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FOREWORD

The 1994 Bogor Declaration provided “APEC’s best known and most important decision”* —

the adoption of “the long-term goal of free and open trade and investment in the Asia-
Pacific.” This single commitment, which has entered the lexicon as the Bogor Goals, has
provided a driving but cohesive force for APEC since the 1994 Leaders’ Declaration.

Much has been said and written about the (im)precise meaning of the Bogor Goals. They lack
specificity about how they would be achieved within a group of economies who acted in a
voluntary and consensual framework.?

The report concentrates on progress made by the five economies regarded by APEC as
industrialized and the eight economies which volunteered to be assessed in 2010. It does not
go into a detailed theoretical or complex analysis — to do so would risk an outcome of false
precision against latent ambiguity.

The report seeks to offer a simple yet persuasive analytical narrative, drawing from a number
of data sources. It concludes that despite all the conundrums associated with the Bogor Goals,
the economies being assessed in 2010 have indeed been “further reducing barriers to trade
and investment since 1994”. So too has APEC as a whole. Encouragingly, the data also
indicate that the group of developing economies has also made progress en-route to their
assessment in 2020. Progress has also been made in achieving higher level goals of APEC in
terms of sustainable growth and development.

There is no claim that the Bogor Goals were fully responsible for the outcomes achieved.
But through a combination of:

e APEC’s continuing focus on the Bogor Goals and measures to achieve them;

e the APEC agendas and action plans such as the Osaka Action Agenda and Busan
Roadmap; and

e an operating framework for APEC that encourages collective, unilateral and
pathfinder approaches to adopt measures;

the Bogor Goals inspired and contributed to the achievements and outcomes recorded in this
report.

In the context of the gravity model, the impetus provided by the Bogor Goals to APEC
members has reduced the economic distance between economies while increasing the
economic weight of each economy.

The report comprises two main sections. Using available data which provide outcomes that
are observable, measurable and transparent, the first section provides a statistical picture of
the progress made by the industrialized and volunteering APEC economies between the

! Damond (2003) as quoted by Soesastro (2009), p.67.

2 Essays in APEC at 20: Recall, Reflect, Remake, K. Kesavapany & H. Lim (ed.), Singapore: Institute of
Southeast Asian Studies, including “Leaders did not provide a clear definition of what these goals meant in
practice... [and] did not specify the modality by which the goal will be achieved” Soesastro (2009) p.69.
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Bogor Declaration and the most recent year for which data is available®. Because the Bogor
Declaration goes wider than the Bogor Goals, a wide range of economic, trade, investment
and social measures are included. This section concentrates on outcomes and results and not
on the modalities by which they were achieved.

The second section provides a synopsis of responses from the industrialized and volunteering
APEC economies to a template questionnaire which focused on the Osaka Action Agenda,
adopted by APEC in 1995 as the embodiment of political will to carry through the
commitments made in the Bogor Declaration. By its nature, this section is largely descriptive.

What is evident from both sections is that concerted action has occurred in each economy and
progress has occurred across a wide array of economic, trade, investment and social
measures. Within this overall tenor of progress, it is important to note that tariffs remain and
in some areas, resistance to reform remains. This is one issue that neither APEC, nor WTO
members, should resile from increasing efforts. Importantly, progress has occurred not only
in each of the industrialized and volunteering APEC economies which made 2010 their target
date for achieving the Bogor Goals, but, as the aggregated data shows, APEC has benefited as
a whole. This deserves recognition and provides encouragement for the 2020 group of
developing economies.

This overall outcome was also foreseen by APEC Leaders who made the Bogor Declaration.
They recognized in 1994 the “growing interdependence of our economically diverse region,
which comprises developed, newly industrializing and developing economies.” They also
forecast that the Asia-Pacific industrialized economies would provide opportunities for
developing economies to increase further their economic growth and their level of
development. This “pull” factor, couched in terms similar to theoretical catch up or
convergence propositions, was also joined by an exhortation for developing economies to
“strive to maintain high growth rates with the aim of attaining the level of prosperity now
enjoyed by the newly industrializing economies.”

In conclusion, Leaders noted that “The narrowing gap in the stages of development among
the Asia-Pacific economies will benefit all members and promote the attainment of Asia-
Pacific economic progress as a whole.” Evidence in this report indicates the prescience of
this forecast.

I thank the PSU staff who contributed tirelessly to this report, but, as PSU Director, | take
responsibility for any errors and omissions.

Philip Gaetjens

Director
APEC Policy Support Unit

® Because of the lags in availability, data is current mainly to 2007 and 2008.
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1. HIGHLIGHTS

A. TRADE AND INVESTMENT BARRIERS HAVE FALLEN

The average MFN-applied tariff across the APEC region fell from 16.9% in 1989 to
6.6% in 2008. Average tariffs were 3.9% for the five industrialized economies and
6.4% for the eight volunteering economies, compared to the WTO world average of
10.4% in 2008.

Zero-tariff product lines as a percentage of all lines in the APEC region rose to 40%
in 2008 from 29% in 1996. The percentage of imports covered by zero-tariff lines
increased from 34% to 57% over this period.

Non-tariff barriers were also substantially reduced across the APEC economies, with
most of those reported being WTO-consistent.

Progress has been made to remove barriers on trade in services and investment, with
the industrialized economies leading the way. Many APEC economies have made
further commitments to liberalizing their services market through revised offers to the
WTO. In addition, industrialized members and other APEC members also use RTAs,
FTAs, BITs and unilateral domestic measures to expand liberalization beyond WTO
commitments.

B. POSITIVE EFFORTS IN TRADE AND INVESTMENT LIBERALIZATION AND
FACILITATION

APEC economies had signed 111 RTA/FTAs as of December 2009, 43 of which were
intra-APEC agreements. 94 of these RTA/FTAs were in force as of December 20009,
37 of them being intra-APEC agreements.

APEC has been at the forefront in pursuing trade facilitation. A 5% reduction in trade
transaction costs between 2002 and 2006 was reported from APEC’s first Trade
Facilitation Action Plan (TFAP). Recent calculations to assess the progress in TFAP
Il, estimate that trade transaction costs decreased 1.7% in the period 2007-2008,
which represents savings for APEC member economies equivalent to USD 14 billion.

A preliminary study of APEC’s Investment Facilitation Action Plan (IFAP) indicates
that APEC economies made progress in terms of investment facilitation between 2005
and 20009.

C. TRADE AND INVESTMENT FLOWS HAVE INCREASED

APEC’s trade in goods with the world increased 7.1% per year since 1994 for both
exports and imports, reaching USD5.6 trillion in exports and USD5.8 trillion in
imports in 2009. Intra-APEC trade in goods nearly tripled in value over this period.

Exports of goods and services made up 26.5% of GDP for economies in 2008
compared to 15.7% in 1994. For the APEC-industrialized economies, exports as a
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share of GDP grew from 11.1% to 16.3%; whilst for the APEC-volunteering
economies, the export share went up from 46% to 70.2%. Imports of goods and
services increased to 27.4% as a share of GDP in 2008 from 15.9% in 1994. This
share grew from 11.5% to 19.7% in the APEC-industrialized economies and from
48.4% to 68.9% in the APEC-volunteering economies.

FDI inflows to the APEC region increased four-fold from 1994 to 2008, growing 13%
per year and reaching nearly USD791 billion in 2008. FDI outflows from APEC
economies also increased at 13% per year over this period, reaching a peak of
USD782 billion in 2008.

. APEC’S ECONOMIC GROWTH OUTPERFORMED GLOBAL OUTCOMES

Real GDP in the APEC region grew by 54% between 1994 and 2008, contributing
62% of world growth over this period. Real GDP per capita in the APEC region
increased 37% from 1994 to 2008, outperforming the rest of the world.

APEC’s employed labor force increased by 14% between 1996 and 2007.
Unemployment in the region steadily declined between 2003 and 2007. For the
industrialized APEC economies, the unemployment rate declined to 4.5% in 2007,
falling below the level in 1996.

. SOCIAL OUTCOMES HAVE IMPROVED

Poverty in the APEC region has fallen substantially. In 1994, 34.3% of the
population in the APEC region was living on less than USD1.25 per day. By 2007,
this share had dropped to just over 12%, or 324 million people. Similarly, in 1994,
nearly 52% of the population in the APEC region was living on less than USD2 per
day. By 2007, this proportion had fallen to 27%, or 718 million people.

Life expectancy at birth across the APEC region rose to 74 years in 2008, with life
expectancy in the industrialized APEC economies rising to nearly 80 years. Infant
mortality has also fallen considerably in the APEC region — from 29 deaths per 1000
live births in 1995 to 16 in 2008.

Adult literacy in the APEC region increased to almost 94% in 2008 from 82% in
1990. Large gains were also made in secondary schooling, with the gross enrolment
ratio increasing to 82% in 2008 from 56% in 1990.

Access to improved sanitation facilities and drinking water had improved across the
APEC region from 1995 to 2008. In 2008, 74% of the APEC population, or 1.9
billion people, had access to improved sanitation facilities and 91%, or 2.4 billion
people, had access to improved drinking water.

APEC as a region outperforms the world average in six dimensions of governance and
is especially strong in government effectiveness and regulatory quality.
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F. ENVIRONMENTAL OUTCOMES ARE MIXED

e Environmental production efficiency has steadily improved in the region — from 0.66
kilograms of CO, emissions per unit of GDP in 1994 to 0.55 kilograms in 2007. But
emissions per capita have increased across APEC.
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2. CONTEXT OF THE ASSESSMENT

A. WHAT ARE THE BOGOR GOALS?

In 1994, APEC Leaders gathering in Bogor, Indonesia, issued a Declaration of Common
Resolve, which stated that APEC needed to reinforce cooperation in the Asia-Pacific region
and lead the way in:

e Strengthening the open multilateral trading system
e Enhancing trade and investment liberalization in the Asia Pacific
» Intensifying Asia Pacific development cooperation

The Bogor Declaration included a series of actions for APEC member economies to
implement in order to achieve these high-level objectives. For instance, to strengthen the
open multilateral trading system, APEC members committed to accelerate the
implementation of the Uruguay Round, deepen and broaden its outcome, as well as continue
the process of unilateral trade and investment liberalization.

In the same way, APEC members recognized the importance of intensifying Asia-Pacific
development cooperation. To foster stronger links in the region, the Bogor Declaration
mentioned that efforts to attain sustainable growth and equitable development among APEC
members could facilitate the growth of trade and investment in the region. Cooperation
programs in human resource development, science and technology; the development of
APEC Study Centres; measures to promote small and medium enterprises and improve
economic infrastructure were included in the Declaration to contribute to this purpose.

The objective of APEC members to enhance trade and investment liberalization in the Asia-
Pacific region was stated in the Bogor Declaration as follows:* °

With respect to our objective of enhancing trade and investment in the Asia-Pacific,
we agree to adopt the long-term goal of free and open trade and investment in the
Asia-Pacific. This goal will be pursued promptly by further reducing barriers to trade
and investment and by promoting the free flow of goods, services and capital among
our economies. We will achieve this goal in a GATT-consistent manner and believe
our actions will be a powerful impetus for further liberalization at the multilateral
level to which we remain fully committed.

We further agree to announce our commitment to complete the achievement of our
goal of free and open trade and investment in the Asia-Pacific no later than the year
2020. The pace of implementation will take into account differing levels of economic
development among APEC economies, with the industrialized economies achieving
the goal of free and open trade and investment no later than the year 2010 and
developing economies no later than the year 2020.

* See http://www.apec.org/apec/leaders__declarations/1994.html
® It is important to highlight that APEC is not a negotiating forum nor does it bind members.
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The Bogor Declaration provides guidance but no prescription as to how the long-term goal of
free and open trade and investment in the Asia-Pacific should be pursued. First, it says that
there should be a further reduction of barriers to trade and investment, without specifying any
specific level of reduction. Second, the Declaration states that the goal should be achieved in
a GATT/WTO-consistent approach, which means that it should follow the rules and
principles in force under the WTO. Third, in recognition of the uneven economic
development within APEC, a differentiated timeline for industrialized and developing
economies was adopted, with the achievement of the goal by 2010 for industrialized members
and 2020 for the developing economies.

On this basis, the goal of free and open trade and investment refers to a deep reduction of
barriers with a WTO-consistent approach, not to a full elimination of barriers. In this regard,
the concept of reduction of barriers entails the application of the principle of non-
discrimination which underlies APEC’s open regionalism approach. By applying this
principle, economies cannot discriminate between trading partners and therefore, any policy
measure should benefit all WTO members in the same way. Exceptions are granted in the
following cases: 1) integration arrangements, where preferences are given only to partner
economies; 2) unilateral preferential market access treatment to developing economies; and
3) implementation of trade-related measures when goods with specific features and origin
represent a threat to legitimate public interests such as health and safety, among others; or
those are traded at unfair conditions and harm domestic producers®.

APEC member economies have reduced barriers to trade and investment in many different
ways. On a unilateral basis, as a way to promote efficiency, reduce costs and allocate
resources more efficiently and in a negotiating context, in order to obtain better market access
conditions in partner economies’.

To be consistent with WTO, the negotiated approach must follow Article XXIV from GATT,
which states that FTAs should cover “substantially all the trade” between the partner
economies and that the duties and other regulations applicable to the parties not included,
should not be higher than the existing ones in the partner members before the formation of
the FTAs®. Also, FTAs should comply with GATS Article V, which means that FTAs should
have “substantial sector coverage” in the case of trade in services®. This includes investment
as one of the modes in the provision of services (commercial presence, mode 3).

®In the first two cases, the exception to the principle of non-discrimination is accepted because the different
treatment given to partner economies is through the reduction (and not increase) of barriers. Hence, these
exceptions are compatible with the intention of achieving a free and open trading system. For more information,
see http://www.wto.org/english/theWTQO_e/whatis_e/tif e/fact2_e.htm.

" Negotiations have taken place at a multilateral, regional or bilateral level. Difficulties to reach an agreement at
the current Doha Round in WTO have motivated economies to pursue Free Trade Agreements (FTAS) with the
objectives of obtaining market access concessions and establishing clearer trade rules with other trade partners.
& There is no definition for “substantially all the trade”. Nonetheless, the common practice is to cover all sectors
and eliminate barriers for a significant amount of trade volume and tariff lines in a reasonable period of time.
This period should exceed 10 years only in exceptional cases.

° Regarding the “substantial sector coverage”, this is understood in terms of the number of sectors, volume of
trade affected and modes of supply. See GATS’ footnote # 1 (http://www.wto.org/english/docs_e/legal_e/26-
gats 01 e.htm).
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In this sense, to move towards the achievement of the Bogor Goals, APEC members need to
implement liberalization measures covering “substantially all the trade” and “substantial
sector coverage”.

The Bogor Declaration also refers to the importance of implementing facilitation programs to
complement efforts in trade and investment liberalization. Measures to raise efficiency by
improving standards and administrative procedures create additional incentives to increase
trade and investment flows and maximize benefits across APEC economies.

In this context, APEC has been consistent in encouraging member economies to put into
practice trade and investment facilitation measures. The endorsement of the APEC Trade
Facilitation Action Plans (TFAP I and Il) and the Investment Facilitation Action Plan (IFAP)
represent important pillars towards the achievement of the Bogor Goals. More recently, in
2010 APEC has developed the Supply-Chain Connectivity Framework Action Plan, which
aims to improve the connectivity of logistics and transport networks. These plans have set
guidelines for APEC economies to implement policies conducive to improved conditions
within the region and to encourage more trade and investment transactions.

B. MID-TERM STOCKTAKE OF THE BOGOR GOALS

A Mid-Term Stocktake of Progress Towards the Bogor Goals (MTST) was endorsed by
APEC during the 17th APEC Ministerial Meeting in Busan, Korea, on November 2005,

The MTST report recognized the importance of the commitment of the Bogor Goals. It
stressed the fact that the goal of free and open trade and investment should not be interpreted
in a finite or static manner'’. In this regard, the MTST made clear that, in terms of the
achievement of the Bogor Goals, the facilitation and behind-the-border issues are as
important as the issues related to trade and investment liberalization.

The report identified good progress towards the Bogor Goals between 1989 and 2004. In this
sense, many trade and investment barriers fell substantially and efforts in facilitation started
to be implemented in APEC during that period. According to the MTST report*:

. Avera%e applied tariff rates of APEC economies went down by 11.4 percentage
points;

19 This report intends to provide similar inputs available in public reports prepared in occasion of the MTST. See
http://aimp.apec.org/MDDB/Pages/search.aspx?setting=ListMeeting&DateRange=2005/05/01%2C2005/05/end
&Name=Bogor%20Goals%20Mid-Term%20Stocktake%20Symposium%202005. In particular, this report
follows the format use in the report called “Open Economies Delivering to People 2005:; Regional Integration
and Outcomes in the APEC Region” by the Centre of International Economics (2005). See
http://aimp.apec.org/Documents/2005/SOM/MTST/05_som_mtstl_005.pdf

I APEC (2005), p.3-8.

2 Ibid.

3 In the MTST discussion paper, the average APEC tariff rate in 2004 is based on differing calculations of the
average tariff rate for each economy. For some economies, the average tariff rate is a trade weighted average
across the tariff lines, while for other economies, the average tariff rate is a simple average. (Note that trade
weighted average tariffs are normally much lower than simple averages) The average APEC tariff rate in 2008
of 6.6% used in this report is based on the consistent calculation of the simple average tariff rate for each
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e A number of non-tariff barriers were either removed or converted into tariffs, leading
to a reduction in the levels of overall protection;

e Efforts in the APEC region to eliminate restrictions on market access and extend
national and Most Favored Nation (MFN) treatment led to reduced services trade
barriers;

e The APEC region became more open to Foreign Direct Investment (FDI) by
eliminating restrictions, improving investment promotion measures and reducing
administrative procedures;

e APEC started to show more willingness to work on initiatives in order to improve
performance in areas related to trade and investment facilitation.

e A correlation existed between the reduction of trade and investment barriers and the
increase of trade in goods, services and investment flows. Moreover, variables such as
real GDP, real GDP per capita and employment levels grew substantially across the
APEC region.

The MTST report also referred to the important role played by WTO-consistent and high-
quality RTA/FTAs in contributing towards the Bogor Goals. The MTST recognized that
these agreements can be helpful in opening markets and show the positive effects of trade
liberalization™.

C. RTA/FTAS AND REGIONAL ECONOMIC INTEGRATION WITHIN THE APEC
REGION

APEC has been a strong and consistent advocate for a successful conclusion of the WTO
Doha Round consistent with the Bogor Goals. However, the stalemate in the current
multilateral negotiations at the Doha Round has motivated APEC members to pursue
negotiations at a bilateral or sub-regional level. As of December 2009, APEC members had
signed 111 RTA/FTAs, 43 of them being intra-APEC agreements. Among these RTA/FTAs,
94 of them, including 37 intra-APEC RTA/FTAs, were already in force at that time.

Besides their contribution towards the Bogor Goals, the RTA/FTAs are useful tools in
deepening links among APEC members. By opening markets, providing stable and clear
regulation and promoting the application of best practices, RTA/FTAs encourage the
development of new transactions and set pillars to strengthen economic integration among the
signatory sides. High quality RTA/FTAs can also aid progress in the WTO by establishing
high benchmarks for trade liberalization®®.

RTA/FTASs create benefits for the communities by allowing consumers to get better prices,
quality and variety. In addition, transparency and stability foster new businesses, which
create more jobs, more competition, facilitate the transfer of technology and increase the tax
base.

economy. Additionally, for each economy, non ad-valorem tariffs have been converted into ad-valorem
equivalents when possible to better capture the actual applied tariffs.

“ APEC (2005), p.3-8.

> High quality RTA/FTAs encourages trade creation and lessens negative effects by trade diversion.
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Through the use of RTA/FTAs, APEC member economies are also liberalizing trade and
investment flows in a WTO-consistent way. The percentage of trade of APEC members with
FTA partners worldwide has increased significantly in most of the cases for both exports and
imports. In 1996, some APEC members had not any FTA in force and only in two cases for
exports and four cases for imports did the share of trade with in-force FTA partners exceed
40% In 2009, however, 12 APEC members had their share of exports exceed that level;
whilst 14 registered a share of imports above that level.

Table 2.1 Percentage of trade with in-force FTA partners
% Bqorts Inports
1996 2009 1996 2009
APEC-industrialized

Australia 88 150 6.2 274
Canada 87 77.6 69.9 502
Japan 00 16.3 0.0 16.7
New Zealand 202 36.7 242 416
United States 313 401 294 0.1
APEC-ck\eloping

Chile 133 87.3 174 913
Hong Kong, China 00 511 00 464
Korea 00 127 0.0 130
Malaysia 282 52.8 197 614
Mexico 874 &7 78.0 775
Peru 72 460 154 53.6
Singapore 282 66.2 20 65.6
Chinese Taipei 00 02 00 01
Brunei Darussalam 214 87.6 27 80.2
China 00 239 0.0 131
Indonesia 151 530 119 66.0
Papua New Quinea 29 30.0 552 428
Philippines 131 552 9.6 56.2
Russia 182 108 316 95
Thailand 189 529 123 534
et Nam 21 37.9 25.7 56.9
Weightedaverage

APEC-industrialized 282 373 264 311
APEC-volunteering 190 455 16.0 4.4

APEGind & vol 24.8 409 27 36.0
APEC 26 365 210 30
APEC-developing 16.2 359 14.3 A5

Note: To put the emphasis on the thirteen economies taking part in the 2010 Bogor Goals assessment, the five
industrialized APEC economies are listed first, then the eight volunteering economies followed by the remaining
APEC economies. Within each group, the economies are listed alphabetically. Tables throughout this report
follow this format.

Source: International Monetary Fund (IMF), Direction of Trade Statistics online database; Chinese Taipei's
Bureau of Foreign Trade. (See Technical note # 1.)

In February 2009, APEC Senior Officials agreed that APEC’s best contribution to sustaining
growth in the Asia-Pacific region over the medium-term would be through accelerating
regional economic integration. A study completed by APEC concluded that the high level of
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convergence and similarities found in some RTA/FTAs chapters, open the possibility for a
deeper and less complex integration in the region, even though the level of divergence in
some key areas may require further study'®.

In this regard, the process of harmonization of agreements in the APEC region becomes
relevant, since having homogeneous rules can increase the benefits, especially for small and
medium enterprises, of trade liberalization through RTA/FTAs. This process sets a basis for
discussing alternatives to achieve a more thorough convergence, which could lead toward a
Free Trade Area of the Asia Pacific (FTAAP) in the long term. The identification of possible
avenues for a future FTAAP and its effects in APEC member economies have become key
topics in the current APEC trade agenda.

D. THE BOGOR GOALS AND APEC’S ULTIMATE OBJECTIVES

The Bogor Declaration states in its third paragraph:

We set our vision for the community of Asia-Pacific economies based on a
recognition of the growing interdependence of our economically diverse region,
which comprises developed, newly industrializing and developing economies. The
Asia-Pacific industrialized economies will provide opportunities for developing
economies to increase further their economic growth and their level of development.
At the same time developing economies will strive to maintain high growth rates with
the aim of attaining the level of prosperity now enjoyed by the newly industrializing
economies. The approach will be coherent and comprehensive, embracing the three
pillars of sustainable growth, equitable development and national stability. The
narrowing gap in the stages of development among the Asia-Pacific economies will
benefit all members and promote the attainment of Asia-Pacific economic progress as
a whole.

Considered in this broader context, the Bogor Goals are not an end unto themselves. They are
being pursued to achieve APEC’s ultimate objectives of equitable development and
strengthening the sense of community within the Asia-Pacific.

i. Sustainable Growth and Equitable Development

The accomplishment of the Bogor Goals is a necessary, but not sufficient, condition to
achieve sustainable and equitable development. This wider context has served to see APEC’s
agenda cover not only trade and investment liberalization and facilitation as narrowly viewed
by the WTO and OECD, but also to widen the boundaries of facilitation. APEC is at the
forefront of international fora to consider and implement action plans on topics such as
structural reform, noting the interaction between trade and structural reform'’. More recently,
and in the context of the emergence from the 2008 Global Economic Crisis, APEC has
commenced consideration of a new growth paradigm, in which to shape recovery from the
global 2009 recession and support future growth.

16 APEC (2008).
7 For more details on the interaction between trade and structural reform, please see APEC Policy Support Unit
(2008).
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APEC’s pursuit of free and open trade and investment has been driven by the positive
relationship between trade and overall growth rates. This has been extensively reviewed in
the economic literature. For example, the World Bank (2005) recognized that growth rates
are influenced by openness to trade, as well as other key factors such as macroeconomic
stability, enforcement of property rights and good governance, among others.

More recently, a paper by the APEC Policy Support Unit (Lee and Hur, 2009) found that it is
very likely that freer and more open trade is going to further stimulate economic growth of
APEC economies. The authors also found that the positive relationship between GDP and
trade growth is greater within APEC compared with the rest of the world. (See charts 2.1 and
2.2).

Chart 2.1 Relationship between growth rates of GDP and trade (World economies)
Q -

® VN
® ®PRC

T T T T
(0] .05 d .15 2
Trade_growth

’ ® GDP_growth Fitted values ‘

GDP_growth = 0.02*** + 0.49***Trade_growth; # Obs =118; R2 =0.329
(3.17) (7.54)
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Chart 2.2 Relationship between growth rates of GDP and trade (APEC economies)
Q -

® /N

T

.05 A .15 .2
Trade__growth

’ ® GDP_growth Fitted values ‘

GDP_growth =-0.00 + 0.79***Trade_growth; # Obs =19; R2 =0.832

(0.54) (9.17)
Source: APEC Policy Support Unit (Lee and Hur, 2009).

The effect of trade on growth could be larger if trade barriers are reduced. In addition,
multiplier effects derived from trade and production growth could bring positive
consequences into the economy through stronger internal demand, job creation and diffusion
of knowledge and technology, among others. In this way, a WTO-consistent open and free
trading system could be a very important instrument for APEC economies to improve welfare
conditions and enjoy the benefits of sustainable and equitable development.

The relationship between GDP and FDI growth is also positive (Chart 2.3). However, the
effect of FDI on growth was found to be six times larger'® for APEC members than the world
average effect (Chart 2.4).

18 This is based on a comparison of the coefficients from the linear regressions presented in the charts. (The
coefficient for the world is 0.07, while the coefficient for APEC economies is 0.42.)
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Chart 2.3 Relationship between growth rates of GDP and FDI stocks (World economies)
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Chart 2.4 Relationship between growth rates of GDP and FDI stocks (APEC economies)
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Source: PSU estimation based on data from United Nations Conference on Trade and Development (UNCTAD),
Foreign Direct Investment Statistics online database; and World Bank, World Development Indicators online
database.
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ii. Strengthening the Asia Pacific Community

The launch of APEC in 1989 was a very important step to improve the relationships within
the Asia Pacific region. APEC became the first forum, at a transpacific level, where member
economies could propose and discuss initiatives to strengthen their economic relationships. A
tangible indication of APEC’s value as a forum is that its membership has increased from 12
economies in 1989 to 21 currently.

Since its creation, APEC has proved to be a durable forum, bringing together economies at
different level of development and cultural backgrounds and with sometimes difficult
historical relationships. The non-binding engagement principles of APEC have allowed
fruitful discussions which enable views and experiences to be shared and voluntary actions to
be adopted.

Outcomes are progressed and achieved through informal channels within the unique
membership of the APEC forum, in which discussions do occur and might not take place in a
more formal atmosphere. APEC brings government officials, academia and business
representatives to meetings every year and, as Drysdale® puts it: “Considerable progress that
otherwise would have been unlikely has been possible by at once both ensuring the economic
sovereignty of member states and promoting the convergence of policy on issues of
importance to the regional economy.

A positive “APEC effect” is also evident from empirical research. The APEC Policy Support
Unit (Lee and Hur, 2009) found that APEC economies are likely to export to each other three
times more than to non-members and import from each other twice as much compared to
non-members. These findings from the gravity model mean that the results were obtained
after taking account of the usual factors that influence trade.

The report also mentions that there is evidence that APEC members as a whole are enjoying a
high degree of de facto integration. For instance, the report shows that the share of intra-
regional trade is larger than the comparative estimates for the EU region and that the share of
the APEC membership effect on bilateral trade is positive and similar in size to the effect by
bilateral and sub-regional RTA/FTAs. In this sense, these facts represent an indication of the
benefits of APEC’s common purpose, and its non-binding approach of trade liberalization in
the context of open regionalism?.

Drysdale (2009), p.20.
2 APEC Policy Support Unit (Lee and Hur, 2009), p. 37.
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Chart 2.5 Share of Intra-Regional Trade
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Note: The chart includes data from previous work by the APEC Policy Support Unit (Lee and Hur, 2009)

Similarly, Armstrong and Drysdale (2009) found that APEC has not shown evidence of trade
diversion as opposed to other integration arrangements and that APEC, since its formation,
has increased trade among members as well as between members and non-members.

APEC’s efforts to promote free and open trade and investment, even with a non-binding
approach, and its success in improving trade facilitation, have been able to essentially reduce
the economic distance and increase the volume of trade between APEC members and with
non-members® — progress that is paving the way towards achievement of the Bogor Goals.

The APEC Policy Support Unit (Lee and Rajan, 2009) also found that significant trade links
between APEC member economies are causing them to engage more intensively with each
other in terms of FDI flows. Armstrong and Drysdale (2009) concluded from research into
the influence of economics and politics on trade and investment flows that “...there is a
measurable and positive ‘APEC effect’” on members’ trade and investment with each other as
well as on their...investment globally” (p.23).

2! Trade data shows that APEC members as a whole have been able to increase their trade flows at greater rates

than the rest of the world. For additional details, see section 3 and APEC Policy Support Unit (Lee and Hur,
2009), p. 7.
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3. PROGRESS TOWARDS BOGOR GOALS

A. TRADE AND INVESTMENT PERFORMANCE
i. Trade in Goods and Services

The nominal value of goods exported by the APEC region increased substantially from USD
2.0 trillion in 1994% to USD 5.6 trillion in 2009 (chart 3.1). Similarly, the nominal value of
goods imported by the APEC region increased from USD 2.1 trillion to USD 5.8 trillion over
this period (chart 3.2). Since 1994, the value of APEC’s trade in goods with the world
increased at an annualized rate of 7.1% (for both exports and imports).

In terms of APEC’s bilateral trade, the value of intra-APEC trade in goods in 2009 was 2.8
times larger compared to 1994. However, the value of APEC’s trade in goods with the rest of
the world grew faster during this period, increasing its share, from 28% in 1994 to 33% in
2009.

Since this report focuses on the industrialized APEC economies, the APEC economies
throughout this report are divided into APEC-industrialized; APEC-volunteering; APEC-
industrialized & volunteering (APEC-ind & vol); and APEC-developing.

e The APEC-industrialized group comprises the following five economies: Australia;
Canada; Japan; New Zealand; and United States.

e The APEC-volunteering group comprises the following eight developing economies:
Chile; Hong Kong, China; Korea; Malaysia; Mexico; Peru; Singapore and Chinese
Taipei.

e The APEC-ind & vol group includes the five APEC-industrialized economies and the
eight APEC-developing economies that have volunteered to be part of the 2010 Bogor
Goals assessment.

e The APEC-developing group comprises the 16 APEC members that are not in the
industrialized group: Brunei Darussalam; Chile; China; Hong Kong, China;
Indonesia; Korea; Malaysia; Mexico; Papua New Guinea; Peru; Philippines; Russia;
Singapore; Chinese Taipei; Thailand; and Viet Nam.

221994 is generally used as the benchmark year to be compared with the most recent data in order to assess
progress made since the Bogor Declaration. However, different time periods may be used in the report due to
data availability.
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Chart 3.1 Exports of goods
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Chart 3.2 Imports of goods
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Trade in commercial services is becoming more important across the APEC region. The
nominal value of commercial services exported by the APEC region increased significantly
from USD 432.4 billion in 1994 to over USD 1.2 trillion in 2009, an annualized rate of 7.2%
(chart 3.3).

Similarly, the nominal value of commercial services imported by the APEC region increased
from USD 439.7 billion in 1994 to nearly USD 1.2 trillion in 2009, an annualized rate of
6.8%.
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For both exports and imports of services, the higher growth rates for APEC as a whole
indicate that growth rates by developing economies have been greater than those registered
by the APEC-industrialized and APEC-volunteering groups.

Chart 3.3 Commercial services exports
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Organization (WTQ), Time Series on International Trade online database. (See Technical note # 3)
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Chart 3.4 Commercial services imports
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Organization (WTQ), Time Series on International Trade online database. (See Technical note # 3)

As a percentage of GDP in the APEC region, total exports of goods and services increased
from 15.7% in 1994 to 26.5% in 2008 (chart 3.5). For the industrialized APEC economies,
the share went up from 11.1% in 1994 to 16.3% in 2008. Exports as a share of GDP in the
developing APEC economies has been especially strong, rising from 36% in 1994 to 48% in

2008.
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Chart 3.5 Exports of goods and services as a proportion of GDP
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Source: Asia-Pacific Economic Cooperation (APEC), StatsAPEC - Key Indicators Database; World Trade
Organization (WTO), Time Series on International Trade online database. (See Technical note # 4)

Similarly, total imports of goods and services as a percentage of GDP in the APEC region has
increased from 16.2% in 1994 to 27.4% in 2008 (chart 3.6). However, imports to
industrialized APEC economies as a share of GDP have exhibited stronger growth than their
exports, resulting in trade deficits. The opposite situation has occurred in the developing
APEC economies, in which their exports as a share of GDP grew much faster than their
imports, resulting in trade surpluses. The sharp increase in commodity prices during the last
decade is a likely contributing factor.
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Chart 3.6 Imports of goods and services as a proportion of GDP

100
90
80
70
60
50
40
30
20
10

Proportion of GDP (%)

136.1 204.3 164.8 219.1

1994
2008

80

60

50

40

30

20

Proportion of GDP (%)

10

70 A

1994 68.9
2008

48.4
43.6

37.3

26.2 274

19.7

15.3 16.2
115

APEC- APEC- APEC-ind & vol APEC APEC-developing
industrialized volunteering

Note: Percentage of GDP values are shown at the top of each column.
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Organization (WTQ), Time Series on International Trade online database. (See Technical note # 4)

ii. Foreign Direct Investment

APEC’s FDI inflows and outflows have shown an upward trend since 1994 despite volatility
in the early 2000s.

FDI inflows to the APEC region increased more than four-fold from 1994 to 2008, growing
at an annualized rate of 13.0% per year and reaching nearly USD 791 billion in 2008 (Chart
3.7). For the industrialized APEC economies, FDI inflows increased at an annualized rate of
14.9% over this period, slightly above the world growth rate of 14.4% per year. However,
FDI inflows to the developing APEC economies grew at a lower rate of 11.1% only.
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FDI outflows from APEC economies also exhibited substantial growth from 1994 to 2008,
increasing at an annualized rate of 12.7% and reaching a peak of USD 782 billion in 2008.
While outflows from the industrialized APEC economies grew at an annualized rate of 12.6%
over this period, outflows from the developing APEC economies increased 12.9% per year
and reached USD 228 billion in 2008.

Chart 3.7 FDI inflows and outflows
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Source: Asia-Pacific Economic Cooperation (APEC), StatsAPEC - Key Indicators Database; United Nations
Conference on Trade and Development (UNCTAD), Foreign Direct Investment Statistics online database. (See
Technical note #5.)

Although inward FDI stocks in the region have increased, APEC’s share of world inward FDI
stocks decreased from 48% in 1994 to 39% in 2008. Inward FDI stocks in the APEC region
grew at an annualized rate of 11.8% over this period, reaching USD 6 trillion in 2008 (chart
3.8). In 1994, 59% of inward FDI stocks in the APEC region were in the industrialized
economies. In 2008, this share had fallen to 55% as a greater proportion was in the
developing APEC economies®®. While inward stocks in the industrialized APEC economies
grew at 11.2% per year, FDI stocks in developing APEC economies increased at an
annualized rate of 11.8%, compared with a world growth rate of 13.4% per year.

% Russia increased its share of total inward FDI stocks in the APEC region from 0.3% in 1994 to 5.4 % in 2007,
while the United States reduced its share from 39% to 34.5%
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Chart 3.8 Inward FDI stocks
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Conference on Trade and Development (UNCTAD), Foreign Direct Investment Statistics online database.

Similarly, APEC’s share of world outward FDI stocks decreased from 47% in 1994 to 39% in

2008. Outward FDI stocks from the APEC region grew at an annualized rate of 12.5%

during this period, reaching USD 6 trillion in 2008 (chart 3.9). In 1994, 86% of outward FDI
stocks from the APEC region were from the industrialized economies.
had fallen to 72% as a greater proportion came from the developing APEC economies®*. FDI

In 2008, this share

stocks from the industrialized APEC economies increased at 11.1% per year, while outward

stocks from the developing APEC economies grew at an annualized rate of 18.4%, compared

with a world growth rate of 14.0% per year.

Chart 3.9 Outward FDI stocks
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# Hong Kong, China increased its share of total outward FDI stocks in the APEC region from 4.8% in 1994 to
12.2% in 2008; while Japan reduced its share from 22.7% to 10.7%.
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Source: Asia-Pacific Economic Cooperation (APEC), StatsAPEC - Key Indicators Database; United Nations
Conference on Trade and Development (UNCTAD), Foreign Direct Investment Statistics online database. (See
Technical note # 6)

B. PROGRESS ON TRADE AND INVESTMENT LIBERALIZATION
i. Tariffs

APEC economies have recorded a significant decline in their MFN tariff values. The simple
average MFN applied tariff across the APEC region has more than halved since 1989 from
16.9%% to 6.6% in 2008. The following chart illustrates the magnitude of tariff reduction in
each APEC member economy.

The average applied tariff has been reduced to 3.9% for the industrialized APEC economies
and 7.4% for the developing economies. This progress in tariff reduction has been achieved
across the region notwithstanding that some economies have significantly reduced less
transparent non-tariff barriers by converting them into tariffs. It is also important to note that
the effective average tariff applied in APEC economies is actually lower than the levels
indicated in Chart 3.10 because the preferential tariff rates in force through RTA/FTASs are
not included.

To test the robustness of our tariff calculations, the PSU compared them to data recently
published in World Tariff Profiles 2009 by the WTO and found that our simple average
MFN-applied tariffs calculated for each economy are consistent with those published by the
WTO, both of which show an average tariff of 6.6% across the APEC region. The WTO data
also allows a comparison to the average MFN-applied tariff across the world of 10.4%,
indicating that the average tariff across the APEC region in 2008 was considerably lower than
the global average.

> APEC (2005), p.4.
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Chart 3.10 MFN applied tariffs — 2008
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Note: All tariffs are as reported in 2008, except for Indonesia; Malaysia; Papua New Guinea; Thailand; and Viet
Nam, which are as reported in 2007.
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Note: All tariffs are as reported in 2008, except for Indonesia; Malaysia; Papua New Guinea; Thailand; and Viet
Nam, which are as reported in 2007. The MFN applied tariff values are shown at the top of each column.

Source: PSU calculations based on data from World Trade Organization (WTO), Tariff Download Facility
online database; United Nations Conference on Trade and Development (UNCTAD), TRade Analysis and
INformation System (TRAINS) online database. (See Technical note # 7)

Whilst progress has been made in liberalizing tariff barriers, tariffs still remain - and at
significant levels for some sectors regarded as sensitive. MFN applied tariffs vary across
sectors in the APEC region, with agricultural products and textiles and clothing having the
highest tariffs within APEC (chart 3.11). To provide some context to this outcome being
interpreted by some as not meeting the ambitiousness of Bogor, Elek (2009) notes:

Not even the European Union has achieved anything like free trade in services among
members. Nor has the WTO ever set itself the objective of eliminating all obstacles to
trade and investment. (p.9)*

Chart 3.11 shows that both the APEC-industrialized and APEC-volunteering economies have
made substantial progress in reducing tariffs in all sectors, but that further effort is still
needed, particularly in foodstuffs, vegetable products, animal and animal products, textiles,
and footwear/headgear. On average, these five sectors continue to have the highest MFN
applied tariff rates in all of the different APEC groupings.

Sensitive sectors are usually those that are most intensive in the use of labor or land. On the
contrary, the sectors which register the lowest MFN applied tariffs within APEC include raw
materials, as well as intermediate and capital goods. Mineral products, chemicals and allied
industries, machinery/electrical appliances, metals, and wood and wood products were the
sectors with the lowest MFN applied tariffs in both APEC-industrialized and APEC-
volunteering economies.

% Elek (2009) made this point not so much to justify the outcome but to question the “unrealistic expectations”
raised by the Bogor Declaration on trade liberalization, especially for sensitive products. Beyond Bogor, he
cautioned that ““without some imaginative reorientation, APEC risks a perception of always falling short of self-
imposed deadlines which cannot be met”(p.11)
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Chart 3.11 MFN applied tariffs across sectors — 1996 & 2008
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Source: World Trade Organization (WTO), Tariff Download Facility online database; United Nations
Conference on Trade and Development (UNCTAD), TRade Analysis and INformation System (TRAINS)
online database. (See Technical note # 8)

Most APEC economies have substantially increased their number of zero-tariff lines since
1996. On average, APEC members increased the percentage of zero-tariff lines to 40% in
2008 from 29% in 1996, while the percentage of imports covered by zero-tariff lines
increased from 34% to 57% over this period. During this period, the industrialized APEC
economies reduced tariffs to zero on nearly 13% of their tariff lines, covering approximately
18% of their imports. The developing APEC economies made even greater progress. The
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percentage of zero-tariff lines rose from 27% in 1996 to 38% in 2008, nearly doubling the
percentage of imports covered by zero-tariff lines from 32% to 56% over this period?’.

Chart 3.12 Zero-tariff product lines
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Note: The percentages of product lines with zero tariffs are shown at the top of each column.

Chart 3.13 Zero-tariff imports
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Note: The percentages of imports with zero tariffs are shown at the top of each column.

Source: World Trade Organization (WTO), Tariff Download Facility online database; United Nations
Conference on Trade and Development (UNCTAD), TRade Analysis and INformation System (TRAINS)
online database. (See Technical note # 9)

% The zero-tariff indicators have some limitations as sign of progress in advancing toward trade liberalization.
These indicators do not necessarily reflect the efforts by APEC member economies with flat tariff rates or low
tariff dispersion to reduce their tariff rates. In addition, these figures do not reveal tariff peaks, as well as the
elimination of tariff rates via RTA/FTAs.
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The number of zero-tariff product lines increased in all sectors between 1996 and 2008, in
both  APEC-industrialized and APEC-volunteering economies. Mineral products,
machinery/electrical appliances, wood and wood products, chemicals and allied industries,
metals, and miscellaneous are the sectors with the largest proportion of zero-tariff product
lines. Conversely, foodstuffs, textiles, and footwear/headgear registered the lowest share of
zero-tariff product lines. As opposed to the results concerning the highest average MFN
tariffs across sectors, vegetable products and animal and animal products did not appear
among the sectors with the lowest percentage of zero-tariff product lines, suggesting a higher
dispersion of tariff rates in these two sectors.

Chart 3.14 Zero-tariff product lines by sector — 1996 & 2008
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Source: World Trade Organization (WTO), Tariff Download Facility online database; United Nations
Conference on Trade and Development (UNCTAD), TRade Analysis and INformation System (TRAINS)
online database. (See Technical note # 8)
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A simple comparison of the frequency distribution of tariff rates by duty ranges between
1996 and 2008 shows a clear trend toward the reduction and elimination of MFN tariff duties.
The percentage of duty free product lines in APEC increased from less than 30% to around
40% and this significant increase occurred in both APEC-industrialized and APEC-
volunteering economies. Similarly, the proportion of product lines with MFN tariffs between
0% and 5% also went up in all groupings, although it was more evident among the APEC-
industrialized economies.

Another important finding is that the percentage of product lines with a MFN tariff rate above
10% decreased drastically over this period, in the APEC-volunteering economies in
particular, from more than 35% in 1996 to less than 10% in 2008.

The progress in reducing MFN tariffs in APEC has been significant. However, there is still
room for further tariff reduction across APEC. For instance, a small proportion of product
lines at the HS 6-digit level still experience MFN tariffs above 40%, in both APEC-
industrialized and APEC-volunteering economies, despite the fact that the share fell between
1996 and 2008.

Chart 3.15 Tariff Frequency Distribution by Duty Ranges - HS 6-digit Level
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Source: World Trade Organization (WTQO), Tariff Download Facility online database; United Nations
Conference on Trade and Development (UNCTAD), TRade Analysis and INformation System (TRAINS)
online database. (See Technical note # 10)

The Fraser Institute’s Economic Freedom of the World Index also includes a rating indicator
of the mean tariff rate around the world and is based on tariff data from the World Trade
Organization’s World Tariff Profiles. Using this measure, the mean tariff rate in the APEC
region has fallen between 1995 and 2007, in both the industrialized and developing APEC
economies.
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