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Abstract:

This paper discusses the potential for cross-SPattfic trade between selected Southeast AsiarLatid
American economies. The objective of this discussi® to identify obstacles for more intensive trade
between the observed countries. Firstly, the pegpéews trends in trade flows and trade pattermwéen the
selected economies, and by using several traderpehce indicators it finds the level of tradel sélatively
low. It then discusses the possible reasons ferdtdte of affairs. It focuses on a review of tayifrading
costs and other possible impediments to trade.rRége considers how trade relations among thesgeties
could be improved. It provides a background inte fimatures of the trade agreements that have hgeseds
among the countries belonging to these two sulensgin an attempt to identify if any of them coblel used
as a “driver” for future integration.
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[. Introduction

Trade in Asian economies has plummeted at doupierdites for the first time in modern history when
the demand for their products collapsed under tieespre of the financial downturn and subsequehdy
economic global crisis during 2008 and 2009. Trss lof traditional export markets has forced exjemit-
Asian economies to consider shifting the sourc¢hefr future growth towards different drivers: datie
demand and other export markets. While there avadsarguments for pursing the goal of achievingemor
balanced consumption and savings in Asia, whichlaviead into a larger domestic absorption of pradung
it is obvious that domestic demand in Asia canngpsrt their growth at levels that were experieniced
years preceding the crisis. Many small economiesa@arely on their own domestic demand as an engfine
growth. Therefore, Asian economies have become taediversify their export destination markets ¢duce
overall risk from exogenous shifts in growth andnded for their exports. The strategy, inter aigdies on
the intensification of South-South trade (and itwest) — not only within developing Asia, but alsith
developing countries from outside the region, idilg Latin America.

Economic Commission for Latin America and the Caeiin (ECLAC) has recently prepared several
comprehensive reports pertinent to this topic dfiering cooperation between Latin America and Asitne
area of trade and investment (see list of refeerioe details). These reports single out geodcapbh
distance as a major factor affecting economic cagmn between the two regions, but also list disies
between regions in areas of economics, politicéyiiand history as other significant obstaclestiermore,

a relevant factor affecting cooperation in the gest been the approach to the role of trade incenmn
growth: Asian economies on average have been hadethe “model” of export-led growth, while Latin
America as a whole was more or less associatedimithrd-looking strategies for growth. However thes
categorizations are broad and one has to hasteaytthat within Asia, as within Latin America, thegre
economies that do not fit within the general stgge.

By complementing the recent reports of ECLAC witthmg additional statistical information on trade
flows and patterns, this paper discusses the patdot cross-South Pacific trade between sele&euatheast
Asian and Latin American economie$he objective of this discussion is to identifystdties for more
intensive trade between the observed countries.piper proceeds as follows. Section 2 reviews grémd
trade flows and trade patterns between the selemtedomies, and by using several trade performance
indicators it finds the level of trade still rehaly low. Section 3 then discusses the possiblsoresafor this
state of affairs. It focuses on a review of tariffading costs and other possible impedimenteattet Section
4 considers how trade relations among these cegntould be improved. It provides a background th&o
features of the trade agreements that have beeedigmong the countries belonging to these two sub-
regions in an attempt to identify if any of thenultbbe used as a “driver” for future integratiomcton 5
concludes the discussion.

2 While there is a relatively large amount of traaross the Pacific Ocean when East Asian coungies North
American countries are accounted for, the levetrafle across the southern parts of the Pacific ©¢g&olving
Southeast Asia and Latin American countries) i &ry low. This paper focuses only on these twb-segions, and
also observes only the largest contributors toetrbdtween them. “Cross-South Pacific” is still usedthe simplest
description of trade flows direction being analyzédgroup of six countries, includes members of gksation of
Southeast Asian Nations (ASEAN), that is Singapbiiet Nam, Philippines, Thailand, Indonesia and &ala (named
ASEAN thereafter) and a group of five countriesnfr Latin America includes Argentina, Brazil, Chigxico and
Venezuela (named LAC thereafter). Even though Panhas significant trade with ASEAN it was omittednh
analysis after large amounts of unclassified tnaille Singapore were identified. Data was retriefredn COMTRADE
through WITS based on SITC rev 3 classificatiortrafle data. The ASEAN countries were used as liegacbuntries
in all tables and figures unless stated otherwise.
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Before proceeding, some general observations aheutpenness to trade of different Asian and Latin
American sub-regions in the world are summarizethine 1 by using indicators of trade exposure kmaw
export propensity and import dependence. Exporpgmsity is the share of export goods and services i
country’s Gross Domestic Product (GDP), while imipgpendence measures the share of imports of goods
and services in a country’'s GDP. Based on theedrtdicators, it appears that among all sub-regainssia,
Southeast Asia is the most integrated into theajlebonomy. In Latin America, it is the Caribbeauwatries
that rely on trade the most. This is not surpggiiven that both indicators suffer from a sizeskéad show
higher values for the smaller economida. figure 1, these two indicators are presentedusively for
ASEAN and LAC.

Table 1. Level of integration in the global economy

Sub-region Export propensity (%) | Import dependence (%)
2007 2008 2007 2008
East and Northeast Asia 30.16 30.34 26.26 27.59
North and Central Asia 29.82 32.21 19.07 19.54
South Asia 13.04 14.81 19.80 24.81
Southeast Asia 67.92 68.04 61.56 64.42
Pacific island economies 18.29 19.58 21.43 21.37
Caribbean 46.65 49.86 65.59 74.00
Central America 25.98 26.01 30.73 31.82
South America 18.30 18.41 14.59 16.01

Source: World Development Indicators on-line, Therl Bank
* Southeast Asia does not include Brunei Darussaséard Myanmar and Cambodia are only included in7200

A closer look at the two chosen regions identifegge differences among countries with respechéo t
two indicators which are masked when only the ayesdor the groups are used, as seen in Figufihik. is
due to the small economies in ASEAN, such as Siogapr Malaysia, where export propensity and import
dependence regularly reach more than 100 per cent.

In addition to the levels of trade exposure beindiffierent levels between groupings, they alsdofel
different trends. There is an unambiguous incréasboth import dependence and export propensity in
ASEAN throughout the period from 1995 to 2007. latib America, an upward trend is only evident for
export propensity from 2002 to 2006, while impagpdndence is more stable and moves up by aroupdr20
cent over the period.

3 For more details on these indicators check Mikid &ilbert, 2009.
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Figure 1. Export propensity and import dependenceri ASEAN and LAC*
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Source: World Bank, World Development Indicators;ept for Singapore for 1995-2000, for which peritada was
sourced from Statistics Singapore (http://www.siagggov.sg/)
* Figures for ASEAN and LAC are simple averagesational-level indicators.

Although Table 1 and Figure 1 are very telling,staealculations can also be deceiving. While they
identify which sub-regions are more “open”, they miat tell us information regarding openness towards
whom. Figure 2 shows how little trade crosses thahern waters of the Pacific Ocean. It also shthas
while the European Union’s exports are mostly daitein the EU (intra-EU), intra-ASEAN export is ks
than 30 per cent, with a very small share takerLA¢. In the case of LAC's, the intra-regional exysor
would be very large if the USA were included irbe group; without the USA however, it is less tharper
cent. As a number of countries in the ASEAN and Lgfupings are also members of Asia-Pacific
Economic Cooperation (APEC), one would expect tha& should have provided more opportunities for
cooperation including trade. So far, however, nanynof these opportunities materialized into enkdnc
trade. Of those that did materialize, most arecated with China’s 2001 entry into global andssr&acific
trade. There is no doubt that China will play aenaple in the evolution of cross-Pacific trade hus also
important to understand the other sources of pialenade that are associated with the ASEAN mesber
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Figure 2. Global export patterns (2007)
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Note: Based on 2007 data as the impact of thesaisitrade already started in 2008.
Source: Calculated by authors based on the erdatatfrom COMTRADE downloaded using WITS

II. Overall trends in ASEAN and Latin American trade

Trade of both ASEAN and LAC with the world has beecreasing very fast (see figure 3). ASEAN
has been running a trade surplus with the worldesit998, in contrast to LAC, which has had a trdefeit
with the world until 2000. LAC is also characterdzey less stable trade growth, especially in théygears
of the observed period, which covers 1995 — 20@8h BASEAN and LAC are associated with substantial
trade expansion, meaning that their trade increbgadore than 300 per cent from 1995 to 2008 ininam
terms.

Bilateral trade between ASEAN and LAC is illustdhie Figures 4 and 5. Figure 4 shows the value of
mutual trade from the ASEAN’s perspective (i.e. ABEas a reporter), while Figure 5 provides LAC's
perspective. There is an obvious discrepancy idetrdata reported by the sub-regions. ASEAN reported
values of export to LAC are growing much faster anel at a higher absolute dollar values in recears
than what was reported by LAC as imported from ASEAVhile part of this variance is explained by the
difference in export (FOB) and import (CIF) valuéise gap is much larger than what would be the etim
possible transport, insurance and other tradeegbladsts. This presents problems as one does vehaear
indication of which trade data to use in analy$¥& proceed by first showing this discrepancy aresh tve
continue by analyzing trends from ASEAN’s perspezti

* That is, trade data is downloaded as reported SAN.
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Figure 3. Total trade of ASEAN and LAC with the woild
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Figure 4 shows that since 2004 ASEAN's exports ACLgrew faster than ASEAN's total exports.
ASEAN's imports from LAC increased from about USBition in 1995 to more than USD14 billion in 2008.
Although 2008 marks the highest value of ASEAN imipdrom Latin America, it only accounts for 1.6rpe
cent of total ASEAN imports. Similarly, exports t&AC more than tripled from USD2.6 billion in 1996 t
USD12 billion in 2008, amounting to 1.4 per centtafal exports. Except for the period from 2000-200
ASEAN had a trade deficit with LAC.

Figure 4. ASEAN trade with LAC and the world
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Source: Calculated by authors based on data froMTRADE, downloaded using WITS. Reporter: ASEAN
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The bilateral trade looks slightly different wheonsidering the LAC perspective, as illustrated in
Figure 5. According to the available statisticaladd AC reported a trade deficit with ASEAN throwgh the
period, while ASEAN reported the same period as\&rlapping trade surplus and trade deficit (asvshim
figure 4).

Bilateral trade between ASEAN and LAC is increasm¢erms of absolute values but still constitides
relatively small, albeit slowly increasing, shaffeeach groupings total trade, which reached 3.3cpet in
the case of ASEAN and 1.5 per cent in terms of LWAROQ08. This is also shown in figures 4 and 5.

Figure 5. LAC trade with ASEAN and the world
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Source: calculated by authors based on data froMTIRADE, downloaded using WITS. Reporter: LAC

Figure 6 depicts that ASEAN's exports to and impdrom LAC reflect a mild upward trend despite
being quite erratic when looking at the year-torye@anges. During the Asian financial crisis in 79998,
both ASEAN’s exports and imports dropped. In thequeafter that, exports continued to post posianaual
growth rates, with a temporary dip in 2005/2006ilevimports from LAC showed less stable growth.
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Figure 6. Trends in trade: annual change in interrgional exports and imports
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Source: Calculated by authors based on data froMTRADE, downloaded using WITS

2.1 Trade entropy

It has been hypothesized that one of the contnguiactors to the great impact that the most recent
economic crisis has had on the trade of some dpivejceconomies, is their high dependence on specifi
developed country markets (i.e. USA and the EOhe Trade Entropy Index measures the spread ofresxpo
over the markets to which a country exports and loama useful indicator to show a relatively higher
dependency on some markets. The index for ASEANL&#@l is presented in Figure 7. The higher values i
this index show greater uniformity of the geographiispersion of exporfs.In 2008, the weighted average
of trade entropy indices for ASEAN countries wa243.and for Latin America 2.38. This means that on
average ASEAN exports are more uniformly dispereedr its export markets than LAC. None of the
economies of ASEAN had values lower than 2.5, wdeidexico and Venezuela had index values below 2.
This reflects the greater importance of a few marker LAC exports, e.g. in the case of Mexico. Xute
has close trading ties with North America (cet@dsibus), therefore making its merchandise expoxse
vulnerable to any economic crisis in North Amettisan in any of the featured ASEAN economies.

® Detailed mathematical calculations are providethenTechnical Appendix.

10
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Figure 7. Trade entropy of the selected ASEAN andAC countries in 2008
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* |ndicates that 2007 data was used

2.2 Geographical structure of ASEAN-LAC trade

Figure 8 shows a geographical break-down of thatdrihl trade between ASEAN and LAC in 2008.
About 75 per cent of the exports to LAC from ASEAMNS destined to three larger economies: Mexico,
Brazil and Argentina.

The regional concentration of the individual ASEASdonomies’ exports to LAC varies a lot. For
example, 58 per cent of Malaysian export to LA@lisorbed by Mexico. Similarly, more than 50 pert cén
the Viethnamese and Philippines exports were dabktineMexico. On the other hand, Brazil was the top
export destination for Indonesia and Singaporeorisg 55 per cent of Indonesian and 48 per cenhef
Singaporean exports.

Imports of ASEAN from LAC follow a similar pattermyith the large economies dominating the trade
flows (see Figure 9). The main source of ASEAN impdrom LAC in 2008 was Brazil followed by
Argentina and Chile. Mexico, the top export degtorg does not feature as a significant sourcengioirts for
ASEAN. Thailand shows the highest concentratioimgforts from the LAC region, where about 65 pertcen
of the LAC imports originated in Brazil.

This import structure is similar throughout the ASNE countries, except for Singapore where more

than 50 per cent of the LAC imports originate iméeuela. Likewise, Venezuela’'s trade with ASEANarap
from trade with Singapore, is minimal.

11
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Figure 8. Geographical break-down of ASEAN exportso LAC in 2008
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Figure 9. Geographical break-down of ASEAN import fom LAC in 2008
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2.3 Sectoral composition of trade

Figure 10 compares a sectoral composition of inspfmt ASEAN and LAC from the world and each
other. It is obvious that both ASEAN and LAC tragery different baskets of goods with each othentha
from what they import from the world. ASEAN'’s imgsrfrom the world are much more concentrated with
products from SITC sections 7, 3, 6 and 5 absorl@gper cent of total imports, while these product
categories capture only 48 per cent of ASEAN imp&am LAC. The largest difference is in machinand
transport equipment (section 7), which is represgtmbore in ASEAN’s total imports. In contrast, ASRA
imports relatively more food and live animals (g&at0) from LAC than from the rest of the world.

Sections 7, 6, 5 and 3 are the largest componentsAC’s import basket from the world, together
amounting to 81 per cent. The traded basket witEAS$ shows a higher concentration in section 7 which
accounts for 65 per cent, while section 5 and Garaller. The greatest similarity is found in sect8 (other
manufactures) which accounts for about 10 pericelmbth import baskets.

Figure 10. Sectoral composition of imports of ASEN and LAC in 2008
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Source: Calculated by authors based on data froMTRADE, downloaded using WITS

Next, disaggregated data for exports and importhettwo digit SITC classification level are used.
Four major commodity groups have been found donmgaASEAN’s exports to LAC since 1995:
Telecommunication equipment (76), Electrical equepin(77), Office machinery (75) and Rubber in dife
forms (23).

Figure 11 shows the commodity concentration of ASE#xports to LAC countries over the period
from 1995 - 2008. The share of telecommunicationigggent products have decreased steadily during the
period, from about 35 per cent in 1995 to only &0 gent in 2008. This drop in shares of telecomgation
equipment occurred despite its dollar value of etgpmcreasing from USD 0.9 billion to US 1.2 tuilh over
the same period. However, total exports grew muahef, causing the share of telecommunicationseto b
squeezed in.

13
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During this observed period, ASEAN succeeded iréasing its export diversification which is
captured in Figure 11. Starting from 2000, a trefidncreasing shares for the residual commodityugro
“Other” is obvious® Together with an increase in total exports to LAfe structure of that export has
changed in favor of a more diversified composition.

Figure 11. Three largest sectors in exports from 8EAN to LAC (1995-2008, SITC 3 two-digit level)
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Source: Calculated by authors based on data froMTRADE, downloaded using WITS

The composition of ASEAN’s imports from LAC in theame period shows a greater mix of
commodities (see Figure 12). The top three impodeehmodity groups are different from year to year;
however the group Animal feed (08) was part ofghmup of the top three imports every year. Impoftson
and steel (67) are also high during the perioddaunot qualify as a top three categories in théodeirom
1998 to 2000 or in 2006.

The top three imported categories vary in theirtgoution to total imports during the period. Ab@&@
per cent of total imports in 1999 were attributedhe top three categories, compared to 45 perioet08.
Consequently, the share of imports labeled as ‘(Otiso varies

® Commodity group Other is mainly consisted of pratduin SITC category 2 (Crude materials) and 7 (hiteery and
transport equipment)

" Commodity group Other in ASEAN imports from LAC mly consisted of products in SITC category 2, @ ar(Food
and live animals).
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Figure 12. Three largest sectors in ASEAN importsrtbm LAC (1995-2008, SITC 3 two-digit level)
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Source: Calculated by authors based on data froMTRADE, downloaded using WITS

Most LAC imports from ASEAN are in finished gooddigh-tech manufactures such as
telecommunication equipment and various enginespanus featuring inter-industry trade in which LAC
exports primary products, in return for importingna sophisticated manufactured products. The rextiah
looks into the existence and development of imigustry trade (IIT) between regions.

2.4 Intra-industry trade and complementarity index

Trade literature identifies several benefits framrcalled intra-industry trade (1IT) which is mogingly
defined as the simultaneous export and import®ktme product categories, particularly in manufast A
high share of IIT is typically found in more devedml countries with a high(er) share of manufacturekeir
total trade (and production). This is due to maegspons, the most obvious ones include the readifidssse
countries to cut tariffs and other trade barriemssach products, and also they have productiomtdoby
and other resources available to allow for therfragtation of production in the industrial sectoriathis
linked with a rise in IIT. The literature also aeguthat higher IIT indicates a better potentialdiorincrease in
future trade. Low shares of IIT are typically fouimdcountries that have more concentrated produciiad
trade driven by traditionally defined comparativdvantages. However, an important reason for alldw
might be the geographical distance because trangpsts can prevent the development of production
fragmentation which is associated with a higherelo&I1T.

Table 2 shows the level of [IT between some ofslected economies in the two regions. In pringiple
IIT is very low but there are some cases wherespaircountries IIT account for a reasonable praporof
bilateral trade. The highest index is in bilater@lde between Mexico and Singapore, followed byldra
between Mexico and Thailand. For these cases, bat&e per cent and 56 per cent of trade is oflihgype.
This is mostly driven by the production of compatseand parts for the vehicle and office equipment
industries in these three countries.
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Table 2. Intra-industry trade for Latin American Co untries with ASEAN, 2006 (Grubel- Lloyd Indices)

Indonesia  Malaysia Philippines  Singapore  Thailand Vietnam
Argentina 0.02 0.01 0.00 0.13 0.02 0.01
Brazil 0.05 0.02 0.02 0.18 0.05 0.06
Chile 0.00 0.01 0.03 0.02 0.01 0.00
Mexico 0.09 0.24 0.11 0.56 0.37 0.02
Venezuela 0.01 0.03 0.00 0.00 0.02 0.00
IGL > 0.33 IGL > 0.1 < 0.33 IGL<0.1 |

Source: Economic Commission for Latin America dmel €aribbean (ECLAC) 2008

Another useful indicator of trade potential is iemplementarity Index which measures a degree to

which the export pattern of one country (or grofigauntries) matches the import pattern of anothagure
13 presents the indices for ASEAN as 86.52 andLA®C as 83.04. Both indices are relatively high, they
indicate that ASEAN’s exports cater to the Latin éiinan market better than the other way round. Triay
contribute to the explanation for the consisteatlér surplus in favour of ASEAN from 1998-2008 thais

mentioned earlier.

In Table 3, ASEAN exports show their clear advaatay category 77, whereas Latin America has
strong import demand for both Category 77 and Qaje@8. The Complementarity Index for ASEAN
exports and LAC imports are lower within Categor(3.14 for ASEAN exports and 61.89 for LAC’s) than

with overall trade, although the index has improgedpared to 2007 (tables provided in appendixabket

1A and 2A).
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Figure 13. Complementarity index of trade between SEAN and LAC
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Source: Calculated by authors based on data frod TRADE, downloaded using WITS

Table 3: Composition of overall trade flows betweeSEAN and LAC within Machinery and transport
equipment category in 2008

EXASEAN IM LAC Ex LAC IM ASEAN

SITC7

Power Generating Machines (71) 0.033 0.081 0.073 0.060
Special. Industrial Machinery (72) 0.04 0.080 0.039 0.077
Metal Working Machinery (73) 0.01 0.020 0.003 0.016
General Industrial Machinery n.e.s (74) 0.06 0.134 0.083 0.094
Office Machines, Adp Mach (75) 0.24 0.078 0.052 0.130
Telecomm Sound Equip etc (76) 0.11 0.159 0.227 0.093
Elect Mach Appar, Parts, n.e.s (77) 0.41 0.209 0.164 0.396
Road Vehicles (78) 0.08 0.216 0.306 0.072
Other Transport Equipment (79) 0.03 0.026 0.053 0.062
Category 7 1.00 1.000 1.000 1.000
Complementarity index (%) 65.14 61.89

* ASEAN exports of Subcategory 1/ total ASEAN exisoof Category 7
Note: EX stands for export and IM stands for import
Source: Calculated by authors based on data frodMd TRADE, downloaded using WITS
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[1l. Obstacles in trade between ASEAN and LAC

3.1 Tariffsand trade costsin trade between ASEAN and LAC

As pictured in Figure 14, applied tariffs on tradgmbds have decreased in the observed period 95, 19
the average effectively applied tariff rate on ASEMNnports was 12.4 per cent and 6.4 per cent on LAC
imports. The latest data shows that these levels teopped to 8.9 and 2.2 per cent, respectively.

However, a large increase in tariffs on import& AC’s goods occurred in 1998 and it corresponds to
sharp drop in imports at that time (34 per cefjs once-off sharp increase in ASEAN's tariffeansistent
with other observations on reduced openness te tdating the Asian financial crisis. Similarly, IrAC
there was a relatively significant increase in &ffely applied tariffs on ASEAN goods in 2007, liuseems
that it did not result in a reduction in importerft ASEAN.

Figure 14. Effectively Applied Tariff Rates from 195-2008* (weighted average)
16 e e e e e e e e e
1]
1]

10 +

%
[

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

ASEAN == |AC

Source: Calculated by authors based on data froi@TURAD TRAINS, downloaded using WITS
* 2008 data for ASEAN is not available

Box 1 which illustrates a case study on the devakags in import tariffs imposed on ASEAN goods
in Argentina and Brazil, provides further detahaitt are useful to understanding the role of tduéffriers in
trade between ASEAN and LAC.

Box 1. Role of tariff protection on imports of Argentina and Brazil from ASEAN

Figures 15 to 20 shows Argentina and Brazil's theegest imports from ASEAN and the imposed
tariffs in 1995, 2000 and 2007/08. The left axiewgs the import value in millions of USD and thehtigixis
shows the imposed tariffs. The share of importsmfASEAN'’s source in total imports is given by numsm
brackets (in the bars in each figure) while theelef the imposed tariff is reflected by the ddéter example
Figure 15 shows that the import of natural rublbemf Indonesia in 1995 accounted for 31 per cent of
Argentina’s total imports of rubber in that yeadahe applied tariff was 4 per cefiBy tracking the import

8 Argentina and Brazil were chosen as reporters thedproducts were the three most imported from ASEA
2007/2008 on a country-to-country basis. The agpbeiffs were retrieved from TRAINS database bingaVITS.
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and tariff levels over time, one could observéhdre is any correlation between the reduction riff tavels
and changes in imports of a specific product.

Figure 15 Figuté
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It appears from Figure 15 that imports of natusdler and tariffs imposed on natural rubber folbm
expected an inverse relationship. In other womlseting of tariffs corresponds to a rise in impdlilsewise,
an increase in tariffs is associated with a dropmports). Furthermore, it seems that imports diber
increased more than total imports, as its shame frosn 47 per cent in 2000 to 63 per cent in 200i& same
correlation between tariff and import changes aeorded for diesel engines in Figure 16; tariffsdogsel
engines were reduced from 19 per cent in 2000 tpet6ent in 2007. Argentina’s import of diesel ieeg
from Thailand was minimal in 2000, but in 2007 écaunted for almost 20 per cent of total dieseliren
imports.

In contrast to the previous two cases, Figure Ifvshthe relationship between tariffs and the tk
largest imported product, under the name Adaptiugépament which is not inversely correlated. In tbése,
imports from Malaysia have increased despite higgméifs being imposed.

Similar to the case in Argentina, Brazilian impastshatural rubber from Indonesia increased ovaeti

as the tariffs were reduced. By 2008, 38 per céBrazil's imports of natural rubber originatedlimdonesia,
amounting to an import value of almost USD 180 iomll Imports of natural rubber from Thailand a
significantly increased in 2008 compared to presigears. Brazil's tariff policy on rubber towardailand is
not identical to the one on Indonesian rubber jttagems that similar changes for rubber importuoed.

nird

SO
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Figure 18 Figure 19
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Imports of liquid filters for industrial use fronirgapore amounted to more than USD 100 million in
2008, which accounts to 45 per cent of Braziligpilil filters imports. Small or no imports occuriedl995
and 1998 when tariffs were also higfer.

In summary, these cases illustrate that lowerfsarifh principle, are followed by higher imports.
However, no rigorous econometric testing was umadtert to prove that an increase in import value was
caused by a reduction in tariffs. Nevertheless,améd argue that the reduction in tariffs wouldhtioue to
enable the further increase of trade if the curtemél is deemed to be a significant obstacle. Fthe
observed evidence on the effectively applied tauff trade between ASEAN and LAC, it appears #uéfs
are not the worst obstacle in their trade.

3.2 Role of non-tariff measures and other trade costs

While Box 1 shows an inverse relationship betwesifftand import values in most observed cases, no
direct one-on-one causation between tariff redustiand increased trade values were demonstrateth Ev
though the case studies were limited to two coestalong with three products and therefore conestanly

® Due to lack of 2000 data, 1998 data was usedsrcticulation.
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anecdotal evidence, it is argued that the tarifésreot the best explanatory variable for the curetate of
trade between ASEAN and LAC. These other factelate to non-tariff measures and other costs igklate
trade included in both transport and trade fatitita To analyze the role of these factors, twadatbrs from
the World Bank's World Trade Indicators databaserewehosen, these include: the Overall Trade
Restrictiveness Index (OTRI) and the Logistic Perfance Index (LPI).

OTRI is expressed as an equivalent tariff rate ibug derived from a country’s tariffs (as in the
schedule) and non-tariff measures (NTMd). equals the uniform tariff rate that (if appljedould keep
import levels unchanged. Thus, OTRI captures thgaghof other barriers to trade over and aboventipact
on tariffs™

Figure 21. Overall Trade Restrictiveness Index foASEAN* and LAC (2007)
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Source: The World Bank, World Trade Indicators 2009

Figure 21 shows that ASEAN countries on averageestmver OTRI values than LAC but the
variations within the groupings are large. Mexicetre is three times higher than Chile’s, and ghp
between Malaysia and Indonesia is even larger.tBaitrelative distance between the countries withan
groupings are similar: the standard deviationaselto 7.5 units in both regions.

The largest change occurred in Venezuela which fesvéts score by 11.7. Besides Venezuela, the
Latin American countries’ scores are close to mresiyears. The movements in ASEAN are larger aed th
greatest change occurred in Philippines which amed by 4.6 units.

The average score in ASEAN is 17.13 units and i€11%.95 units. These numbers are naturally larger
than the weighted average tariffs presented inrEidi®3 because of the NTMs. But the difference betwe

19 Not all non-tariff measures are in fact workingira@sle barriers. On conceptualization and measuresez more in
Mikic and Wermelinger, eds. (2010).

1 See the WTI User Guide for a complete descriptiotthe LP1 and OTRI. Available at:
http://info.worldbank.org/etools/wti/docs/userguiaidf
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OTRI and the weighted average tariff is 7 in LAGId® in ASEAN. Thus, there are indications that NSTM
are contributing to a higher extent in AESAN'’s @lérestrictiveness.

The LPI reflects the country’s logistic environmeamd the index ranges from 1 to 5, in which a highe
score represents a better performance based dwewigriteria. The measurement includes aspects asich
ease of arranging competitively priced shipmentgethational shipments) and quality of trade relate
infrastructure (Infrastructure). In Table 4, eantividual country’s LPI is presented and derivew ithe six
key dimensions. Figure 22 illustrates the counttiésscores graphically.

Table 4. Logistic Performance Index in ASEAN and LAC (2009)

Singapore Malaysia Thailand Brazil  Philippines Argentina Chile  Mexico  Vietnam  Indonesia Venezuela
LPI 4.09 3.44 3.2 3.14 3.1 3.09 3.05 2.96 2.76 2.68
Customs 4.02 3.11 2.63 2.06 2.68 2.37 2.55 2.43 2.93
Infrastructure 422 35 2.75 244 2.56 31 2.95 2.54 2.86
International
shipments 3.86 35 4 . 3.15 3.05 3.04 291 2.83 2.82 2.74
Logistics -
competence 412 3.34 2.95 . 3.03 2.53 2.89 3.3 3.04 2.47 0.46
Tracking &
tracing 4.15 3.29 3.15 2.84 3.1 3.42 3.28 2.77 3.33
Timeliness 4.23 3.83 3.73 3.82 3.05 3.44 4.14 3.66 3.46 3.8
Legend:

1st place 2nd place . 3rd place

Source: Extracted from World Bank, 2009

The countries with the highest LPI ranking are fbimASEAN. Singapore, Malaysia and Thailand are
consequently driving the ASEAN trade weighted ageracore (3.52) above LAC’s (3.06). But the change
compared to 2007 is positive for LAC (0.2) and negafor ASEAN (-0.05). Because of Singapore’s
substantial overall trade, the weighted average gightly distorted in ASEAN but both regions shaw
positive change in the simple average.
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Figure 22. Logistic Performance Index for selectedountries (2009)
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Singapore is consistently ranked as the highesoimeer with a score over 4 in all dimensions of LPI
The lowest scores among ASEAN members are registere/iet Nam and Indonesia; both have values less
than 3. Brazil and Argentina received the highestking in LAC and Brazil reached third best value i
Customs and Logistic Competence.

The findings show that the Latin American countrége less capable to facilitate trade and a trade
expansion at the moment despite the fact that porgss high score and share in trade is causingparard
bias for the ASEAN.

IV. Existing cross-South Pacific trade agreements andsues of ‘noodle bowl’

There is a rich body of literature on the rise eionalism since the establishment of the Worldd&ra
Organization (WTO) in 1995 (for a more recent revfeom the Asia-Pacific perspective see ESCAP, 2009
ASEAN and LAC have each contributed to the prodifem of a number of various preferential trade
agreements (PTAs). Members of these two groupinggarty to numerous bilateral and plurilateral BTA
(see the Table 5A in Statistical appendix), covgnot only trade in goods and services, but algestment,
IPR, and other areas. However, there is only adgmreements between the countries belonging to ASEAN
and LAC as defined in this paper. At present, thly @ TAs that are currently in force among the d¢oes
tracked in this paper are Panama-Singapore (26@8)-Singapore (2009), Singapore-Costa Rica (2010)
and the Trans-Pacific Strategic Economic PartnptBii (2006, Brunei Darussalam, Chile, New Zealard a
Singapore). All these agreements cover both gondsarvices and are notified to the WTO under GATT
XXIV and GATS Art. V. The countries with the largesumber of PTAs in force, Chile (18) and Singapore
(19), surprisingly still do not have a mutual PTA.

2 Third protocol on early harvest between Peru-Hmailwas signed on 18 November 2010 with an intertiostart
implementation in first quarter of 2011.
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If ASEAN's dialogue partners are included (Chinapan, Republic of Korea, Australia, New Zealand
and India), then the number of agreements in exéstbetween ASEAN+6 countries and LAC is much large
as there are bilateral agreements between Childasulalia, China, India, Japan, and the Republi€area;
between Mexico and Japan, and the Republic of Kdteau and China, MERCOSUR and India. Not to be
forgotten are the agreements within each of the grawmpings (LAC and ASEAN). All these are plotted i

Figure 23 which illustrates the phenomenon of “dedzbwl” with respect to a number of agreementetas
on ASEAN'’s wider coverag¥.

Figure 23. Cross-Pacific “noodle bowl!”
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How much trade is covered by these agreem¥hfsble 5 presents the trade weighted averages for
ASEAN and the three plurilateral agreements amaregLACs (based on data available in the World Trade
Indicators from the World Bank). On average ASEANmbers have more than 15 PTAs, compared to 6 for
a member of the Andean group or 4.7 for a MERCOS#nber. Through these agreements, no more than
60 per cent of trade is covered for ASEAN membeftsle this coverage is much less for the Andeanu@ro
(around 40 per cent), MERCOSUR (about 29 per camd)for CARICOM whose coverage of exports is over
40 per cent while its imports drop to just overggs cent (calculations from the period 2006-200%test

13 Even more dense ‘noodle bow!’ is added to theiSiwal appendix as Figure 1A..
1 Trade coverage through PTAs is not to be confugtidthe utilization rate of PTAs which is a reftem of the actual

use of preferential treatment under each PTA andti®asy to calculate, Intra-ASEAN trade estimates at around a
25-30 per cent utilization rate.
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year available). As expected, these averages migskuariations among the individual countries-merald
these PTAs (see Statistical appendix for more ldgtdut rarely the level of exports and importseed by
partners in the PTAs reach over 80 per cent (ewnd Darussalam), while often it remains in the ROs.

Table 5. How much trade is covered through PTAs?

Trade coverage

Mo of FTA/CU |Exports{%) |Imports{%)
ASEAN trade weighted average 15.24 58.37 60.93
Andean Group trade weighted average 6.04 41.09 44,49
MERCOSUR trade weighted average 4.70 29.95 28.48
CARICOM trade weighted average 4.28 42.69 25.65

Source: World Trade -Indicators 2610-2011, World IBan

The reasons for opting to pursue trade liberabrathrough a preferential rather than an MFN path
vary from country to country. Often, the slow presg of MFN-based trade talks in the Doha Roundtésl ¢
as one of the most important drivers for the rised®TA numbers. This is of course valid in the cake
countries that are eager to trade in a barrierdregronment, such as Singapore or Chile. Thereaueatries
that are reluctant to provide freer access to timairkets at the MFN level, but are still willing ¢o it in a
more controlled and gradual process of regionalganticularly in areas other than goods trading at&ther
the reason for the proliferation of PTAs, thereareimber of potentially adverse effects:

¢ Instead of generating trade to integrate markéis,existence of the so-called “noodle bowl” can
cause a rise in transaction costs for traders avebkiors who operate in these markets and thus may
obstruct trade and reduce the unit benefits oftiagjsrade.

e The existence of agreements in a hub-and-spokdgewafion could lead to a situation where the
compliance with rules of origin prevents sourcingm certain markets and therefore reduces their
chances to develop value-added stages of production

e Some countries may not be as attractive as pantitbe PTAs and thus would face less market access
than if the liberalization was pursued through agtitateral liberalization. This is particularlyuie
for some smaller low-income developing countries.

In short, PTAs can turn into obstacles rather thaimg enablers of trade (Estevadeordal et al, 2009)
This is particularly relevant at times when glodamand for trade weakens, as was the case for 2008
2009. Trade can act as a countercyclical policysmeawhen external demand falls. However, if trere
obstacles to trade that are associated with PTAguld be difficult to tap into that potential.

Thus countries in ASEAN and LAC who are lookinghmiw to increase their mutual trade do not
necessarily need to try to do it through formafgmential trade agreements, if signing new agre¢sneould
just add to the “noodle bowl” impact. Instead, timed to pursue policies of expanding mutual trside an
effort to work within the existing agreements ahdew agreements are signed, they must contrilowtards
increased convergence/harmonization of the ruldsagreements.

While there are still some highly effective tagsiimong the observed countries, the analysis
in this paper identifies non-tariff barriers antiext ‘behind-the-border’ barriers as major obstaries
trade between ASEAN and LAC members. Thereforépatinary’ PTA based on enabling-clause
conditions, would not effectively eliminate realstécles to trade. This is because a portion of the
higher cost of trading between these two groupargses from large geographical distance, even the
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most sophisticated and advanced agreements willoeoable to remove that natural obstacle.
Notwithstanding that, there are many untapped aafasollaboration which can be further
developed by making sure that the most obviousetladriers, such as tariffs, tariff-rate quotas and
other QRs are eliminated. With an increased voluhérade, there will also be some positive
externalities arising from better knowledge of tharkets and their demands, and lower costs of
trading that can reinforce production specializatienefiting both sides.

V. Conclusions

ASEAN countries have learned an important lessothe aftermath of the Asian financial crisis,
specifically when regional cooperation is workirggvards enabling trade it could act as a counteiaicl
policy. Therefore when the latest global econonnisi€ hit the region, and countries in this regiost their
important exporting markets, an increase of tradthinv the region was equally as important as the
introduction of packages to stimulate domestic deinaoreover, in contrast to the situation in theel
1990s, the developing countries globally were erpeing a lesser fall in their GDPs opening potdrftr
more intensive South-South trade and investmenfiadt) Latin American economies on average hava bee
posting admirable growth rates, for example Pegutsvth rate projections show an increase from &5
cent in 2000 to 8.2 per cent in 2010, while Pan@@ojected to increase from 2.7 per cent in 2(06.2
per cent in 2010 (International Monitory Fund, 2D10However, while this relatively vibrant growthay
indicate potential for new trade, factors suchaak lof knowledge of each other’'s’ markets, lacksofcial
capital’ between the traders, no established fimhnchannels and guarantees, geographical, liriguist
cultural and other distances, all played a roldirmiting possibilities for expanding trade betwe&SEAN
and LAC.

To increase trade between the ASEAN and LAC froendirrent low level, much more than “political
will” is needed. As trade is done by firms, it isris that need to recognize that there are posiéiugns from
trade (and investment) across the south-PacifizidDbly environments in which firms have to do Imesis
matter, as do barriers that exist on and behindbtivder. Governments of countries on both sidethef
Pacific should share best practices on domestmrmef and supporting policies to create predictaivie
stable environments for firms operating in the picitbn of goods and provision of services, irresipecof
their national origins. This includes a cooperatard coordination between governments on introducin
cross-regional standards on regulatory measuredifygoontrol measures, and also the removal ofiéoand
behind-the-border barriers. Whether this is dona eeciprocal basis through a contractual arrangefsech
as trade and other inter-governmental agreements) a less formal way (based on business assougiati
agreements), is a matter of decision and must bedban further impact analysis of such agreemeAss.
established in the literature, high transport castd weak logistics are undermining trade potenfiais
needs to be addressed through infrastructural imesds but also through sharing of experiencesnesof
the best performers in logistics come from ASEANIost importantly, the gap in knowledge about each
other’s regions characteristics and needs shouldidsed by investing in more people-to-people odsta
through university and professional exchanges nessi trips, organization of business and cult@iges fand
through formalizing some joint projects co-fundgdgovernments on both sides. Opportunities for fieiaé
cooperation between the two regions abound andstheyld not be left unused for much longer.
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Technical appendix

1. The formula of Trade Entropy for a single country:

X 1
D In
X Xsd/xsw

sw

Where s is the source country under study, d is¢hef destinations, w is the world, and X isltilateral
flow of exports from the source to the destination.

2. The formula of Complementarity for a region:

_ ‘mwd_xisw|;
1 Zide ||+ <100

Sw

Where d is the importing region of interest, shis &€xporting region of interest, w is the worlds the
set of industries, x is the commodity export flotis the total export flow, m the commodity of imp&ow
and M the total import flow. Dividing by 2 convettss to a number between 0 and 1, with zero irioiga
that all shares matched and 1 indicating that moatehed.
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Statistical appendix

Table 1 A. Complementarity index of overall trade fow in ASEAN and LAC

EXASEAN lM LAC Ex LAC IM ASEAN
SITC abs-dif** abs-dif**
Category O 0.055* 0.053 0.0025 0.118 0.043 0.0749
Category 1 0.004 0.003 0.0018 0.012 0.004 0.0077
Category 2 0.037 0.034 0.0026 0.102 0.029 0.0731
Category 3 0.171 0.132 0.0383 0.217 0.214 0.0035
Category 4 0.037 0.005 0.0315 0.014 0.004 0.0103
Category 5 0.070 0.142 0.0720 0.048 0.088 0.0406
Category 6 0.089 0.131 0.0415 0.128 0.133 0.0052
Category 7 0.385 0.406 0.0213 0.291 0.393 0.1022
Category 8 0.095 0.086 0.0090 0.049 0.052 0.0037
Category 9 0.058 0.009 0.0491 0.021 0.039 0.0179
All 1.00 1.00 1.00 1.00
Complementary% 86.52 83.04

* ASEAN exports of Category 0/ total ASEAN exports

**absolute value of difference between export amgart shares for its corresponding category
Category 0: Food and live animals

Category 1: Beverages and tobacco

Category 2: Crude materials, inedible, except fuels

Category 3: Mineral fuels, lubricants and relatesterials

Category 4: Animal and vegetable oils, fats andesax

Category 5: Chemicals and related products, n.e.s.

Category 6: Manufactured goods classified chiejlyraterial

Category 7: Machinery and transport equipment

Category 8: Miscellaneous manufactured articles

Category 9: Commaodities and transactions not dledsélsewhere in the SITC
Source: COMTRADE, downloaded using WITS
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Table 2A. Composition of overall trade flows betweg ASEAN and LAC within Machinery and
transport equipment category - 2007

E><ASEAN IM LAC EX LAC lM ASEAN

SITC3 abs-dif** abs-dif**
Subcategory 71 0.03* 0.076 0.0025 0.077 0.053 0.0234
Subcategory 72 0.03 0.079 0.048 0.038 0.068 0.0307
Subcategory 73 0.01 0.02 0.0146 0.003 0.014 0.0111
Subcategory 74 0.06 0.138 0.0829 0.082 0.078 0.0032
Subcategory 75 0.24 0.081 0.1562 0.064 0.134 0.0699
Subcategory 76 0.11 0.133 0.0224 0.199 0.09 0.1085
Subcategory 77 0.45 0.2 0.2509 0.17 0.455 0.2852
Subcategory 78 0.06 0.243 0.1844 0.321 0.054 0.267
Subcategory 79 0.02 0.029 0.0063 0.047 0.052 0.0052
All 1 1 1 1
Complementary%o 61.59 59.79

* ASEAN exports of Subcategory 1/ total ASEAN exisoof Category 7
**absolute value of difference between export amgart shares for its corresponding category
Category 1: Power Generating Machines

Category 2: Special. Industrial Machinery

Category 3: Metal Working Machinery

Category 4: General Industrial Machinery n.e.s

Category 5: Office Machines, Adp Mach

Category 6: Telecomm Sound Equip etc

Category 7: Elect Mashinery Appar, Parts, n.e.s

Category 8: Road Vehicles

Category 9: Other Transport Equipment

Source: COMTRADE

Table 3 A. Weighted averages of Effectively Appliedariff rates imposed on imports

Reporter: ASEAN countries

IDN MYS PHL SGP THA VNM
ARG 2.38 1.09 5.21 0 10.03 10.07
BRA 2.57 2.64 0 8.71 6.89
CHL 0.42 0.33 3.26 0 3.02 4.94
MEX 3.25 1.15 0 4.69 5.99
VEN 2.2 3.12 0 11.14 22.42
Average 1.79 1.9 3.2 0.0 7.5 10.1

Source: UNCTAD TRAINS, retrieved by WITS
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Table 4A. Weighted averages of Effectively Appliedariff rates imposed on imports

Reporter: Latin American Countries

IDN MYS PHL SGP THA VNM
ARG 10.56 9.56 10.39 8.8 13 13.12
BRA 10.94 13.36
CHL 6 6 6 0.06 6 6
MEX 5.64 7.09
VEN 17.02 17.97 14.19 14.26 16.44 24.22
Average 11.19 11.18 10.19 7.94 11.18 14.45

Source: UNCTAD TRAINS, retrieved by WITS

Table 5A. Regional and Plurilateral Preferential Trade Areas for selected Latin American economies,
as of November 2007

Countries

Argentina

Brazil

Chile

Mexico

Intra-regional
PTAs

Mercosur (3) +
Andean
Community (5) +
Chile (1) =9

Mercosur (3) +
Andean
Community (5) +
Chile (1) =9

Mercosur (4) +
Andean
Community (5) +
CACM (5) +
Cuba (1) +
Mexico (1) = 16

NAFTA (3) +
Costa Rica (1) +
Nicaragua (1) +
Chile (1) +
Bolivia (1) +
Uruguay (1) +
Colombia (1) =9

Extra-regional PTAs

Mercosur - European
Union

Mercosur - European
Union

EU (25) + EFTA (4) +
United States (1) +
Canada (1) + Korea (1) +
New Zealand (1),
Singapore (1) + Brunei
Darussalam (1) + China
(1) + India (1) + Japan (1)
= 38 Negotiating FTA with:
Thailand, Malaysia and
Australia

18

European Union (25) +
EFTA (4) + NAFTA (2) +
Israel (1) + Japan (1) = 33

12

Note: information on Venezuela not available

Agreements

Countries

54

42

Regional and Plurilateral Preferential Trade Areas for selected Southeast Asian economies, as of January

2008
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Countries

Indonesia
- Signed

Indonesia
- Negotiating

Malaysia
- Signed

Malaysia
- Negotiating

Philippines
- Signed

Philippines

- Negotiating

Singapore
- Signed

Singapore
- Negotiating

Thailand
- Signed

Thailand
- Negotiating

Partners: Asia

ASEAN (9) + China (1) +
Republic of Korea (1) +
Japan (1) =12

India (1) + Australia (1) +
New Zealand (1) +
Pakistan (1) = 4

ASEAN (9) + China (1)b
+ Japan (1) + Republic of
Korea (1) =12

Australia (1) + New
Zealand (1) + Pakistan
(1) + India (1) = 4

ASEAN (9) + China (1) +
Republic of Korea (1) +
Japan (1) =12

Australia (1) + New
Zealand (1) + India (1) =
3

ASEAN(9) + China (1) +
Republic of Korea (1) +
Australia (1) + New
Zealand (1) + Japan (1) =
14

India (1) + Pakistan (1) =
2

ASEAN (9) + China (1) +
Republic of Korea (1)+
India (1) + Bahrain (1) +
Australia (1) + New
Zealand

(1) + Japan (1) =16

Bay of Bengal Initiative of
Multisectoral, Technical
and Economic
Cooperation (BIMSTEC)
(6) + India (1) =7

Partners: Rest of
the world

None

European Union
(27)

None

United States (1) +
Chile (1) +
European Union
(27) =29

None

European Union
(27)

United States (1) +
EFTA (4) + Jordan
(1) + Panama (1) +
Chile (1) =8

GCC (6) + Canada
(1) + European
Union (27) +
Mexico (1) + Sri
Lanka (1) + Peru
(1) + Egypt (1)

+ Ukranie (1) = 39

None

Peru (1) +United
States (1) + EFTA
(4) + European
Union (27) = 33

Staff Working Paper 02/10

Agreements

10

10

Countries

12

31

12

33

12

30

22

41

16

40
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Viet Nam .
e ASEAN (9) + China (1) +
Signed Republic of Korea (1)= 11 None 3 11
Viet Nam Japan (1) + Australia (1) Chile (1) +
- Negotiating + New Zealand (1) + European Union 6 32
India (1) = 4 (27) = (28)

Source: ECLAC 2008b for the LAC and APTIAD (2010) for ASEAN

Figure 1A. More complex noodle bowl

*Honglong

* Macao

ASEAN

* Indanesiz &

"\,mEﬁculstin

+ Argentina+ ﬁ?araguay
« Brazil  * Uruguay

Source: Medalla and Balboa (2009)
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