
to another inquiry, he stated that bilateral rules of origin are
likely to be renegotiated in the context of establishing rules
of origin for the FTAA.

90. Another participant noted that there is a widespread but
fallacious assumption according to which a dollar of exports
created through bilateral/regional trade agreements was as valu-
able as a dollar of exports created through multilateral trade
agreements. This line of reasoning is inconsistent with eco-
nomic theory. While trade on the basis of multilateral agree-
ments is based on comparative advantage, it is difficult to argue
the same for bilateral/regional trade because comparative ad-
vantage tends to be distorted under such trade. In a sense, bilat-
eral/regional trade is based on artificial trade links. It thus makes
less use of a country’s relatively abundant production factor
than otherwise by multilateral trade. The bottom line is that
multilateral trade is likely to generate substantially greater eco-
nomic benefits then bilateral/regional trade, especially in terms
of employment generation and poverty reduction.

91. Dr. Robert Kirk, Senior Trade Advisor, Southern Af-
rican Development Community (SADC) Secretariat,
Botswana, spoke on RTAs in southern Africa with a focus
on the impact of the SADC trade protocol, issues, and the
way ahead. At the outset, Kirk introduced SADC. The SADC,
established in 1992, now consists of 14 southern African coun-
tries—Angola, Mozambique, DR Congo, Malawi, Tanzania,
South Africa, Zambia, Zimbabwe, Lesotho, Swaziland,
Botswana, Namibia, Mauritius and Seychelles—and it is the
major regional organization in the area. In 1996, the mem-
bers agreed upon the SADC Trade Protocol to accelerate
mutually beneficial trade within the region.

92. Unfortunately, the SADC Trade Protocol suffers from sev-
eral structural limitations that severely limit its effectiveness as
a vehicle for economic integration in Southern Africa. The prin-
cipal weaknesses of the trade protocol are as follows. First, the
slow pace of tariff reductions. Second, restrictive rules of ori-
gin designed to protect and to raise costs. Third, lack of progress
on non-tariff trade barriers and erection of new barriers. Fourth,
exclusion of numerous goods and industries. Fifth, explicit pro-
vision for continued infant industry protection. Sixth, permis-
sion of anti-dumping and safeguard measures permitted with
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no limitations beyond those contained in the WTO rules. Some
additional limitations of the protocol are: (i) excessive concern
about revenue effects of tariff reductions, (ii) encouragement
of protectionist attitudes, and (iii) little progress on deepening
of trade liberalization and facilitation.

93. Kirk went on to explain several issues that SADC must
address in terms of the size of the domestic market if it is to
move forward and make progress. The SADC is smaller than
Turkey in terms of market size; therefore, an inward-looking
strategy cannot deliver economic growth. The trade protocol
must be a part of a strategy of integration with the global
economy to improve competitiveness—i.e. open regionalism.
The protocol can make a major contribution if, in the inter-
ests of their own citizens, member states recommit to: (i)
implement/deepen/extend its measures, and (ii) pursue equally
strong initiatives in MFN-based trade liberalization and do-
mestic market reforms. Elements of an outward-oriented strat-
egy already foreseen in the protocol include: (i) harmonization
of customs, (ii) cooperation in improving regulatory frame-
work of the region’s trade infrastructure, and (iii) removal of
other non-tariff trade barriers.

94. The recently enacted Africa Growth and Opportunity Act
(AGOA) sends signals regarding benefits of global integra-
tion, and provides strong incentives/opportunities to improve
the region’s international competitiveness. Deeper SADC in-
tegration helps member states take advantage of AGOA. There
are already encouraging signs in garments and textiles. There
are three main areas of future work for the SADC. First, the
SADC will undertake studies of incentive structures created
by current policy regimes. Second, the SADC will examine
unintended consequences of protection. Third, the SADC will
draw on and complement ongoing work on NTBs, customs,
border posts and regional infrastructure.

95. In the discussion following Kirk’s presentation, a par-
ticipant inquired about the infant industry exception to trade
liberalization in the SADC trade protocol. He expressed con-
cern whether this exception might considerably weaken the
impetus toward liberalization. Kirk agreed that the infant in-
dustry clause is potentially harmful. However, there is a grow-
ing realization about the need to develop very specific
guidelines so as to limit the circumstances under which the
clause can be invoked. Furthermore, Africa’s infant industry
experience has so far been generally unsuccessful.

96. Another participant inquired about whether it is really in
the interest of South Africa, by far the largest and most domi-
nant economy in southern Africa, to pursue integration with its
smaller neighbors, as opposed to seeking closer links with larger
economies outside the region. Kirk responded that although
SADC’s economic benefits to South Africa are limited, SADC
is as much a vehicle for political as it is a vehicle for economic
cooperation. There is a strong political commitment in South
Africa to provide constructive leadership for regional stability
and peace. At the same time, South Africa is indeed seeking
stronger economic links with its major extra-regional trading
partners, as exemplified by its FTA with the EU.

97. Another participant asked what was going to be the main
agenda at the official review of the protocol due in 2004. Kirk
responded that the focus there is expected to be on liberaliz-
ing and simplifying the rules of origin (i.e. reduce local con-

tent requirements). Complex rules of origin are difficult to
implement for small poor countries with limited customs ser-
vice resources. More broadly, the SADC intends to move to-
ward a more open regionalism that promotes rather than
restricts the region’s links with other areas of the world. He
also pointed out that the SADC economies are keen to pursue
a common approach toward WTO negotiations, but they can
only proceed on an issue-by-issue basis due to some internal
differences.

Globalization and Asian Competitiveness

98. Mr. David Edwards, Manager, Operations Evaluation
Department, ADB, gave a presentation on globalization and
Asian competitiveness drawing on the Asian Development
Outlook 2001[free online edition at www.adb.org/Docu-
ments/Books/ADO/2001/default.asp].  In terms of the Asian
experience with globalization, many developing Asian econo-
mies have capitalized on globalization to achieve economic
growth and poverty reduction. Rapid growth in international
trade and capital inflows has helped to fuel developing Asia’s
remarkable economic transformation. The sustained growth
due to openness has helped to reduce poverty in the region.
Trade openness has also reduced poverty by increasing the
demand for relatively abundant factors of production, e.g. sur-
plus labor.

99. In the context of policies for adapting to globalization,
policies must be responsive to the opportunities and challenges
of globalization if developing Asia is to continue to capitalize
on globalization. Countries must formulate and implement: (i)
strategies to adapt to a changing global economic environment
and to take advantage of the opportunities that come with glo-
balization, and (ii) strategies and policies to minimize the risks
of globalization. The benefits of globalization can be maximized
through the dynamic management of the national system of eco-
nomic learning and by adapting to the economic realities of the
new economy. As developing Asia moves closer to global tech-
nology transfer, innovation based on FDI and R&D becomes
more important. The ICT revolution created new opportunities
in goods and services exports, but only those countries with the
appropriate ICT infrastructure and personnel will be best able
to exploit those opportunities. The ICT revolution requires flex-
ible outsourcing arrangements, sound securities markets, less
government control over resource allocation, and human resource
development.

100. Another priority for Asian policymakers in a globalizing
environment must be to minimize risks by managing the vola-
tility that results from a more integrated global economy and by
protecting the most vulnerable groups of society from those risks.
Sometimes globalization can become a serious source of mac-
roeconomic volatility. In particular, liberalizing portfolio capi-
tal inflows can cause severe financial disruptions, as the Asian
crisis showed. It is therefore imperative to coordinate interna-
tional financial liberalization as well as eliminate distortions that
would otherwise cause liberalization to heighten volatility. Capi-
tal account liberalization should follow re-capitalization of the
banking sector and reinforcement of prudential supervision. Lib-
eralizing FDI, internationalizing the banking system, and de-
veloping stock and bond markets will also reduce financial
vulnerability as will building up reserves, strengthening mon-
etary and fiscal institutions, and appropriately managing the ex-
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change rate. In the short run, a policy to minimize risks to the
poor should focus on providing adequate safety nets. In the long
run, it should focus on helping poor social groups to accumu-
late human capital in an economically globalized world. In terms
of institutional options in a globalizing environment, global ini-
tiatives to influence national practices are a way of internalizing
the cross-border externalities associated with national policies.
Examples of such initiatives include regional monetary co-op-
eration in Asia and multilateral trade liberalization at the WTO.

101. In the discussion pursuant to Edwards’ presentation, a
participant asked for some examples of sound policies that are
required if globalization is to help developing countries achieve
growth and reduce poverty. Edwards replied that sound poli-
cies include openness, microeconomic measures that encour-
age entrepreneurship (e.g. relaxation of licensing agreements),
macroeconomic stability, and factor market flexibility. One grey
area is financial liberalization, which entails some serious risks.
Edwards pointed out that openness had enabled East Asia to
achieve a type of growth that heavily utilized its abundant fac-
tor—labor—and thus reduced poverty.

102. In response to another inquiry about whether purely eco-
nomic policies are the only means to poverty reduction in a
globalizing environment, Edwards responded that this was not
the case. In particular, the government can have a big impact
on poverty through its expenditures on basic social services
such as health and education that not only raise the welfare of
the poor but also improve their productivity. He also noted
that privatization, private capital and public-private partner-
ships have recently been widely used in East and Southeast
Asia, especially in infrastructure such as electricity, roads and
water. The next big wave of public-private partnerships is
expected to be in the telecommunications sector. However, it
is worth remembering that successful privatization requires a
sound regulatory framework. Another helpful development
would be domestic bond markets capable of mobilizing long-
term domestic capital for privatization.

103. In the context of the nexus between openness, growth
and poverty reduction, Edwards gave the example of India,
which had experienced both disappointing growth and no re-
duction prior to liberalization, but achieved significantly higher
growth as well as lower poverty after liberalizing in the early
1990s. He fully agreed that infrastructure entails large capital
requirements, and thus public-private partnerships can play a
key role. He noted that making an economy more attractive
to foreign investors is the only possible policy option for at-
tracting more FDIs.

104. Mr. Tan Song Chuan, President, International Trade
Institute of Singapore, spoke on policy reforms for sus-
taining exports. Tan started his presentation by pointing out
three major forces shaping the present trading system—grow-
ing trend toward trade liberalization, globalization, and rise
of ICT. In view of the changing international environment,
governments have to constantly reassess the sustainability of
their export sectors. Sustained export earnings are essential
for rapid growth and development.

105. There are various policies and issues that impinge upon
export sustainability. Export policies pertain to both export pro-

motion and export development. The role of the government
must be to develop a holistic and integrated export develop-
ment policy, set strategic directions, develop infrastructure, and
develop a conducive environment. It also plays the leading role
in institutional capacity building. A holistic and integrated ap-
proach is required to ensure maximum impact and effective-
ness. The government should also outline objectives for the
various ministries involved with export development, as well
as promote closer public-private sector cooperation.

106. In the discussion following Tan’s presentation, a par-
ticipant observed that effective human resource development
(HRD) policies which generate a pool of skilled workers with
good work attitudes is absolutely essential for a developing
economy to be successful in exporting and attracting foreign
investment. According to Tan, as far as the civil service is
concerned, the guiding principle of HRD policy is meritocracy
that provides the appropriate incentives for the best perform-
ers. Singaporean bureaucrats also have to constantly undergo
training and re-training so their skills are up to par and up to
date. The Singaporean bureaucracy also works in close con-
junction with politicians and the private sector, whose feed-
back is highly valuable and relevant.

107. In response to a participant’s comment that in many devel-
oping countries, exporters often ask for direct government as-
sistance in the area of export market development, Tan noted
that the Singaporean government does not provide subsidies.
However, the government does allow fiscal incentives such as
tax concessions for expenses incurred in market development.
More broadly, the thrust of government policy is to create an
enabling environment, especially through training and educa-
tion. In response to a question about whether free trade zones
(FTZs) are productive, Tan pointed out that although many coun-
tries set up FTZs, only those backed up by the right policies and
having sound underlying objectives succeed. Singapore has had
substantial success with setting up FTZs abroad, especially in
the Singapore-Johor-Riau Triangle and in India.

108. One participant noted that more countries could learn from
Singapore’s effective use of its foreign diplomatic missions as
sources of useful information for potential investors. The per-
sonnel of Singaporean missions tend to be well-informed and
helpful. In response to a participant’s comment that investment
incentives are useful tools for attracting foreign investment, Tan
reiterated that he did not want to downplay their significance.
Furthermore, those incentives often serve to offset red tape and
other costs. However, investors generally tend to place much
greater weight on other, more structural factors (e.g. quality of
infrastructure and human capital).

109. Athukorala, in his second presentation focused on FDI
and Asian exports particularly the role of multinational corpo-
rations (MNCs) in manufactured exports from developing Asia.
The evidence suggests that the share of MNCs in manufactured
exports from developing countries has recorded a significant
increase from about the mid-1970s, with the rate of MNC par-
ticipation in export expansion accelerating over time. Moreover,
MNCs have been responsible for a larger share of exports from
latecomers to export-led industrialization in Asia compared to
the historical experiences of the East Asian newly industrial-
ized economies (NIEs). Countries with more outward-oriented
policy regimes have experienced both a rapid increase in MNC
participation in export expansion and faster export growth com-
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pared to countries which have been slow to dismantle inward-
looking regimes. Contrary to the historically specific experi-
ence of Korea and Taipei,China (and also Japan), for latecomer
developing countries the entry of MNCs is virtually essential
for export success.

110. Drawing on his recent empirical work, Athukorala went
on to report the importance of MNC participation as a key in-
gredient for export success is actually a good deal higher than
that suggested by our estimates, for two main reasons. First, as
many recent studies have convincingly demonstrated, the pres-
ence of MNCs in a given host country has significant positive
spillovers on the performance of locally-owned firms. Second,
there is evidence to suggest that a direct MNC presence also
provides a conducive setting for the exploitation of gains from
other non-equity forms of MNC linkages. For instance, the entry
of foreign investors from the NIEs into garments and other la-
bor-intensive product sectors in second-tier exporting countries
propelled the entry of the latter countries into the global pur-
chasing networks of international buying groups; eventually
even non-FDI (local) firms benefit from such market linkages,
which develop from country reputation.

111. A key policy inference from the analysis is, therefore, that
in designing policies of outward-oriented development, invest-
ment and trade policies must be considered together as co-de-
terminants of the location of production and patterns of trade.
Given the fact that an increasing number of developing coun-
tries compete in attracting export-oriented FDIs, countries that
attempt to implement a selective FDI promotion policy are likely
to loose important opportunities for export expansion. Of course,
enhancing national gains from export-oriented industrializa-
tion by encouraging greater participation of local companies is
a legitimate objective for any country. But under the current
competitive conditions governing international production, this
objective can be achieved only by providing a conducive set-
ting for domestic enterpreneurial development as part of the
overall development strategy, not though direct restrictions on
the entry and operation of MNCs.

112. In the discussion pursuant to Athukorala’s presentation,
a participant argued that investment incentives could play a
role in attracting foreign investment. Athukorala pointed out
that in this connection it was important to distinguish between
export-oriented foreign investment and foreign investment
aimed at the domestic market. He indicated that while incen-
tives are not important for the former, they could have some
impact for the latter. However, the impact is still limited and
comes into play only at the margins.

113. Another participant argued that although the conceptual
nexus between FDI, exports and growth is a well-known one,
in practice to make the benefits of FDI sustainable, FDI has
to entail significant technology transfer to the host develop-
ing economy. In this sense, WTO’s trade-related investment
measures (TRIM) agreement, which does away with local
content and export performance requirements, may delay tech-
nology transfer and thus restrict the benefits of FDI for devel-
oping economies. In response it was clarified that while the
TRIM agreement eliminates local content requirements it does
not prevent export performance requirements. Athukorala
stressed that an excessive focus on local content often leads
us to lose sight of FDI’s employment effects, which are sub-
stantial, especially in surplus labor economies.

114. A reference was made to the Singaporean experience, in
which technology transfer happened only gradually and largely
as a result of skill accumulation by local employees of MNCs
who went on to become subcontractors for parts and compo-
nents. Some of the subcontractors grew up to be large interna-
tionally competitive firms. More fundamentally, it is not feasible
to force MNCs to transfer their technology and they will not do
so unless it is in their interest. For example, if local subcontrac-
tors produce quality parts at competitive prices, it makes com-
mercial sense for MNCs to transfer technology to them.†

115. In response to another participant’s comment about the
“footloose” nature of MNCs, Athukorala responded that this
phenomenon was often exaggerated and MNCs tend to locate
in economies that pursue sound and consistent policies. The true
underlying problem is poor quality and/or unpredictability of
policies by the host country governments. Another participant
pointed to Sri Lanka’s FDI experience in its garment industry in
the early 1980s to highlight the possibility that other than em-
ployment generation, FDI’s economic benefits may be limited.
Athukorala countered that at that time employment effects were
very important for the economy and more recently, wages have
risen substantially in Sri Lanka’s garment industry, which has
moved up the ladder toward higher value-added products.

116. Participants generally agreed that seemingly endless com-
petition among countries in terms of providing investment
incentives for foreign investors was a lose-lose situation for
all countries. Therefore, incentive harmonization is desirable
in principle but in practice, it is difficult to achieve. In a sense,
investment incentives are a compensation for local content
requirements and other restrictions that impose a cost on the
foreign investor. An ideal world would have neither restric-
tions nor incentives. In assessing the success of local content
requirements, the litmus test should be whether they helped
local firms achieve international competitiveness, not whether
they can meet local requirements.

Conclusion

117. The participants indicated that the workshop had taught
them a lot about the impact of trade policy on economic growth
and development. Presentations by the eminent resource per-
sons were both enlightening and informative. The interactive
discussion sessions also greatly expanded their knowledge base
in this area. In addition to providing a quality learning experi-
ence, the workshop had fostered friendships and useful con-
tacts. The participants expressed their appreciation to the ADB
Institute and the TCD for organizing the workshop. Adhikari
congratulated all the participants for completing the inten-
sive workshop, and noted that they had contributed immensely
toward the success of the workshop through their active and
knowledgeable participation. He also encouraged the partici-
pants to keep in touch with one another as well as the re-
source persons perhaps through e-groups. Mr. Anthony Ch’ng
then awarded certificates of completion to all the participants.

† See further Amsden, A.H. et al, Do Foreign Companies Conduct R&D in
Developing Countries?: A New Approach to Analyzing the Level of R&D,
with an Analysis of Singapore, ADBI Working Paper No.14 (March 2001);
and Song, J, Sequential Foreign Investments, Regional Technology Platforms
and the Evolution of Japanese Multinationals in East Asia, ADBI Working
Paper No. 22 (July 2001) [both at www.adbi.org/publications/]
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