Asia-Pacific Development Journal Vol. 18, No. 1, June 2011

REVISITING SECTORAL LIBERALIZATION:
AN ALTERNATIVE TO THE FREE TRADE AREA
OF THE ASIA-PACIFIC? IMPLICATIONS

FOR THE PHILIPPINES

George Manzano and Myrene Bedafio*

This paper develops a modality of liberalization for APEC, based on

a sectoral level, as an alternative to the Free Trade Area of the
Asia-Pacific (FTAAP). This model, originally developed by Wonnacott
(1994), argues for the liberalization, on a Most Favoured Nation (MFN)
basis, of sectors where APEC members are principal suppliers. The main
advantage of this option is that it skirts the free rider problem that usually
afflicts MFN liberalization. While this approach would benefit APEC as

a group, it impacts different members differently. The paper examines the
implications of such a liberalization modality in APEC on the Philippines,
as a case study.
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[. INTRODUCTION

The concept of open regionalism is a fuzzy one. As echoed by Bergsten
(1997), this concept was first understood as a concerted unilateral liberalization.
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However, the euphoria in the APEC process that emanated from the Bogor meetings
waned as the Asian financial crisis struck in 1997. As most of Asia grappled with the
crippling effects of the crisis, the political support for trade liberalization across APEC
faltered or at least failed to match the rhetoric of the leaders’ declarations. In

addition, as the Doha Round bogged down amid disagreements on agriculture trade,
regional trade agreements (RTAS) proliferated. Even within APEC, a multitude of RTAs
bloomed, threatening to overshadow APEC'’s role as a driver of trade. In an effort to
put the APEC profile back to its prominence, the Free Trade Area of the Asia-Pacific
(FTAAP) was proposed in 2004. However, given the current trade tensions among
some members, the political support for such an agreement has become
guestionable. Yet, there remains the imperative for fresh initiatives to keep the bicycle
of trade liberalization moving. Given this backdrop, this paper presents another
modality to support APEC's trade liberalization pillar and to provide an alternative to
the FTAAP proposal.

This paper develops a modality based on sectoral liberalization, reminiscent
of the Early Voluntary Sectoral Liberalization (EVSL). However, in contrast to the
ill-fated EVSL, where the “voluntary” nomination of sectors for early liberalization is
based, to some extent, on the mercantilist interests of individual members, the
proposed modality will employ a more analytical method for identifying the sector to
be slated for liberalization. Central to this modality is the basis for selection of
sectors to be liberalized. Following Wonnacott's (1994) methodology, the paper will
use the “principal supplier” criterion in identifying the sectors that can be considered
for MFN liberalization. To highlight the implications of the sectoral liberalization on
individual members, a case study of the Philippines will be conducted.

II. TRADE LIBERALIZATION IN APEC AND THE FTAAP

There are concerns that APEC will miss the Bogor goals, launched in 1994.
One initiative to push for the Bogor goals is via the preferential route, i.e., creating
a massive RTA encompassing all APEC members. The proposed RTA, dubbed as the
FTAAP, represents a significant departure from APEC's initial approach to trade
liberalization. APEC distinguishes itself from conventional preferential models with its
strict adherence to “open regionalism”. Specifically, the organization subscribes to
the “concerted unilateralism” approach that entails the simultaneous unilateral action
on the part of APEC members to liberalize trading regimes in a less discriminatory
manner. This unique character of APEC seeks to ensure that it will serve as
a “building block” to global trade liberalization, rather than a “stumbling block”.
Clearly, an RTA would involve a complete overhaul of the APEC modality to trade
liberalization — from a non-discriminatory approach to trade liberalization underpinned
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by voluntary and non-binding commitments, towards an explicit preferential
arrangement established through negotiations of reciprocal trade concessions that
are legally binding.

The interest in the APEC RTA concept is motivated by a set of reinforcing
factors. As mentioned earlier, the primary motive emanates from the challenge for
APEC to revitalize its faltering trade agenda. Critics point to the demise of the EVSL
scheme and the ineffectiveness of the Individual Action Plan (IAP) process as the
drag on APEC'’s credibility and momentum. The failure of the EVSL in the late
1990s revealed that the mechanisms by which the organization operates, while
well-received, are practicably flawed. Further, the experience demonstrated that
significant trade liberalization may not be easily achieved by the mere reliance on
voluntary action by members kept in check only by friendly reminders by peer groups.
Thus, the FTAAP is considered to be an effective way to energize APEC and to get it
right back on the trade liberalization track. A single RTA that would meld the
multitude of RTAs in the region and rationalize the different provisions contained in
these arrangements could well be the solution to the “spaghetti bowl” or “noodle
bowl” effect of overlapping RTAs. In addition, the FTAAP is a response to the
gridlocked WTO negotiations.

While the FTAAP possesses certain merits there are serious questions about
its feasibility in the foreseeable future. One difficulty pertains to the plethora of
interests and sensitive political dynamics among major players, which makes it
difficult to peddle the FTAAP (Morrison, 2007; Aggarwal, 2007). There are also
a number of practical difficulties in negotiating such a large-scale arrangement, which
could dampen the expectations of a successful conclusion in the near future.
Designing, negotiating and implementing RTAs consume significant policymaking and
capital resources and the capacity to take part in the RTA is not symmetric among
APEC members.

More recently however, another modality that involves widening the
membership of the Trans-Pacific Economic Partnership Agreement (TPP) to
potentially include most APEC members has been proposed. All original members of
the TPP are APEC members and there is active interest among other APEC members
to join.1 Because the scope for liberalization in the TPP agreement is comprehensive,
an expansion of members to include all APEC members could then be a substitute to
the formation of the FTAAP.

! Brunei Darussalam, Chile, New Zealand and Singapore, the four original members, signed the TPP in

2005 which entered into force in May 2006. The United States of America, Australia, Peru and Viet Nam
expressed interest in joining the TPP.
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In view of these issues revolving around the FTAAP and the gridlock on the
multilateral forums, the Doha Development Agenda (DDA), the search of a suitable
alternative for trade liberalization agenda in the APEC looms large. Certainly,
unilateral liberalization, liberally interpreted as open regionalism, is one. While the
economic arguments for this modality are many, a negative feature is that it would
amount to giving the rest of the world a “free ride” as non-members automatically
benefit from the tariff reductions by APEC members without making corresponding
liberalization measures. Another avenue is sectoral liberalization.

. PRINCIPAL SUPPLIER APPROACH TO SECTORAL
LIBERALIZATION

Theoretical Foundations

To the knowledge of the authors, there is no paper in the literature that
specifically provides a theoretical justification for sectoral liberalization on an MFN
basis, along the “principal supplier” criteria in Wonnacott (1994). There is a related
literature that explains the merits of a non-preferential trading club, which is one
interpretation of “open regionalism”.

Raimondos-Moller and Woodland (2006) wrote the first paper that discussed
the theoretical foundation of the advantages of “open regionalism”. One variant of
“open regionalism” is the non-preferential club which is a group of countries that
agree to coordinate their non-discriminatory tariff policies and to undertake internal
income transfers. They argue that a non-preferential trading club, by undertaking
coordinated tariff reforms, can improve the efficiency of the resource allocation
and welfare of the members of the club, at the same time leave the welfare of the
non-members untouched, i.e. a Pareto-improvement. An important feature though is
that the “coordinated tariff reforms” of the club members requires some members to
raise their tariffs and some to reduce theirs or even allow subsidies. They argue that
a non-preferential club is consistent with the spirit of the WTO in that whatever
arrangements members make to improve their welfare, does not harm the welfare of
the rest of the world.2

The sectoral liberalization modality proposed in this paper, share many
characteristics of a non-preferential trading club. First, the liberalization, being
undertaken on an MFN basis, is non-discriminatory. Second, it is to be undertaken by
a subset of the global economy, in this case, APEC members. Third, it should not

2 This outcome is similar to Kemp-Wan (1976) proposition except that the latter pertains to customs
unions.
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make the rest of the world worse-off, by keeping the relative prices to non-members
unchanged despite the internal changes among club members. Obviously, world
prices would not be held constant in the process of the APEC sectoral liberalization,
as the APEC members are dominant producers and consumers in the aforementioned
sectors. However, one may argue that because the tariff movements of the

APEC members are, of course, downwards, and granted on an MFN basis, the non-
members will not likely be harmed.

The “Principal Supplier” criteria

To lessen the possibility of outsiders free ridings on the trade liberalization
efforts by APEC, the challenge is to identify those areas in which the benefits of trade
liberalization would redound mostly on APEC members than on non-members. Earlier
work that addressed the issue of free riding is by Wonnacott (1994) that suggested
a trade liberalization scheme on a selective product-by-product basis wherein
countries choose the commaodities for early liberalization based on a pre-defined
criteria. Specifically, the methodology by Wonnacott prescribes that, in order to
minimize the free rider problem, tariff reduction should be undertaken on the goods
where APEC is a dominant global supplier. Intuitively, the benefits of tariff reductions,
in terms of enhanced market access, on these goods would largely accrue to APEC
members, simply, because non-APEC members are not major exporters of such
products.

In the selection of potential candidates for liberalization, the share of APEC in
the world exports of goods was used as basis. A large percentage share of exports is
taken to indicate that “free riding” by non-members would be less problematic. As in
Wonnacott's study, the export shares of APEC in total world trade are compared with
their share in total world exports less intra-European Union trade. Trade between
European Union member countries is discounted, as stipulated in Wonnacott (1994)
on the ground that it is becoming more and more intraregional. For this exercise,
commodities are examined at the 6-digit level based on the Harmonized System (HS)
Commodity Classification Code.

The products in which the APEC members are principal suppliers are
reported in table 1. These are the products where APEC members, as a whole, enjoy
a share of at least 70 per cent of world exports in 2005 (not counting intra-European
Union trade).

% Free riding is considered a cost because third countries will enjoy market acess without giving ‘quid-

pro-quo’ concessions on access to their own markets.
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The list in table 1 and annex A, which contains 282 commodities, is quite
varied, reflecting the wide range of products where individual APEC members have
comparative advantage.

Table 1. “Principal Supplier” goods: Products for which APEC provide the
principal supply in world exports (2005)

Exports (in USD billion)

World
Rank HS Code Description less intra-
APEC World European
Union
Trade
1 854219  Monolithic integrated circuits, nes 3564 3564 3564
900120  Sheets and plates of polarising material 4241 4 253 4245
901380  Optical devices, appliances and 28 838 29 387 29 167
instruments, nes, of this Chapter
4 847010  Electronic calculators capable of oper 1535 1700 1554
w/o an external source of power
5 845691  Machine tools for dry etching printed 2672 2729 2706
circuits
6 851999  Sound reproducing apparatus, 8902 9579 9023
not incorporating a sound recorder, nes
950639  Golf equipment nes 1790 1861 1823
852713  Radio apparatus nes with sound 2329 2906 2372
recording/reproducing
9 852290  Parts and accessories of apparatus 14 065 15 035 14 337
of heading Nos 85.19 to 85.21, nes
10 950410 Video games of a kind used with 5994 7 041 6 114
a television receiver
11 854240  Hybrid integrated circuits 18 980 19 995 19379
12 852320  Unrecorded magnetic discs 3412 3651 3497
13 852731  Radio broad rece combined with sound 2932 3442 3006
recording or reproducing apparatus nes
14 850780  Electric accumulators, nes 7754 8534 7 988
15 854290  Parts of electronic integrated circuits 10 616 11 155 10 948
and microassemblies
16 851650  Microwave ovens 2843 3428 2933
17 950490  Art funfair, game tab, pintab, sp tab 7 836 9185 8 086

casino game & auto bowl alley equip
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Table 1. (continued)

Exports (in USD billion)

World
Rank HS Code Description less intra-
APEC World European
Union
Trade
18 950341  Stuffed toys representing animals 2 309 2748 2 386
or non-human creatures
19 852190  Video recording or reproducing 12 705 16 096 13 165
apparatus nes
20 900211  Obijective lenses f cameras, projectors/ 2490 2760 2581
photographic enlargers/reducers
21 741021  Foil of refined copper, backed 2539 2854 2639
22 853222  Electrical capacitors, fixed, aluminium 2874 3329 2989
electrolytic, nes
23 390330  Acrylonitrile-butadiene-styrene (ABS) 6 022 6 954 6 266
copolymers
24 261390  Molybdenum ores and concentrates nes 3248 3383 3380
25 392640  Statuettes and other ornamental articles, 1902 2197 1985
of plastics
26 640219  Sports footwear, outer soles and uppers 2117 2591 2210
of rubber or plastics, nes
27 847130  Portable digital computers <10 kg 44 529 56 003 46 504
28 852390  Prepared unrecorded media for sound 9432 12 186 9 855
recording or other phenomena nes
29 840721  Outboard motors, spark-ignition 1943 2 455 2035
reciprocating or rotary type
30 901390  Parts and accessories of optical 8 960 9753 9 387
appliances and instruments, nes
Source:  Authors’ calculations using ITC TradeMap data.
Note: The complete list is reported in annex A.

To analyse the importance of the selected products in the trade of individual
APEC members, these products are classified based on their trade shares. Panel A in
annex B shows the imports of APEC partners above each cut-off level. The figures
reported in panel A in annex B give a rough approximation of the value of the market
that would be opened for each APEC member indicated when APEC partners bring
down their tariffs on the items that lie above the chosen cut-off lines. Panels B and C
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convey information of the stakes of individual APEC members as it identifies the
importance of these products, given by their shares in the export and import trade of
members. Panel D provides the difference between the shares in total exports and
those in total imports.

Table 2. Importance of “Principal Supplier” goods to APEC by
cut-off level (2005)

Threshold Share in total Share in total Difference in
(per cent) APEC exports APEC imports EX-IM shares
(per cent) (per cent) (per cent)
70 45.63 38.45 7.18
75 34.60 28.83 5.77
80 29.42 24.74 4.68
85 24.05 20.26 3.79
90 13.97 11.47 2.50

Source:  Authors’ calculations using ITC TradeMap data.

Notes: Share in APEC exports = Share of goods in the cut-off level and above in total APEC exports;
Share in APEC imports = Share of goods in the cut-off level and above in total APEC imports;
Difference in EX-IM shares = Share in APEC exports — Share in APEC imports.

Looking at the shares of APEC as a whole in the world exports and world
imports of the identified commodities in table 2 indicates that the regional grouping
has clear advantage in the export of these products. For example, the share of the
products at the 70 per cent cut-off level in the export of APEC members as a group
stands at almost 46 per cent, while the share of these products in the grouping’s
imports is much lower, at 38 per cent. On the other hand, products where APEC
accounts for 90 per cent of world trade, on the other hand, comprise only about
14 per cent of world export and 11 per cent of world import. At every percentage
cut-off, the selected products’ shares in exports are much greater than the
corresponding share in imports. The implication is that the free riding problem is
expected to be small.

What could be a suitable benchmark to distinguish a product or sector to be
one where APEC is a principal supplier? In the first place, the cut-off level measured
by the share of APEC exports to world exports should be that which maximizes the
gap between the share of APEC exports to world exports and its corresponding share
of world imports. The idea is to look for cut-off level where the offensive interest, as
proxied by the relative share of APEC exports to world exports, is secured relative to
the defensive interests, as represented by the relative share of APEC in world imports.
As indicated by the share of APEC as a whole in world exports, 70 per cent may be
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a reasonable cut-off level because going this far would cover almost half of APEC
exports. Additionally, as table 2 reports, it is at the 70 per cent cut-off level where the
discrepancy between the share of APEC exports and imports is greatest (fourth
column). The implication here is that the offensive interest of APEC, as a whole, is
well-served at the benchmark for the “principal supplier” at the 70 per cent level. In
addition, it appears that there will be much to gain from a negotiation which covers
products where APEC members provide 70 per cent or more of world exports. As
mentioned earlier, at a cut-off rate of 70 per cent, the percentage of APEC exports
covered is close to 46 per cent which is quite sizeable already. At the same time, the
portion of APEC exports covered by a negotiation that only considers the next upper
bracket of 75 per cent is only about 35 per cent of APEC exports. As the second
column of table 2 shows, the average coverage of APEC exports that will not be
included in the sectoral negotiations is greatest when the cut-off point is raised from
70 per cent to 75 per cent. Specifically, the portion of APEC exports that is not
covered declines by 11.03 per cent, representing an average decrease of 2.21 per
cent per percentage rise of cut-off between 70 per cent and 75 per cent.

For tractability, the selected APEC products were classified by sector.
Eleven (11) sectors have been identified for this study — electronics, transport
equipments, machineries, metal and metal products, wood and wood-based
products, textile and garments, footwear and headgear, agricultural products and raw
materials, plastics and rubbers, chemicals, miscellaneous manufactures. The
commodity coverage of the sectors of interest is presented in table 3.

Table 3. Product coverage of selected sectors

Sector HS commodity classification
Electronics Ch. 85
Transport equipments Ch. 86-89
Machinery Ch. 84 and 90
Metal and metal products Ch. 72-83
Wood and wood products Ch. 42-49
Textile and garments Ch. 50-63
Footwear and headgear Ch. 64-65
Agricultural goods and raw materials Ch. 01-23 and 26-27
Plastics and rubbers Ch. 39-40
Chemicals Ch. 26-27
Miscellaneous manufactures Ch. 91-98
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Table 4. Importance of “Principal Supplier” goods to APEC by sector (2005)

Share in total Share in total Difference in
Sector APEC exports APEC imports EX-IM shares
(per cent) (per cent) (per cent)
TOTAL “Principal Supplier” goods 45.63 38.45 7.18
Sectors:

Electronics 17.17 15.60 1.57
Transport equipments 6.39 4.93 1.46
Machinery 11.30 9.05 2.25
Metals and metal products 1.35 1.14 0.21
Wood and wood products 0.72 0.82 -0.10
Textile and garments 0.94 0.62 0.32
Footwear and headgear 0.62 0.49 0.13
Agricultural goods and raw materials 2.11 1.42 0.69
Plastics and rubbers 2.01 1.73 0.28
Chemicals 0.94 0.79 0.15
Miscellaneous manufactures 1.24 1.14 0.10

Source:  Authors’ calculations using ITC TradeMap data.

Notes: Share in APEC exports = Share of goods in the sector in total APEC exports.
Share in APEC imports = Share of goods in the sector in total APEC imports.
Difference in EX-IM shares = Share in APEC exports — Share in APEC imports.

Of the commaodities identified, 78 items or 28 per cent of the total belong to
the electronics product group that includes electronic parts and components,
consumer electronics, office equipment, and telecommunications equipment.
Combined, these products corner 17 per cent of total APEC exports and 16 per cent
of total APEC imports, highlighting the trade importance of this set of electronics

products (see table 4).

Many of the developing members of APEC specialize in labour-intensive
assembly-type operations. Particularly, APEC’s East Asian members have been
playing an increasing role in these supply networks, especially with regard to trade in
parts and components of electronic products, indicating their importance in

international production sharing.
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For each of the sectors identified in table 3, APEC’s share in world exports is
greater than its share in world imports. However, the discrepancy is very minimal at
an average of 2 per cent for all sectors, indicating that while APEC members are
strong suppliers of these goods, they are also strong consumers of such items.4

IV. IMPLICATIONS FOR THE PHILIPPINE TRADE
NEGOTIATION STRATEGY: CASE STUDY

Earlier, it was argued that the sectoral liberalization based on the “principal
supplier” approach would be beneficial to APEC as a whole. However, the impact on
the individual members would vary as in the case of multilateral and regional
liberalization. What are the implications of the proposed modality of liberalization on
the trade negotiation of the Philippines? More specifically, to what extent does the
sectoral liberalization serve its offensive and defensive interests?s

Based on table 5, for the products in which APEC members provide 70 per
cent and more of world exports (less intra-European Union trade), the Philippines’
APEC partners imported $1,915 billion in 2005 from the world. This means that
the Philippines along with everybody else have improved market access (due to
sectoral liberalization) equivalent to the aforementioned value, keeping all other
factors such as income constant. It could be seen that at the 90 per cent cut-off
level, market potential available to the Philippines is significantly reduced by more
than two-thirds to $563 billion.

As annex B reports, the products where APEC supplies 70 per cent of the
world’s exports constitute close to 75 per cent of total Philippine exports in 2005.
This indicates that the Philippines is a dominant supplier for the set of products where
there is relatively little free riding if liberalized unilaterally. Furthermore, the difference
at the 70 per cent and 75 per cent between share of selected products in total
exports and imports respectively, are quite substantial.

4 A comparison of the ‘principal supplier goods with the products proposed for sectoral liberalization in

the WTO Non-Agricultural Market Access (NAMA) in August 2008 is reported in annex D. One notes that
65 per cent of goods under the NAMA correspond to the items in the ‘principal supplier’ goods. Among
the sectors with the highest incidence of correspondence are: electronics, machineries, wood, and
chemicals. Annex D also reports the correspondence of the ‘principal supplier’ goods with the goods
proposed under the 1998 APEC EVSL. In contrast to the NAMA comparsion, only 45 per cent of the
1998 APEC EVSL ‘goods’ are found in the list of the ‘principal supplier’ goods indicating that the latter
has a wider scope for liberalization than the EVSL.

5 Gaining greater market access for exportables constitutes the ‘offensive interest’ in trade negotiations

in this paper. By ‘defensive interest’ is meant preventing the erosion of current levels of protection on
certain ‘sensitive’ sectors.

83



Asia-Pacific Development Journal Vol. 18, No. 1, June 2011

Table 5. Importance of “Principal Supplier” goods to the Philippines
by cut-off level (2005)

Marke_t Shar_g n . Shar'e_ n . Difference in
Threshold poteqtlgl total Philippine total. Philippine EX-IM shares
(per cent) (USD billion) exports imports (per cent)
(per cent) (per cent)
70 1915 75.41 54.66 20.75
75 1432 71.05 49.41 21.64
80 1227 64.49 46.72 17.77
85 1001 62.99 45.35 17.64
90 563 50.54 34.63 15.91

Source:  Authors’ calculations using ITC TradeMap data.

Notes: Share in total exports = Share of goods in the cut-off level and above in total Philippine exports.
Share in total imports = Share of goods in the cut-off level and above in total Philippine imports.
Difference in EX-IM shares = Share in total exports — Share in total imports.

For the Philippines case, however, the optimum cut-off appears to be about
75 per cent, where the difference between export and import shares is greatest. One
may note as well, that as one increases the cut-off from 75 per cent to 80 per cent,
the portion of Philippine exports that are not covered by the sectoral agreement will
fall by almost 7 per cent that is equivalent to an average decrease of 1.31 per cent per
percentage point increase between these two aforementioned cut-off levels.

Table 6. Importance of “Principal Supplier” Goods to the Philippines
by sector (2005)

Share in Share in .
Difference
Market total total in EXAIM
Sector potential Philippine  Philippine shares
(USD billion)  exports imports
(per cent)
(per cent) (per cent)
TOTAL “Principal Supplier” goods 1915 7541 54.66 20.75
Sectors:
Electronics 770 48.07 36.72 11.35
Transport equipments 248 4.55 1.67 2.88
Machinery 452 19.44 10.40 9.04
Metals and metal products 57 0.95 0.46 0.49
Wood and wood products 41 0.41 0.43 -0.02
Textile and garments 31 0.64 0.71 -0.07
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Table 6. (continued)

Share in Share in .
Mark total total Difference
f‘r f?t . ehilooine  Phillosi in EX-IM
Sector po eq |§ ilippine . ilippine shares
(USD billion)  exports imports
(per cent)
(per cent) (per cent)
Footwear and headgear 25 0.08 0.05 0.03
Agricultural goods and raw materials 71 0.09 2.28 -2.19
Plastics and rubbers 87 0.60 1.11 -0.51
Chemicals 40 0.00 0.44 -0.44
Miscellaneous manufactures 58 0.29 0.14 0.15

Source:  Authors’ calculations using ITC TradeMap data.

Notes: Share in total exports = Share of goods in the sector in total Philippine exports.
Share in total imports = Share of goods in the sector in total Philippine imports.
Difference in EX-IM shares = Share in total exports — Share in total imports.

At the sectoral level, however, there are only two major sectors — electronics
and machineries, which dominate Philippine exports. Eight of the broad sectors
account for less than 1 per cent of total Philippine exports (see table 6).

Table 7 reports the MFN tariffs of the Philippine’s APEC partners in the broad
sectoral categories for which sectoral liberalization is proposed. To illustrate, the
average applied MFN tariffs facing Philippine exporters of electronics (or electronic
products where APEC's share in the world exports is 70 per cent or greater) in the
APEC market is 4.38 per cent. If the proposed sectoral liberalization proceeds, then
this figure represents the maximum extent of additional market access made available
to the Philippines, i.e. if there is full elimination of tariffs. As such, the average tariffs
can be a measure of the offensive interest of an APEC member served by the sectoral
liberalization. The larger the prevailing tariffs facing the member in a particular sector,
the greater the market access accorded under a sectoral liberalization programme.
Note, however, that the tariffs as reported in the table may be overstated because of
the overlapping preferential trade agreements currently in place among many APEC
members. One limitation of this study is that it does not take into account the current
RTAs of APEC members in computing for the incremental market access due to
sectoral liberalization.
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Table 7. Simple average applied MFN tariffs of APEC partners on Philippine

exports of “Principal Supplier” goods*

Products APEC trading partners’ ave. MFN tariff
TOTAL “Principal Supplier” goods 4.38
Sectors:
Electronics 1.71
Transportation equipments 7.69
Machinery 1.40
Metals and metal products 3.41
Wood and wood products 3.08
Textile & garments 17.12
Footwear & others 8.19
Agriculture & raw materials 17.19
Rubbers & plastics 4.66
Chemicals 1.34
Miscellaneous manufactures 2.33
Source:  Authors’ calculations

* The average tariff of the Philippines’ APEC partners per sector is computed using the following:

_ @*—1 )&*Tik
@nX ijlcx

Product i's Ave. Applied MFN Tariff = AT

|
@- ATijj

Sector S’s Simple Ave. Applied MFN Tariff = AT 5 = I

Let: X = the value of exports in a given year
T = the applied ad valorem MFN tariff
j =any APEC member
k = any APEC partner; k* = any APEC partner where trade is non-zero
K = all APEC partners; K* = all APEC partners where trade is non-zero
i =any of the selected products
I =no. of commodities identified in a sector
s = any sector

One may note that the prevailing MFN tariffs facing the bulk of Philippine
exports in the selected candidate sectors for liberalization have low average MFN
applied tariffs. Electronics and machineries have MFN tariffs of only 1.71 per cent
and 1.40 per cent respectively, indicating that the degree of potential incremental
market access may be limited. The potential additional market access in footwear,
textile, rubber, and transportation equipment is rather considerable, in view of the
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magnitude of tariffs that will be cut by the rest of the APEC members. However, the
volume of Philippine exports in the aforementioned sectors, save transportation
equipment, is not very substantial (see table 6). Perhaps the reason for the low
volume of exports of the Philippines in footwear, textile, etc. to other APEC
economies is due to high tariff barriers. Thus, the existing profile of tariffs facing
Philippine exports also influences the current distribution and volume of exports
among the sectors.

The defensive interest of the Philippines can partially be gauged from the
current levels of tariffs it imposes on the candidate sectors for sectoral liberalization,
with emphasis on the prevalence of tariff peaks. Table 8 reports the tariff profile of the
Philippines on the sectors of interest. In many instances, the average tariff levels of
the Philippines on the products selected on the basis of the principal supplier criterion
(referred to as “selected” products) are higher than the corresponding average tariffs
of its APEC trade partners. As expected, the MFN tariffs on electronics and
machineries are quite low indicating that the selected sectors are not “sensitive”.
Interestingly the average tariff of the selected chemical sectors is also quite low. On
the whole, the average tariff of the selected products for the Philippines is slightly
higher than the simple average for the whole range of products in the Philippines
indicating that there could be sensitivities in the sample of selected products.
Actually, 20 per cent of the tariff lines in the selected products have tariff peaks,
defined as tariffs beyond 15 per cent, in the Philippines. Table 9 presents the profile
of applied MFN tariffs for the selected goods in the Philippines and highlights the
extent of tariff peaks. As reported in table 9, tariff peaks abound in the footwear,
transport equipment, textile/garments and miscellaneous sectors indicating the
defensive stance of current trade policy.

The previous discussion reveals the overlapping defensive and offensive
interests attached to the selected products for sectoral liberalization. Of interest
however, is the overall assessment of the proposed modality insofar as it impacts
Philippine trade negotiation strategy. This could be important because the sectoral
liberalization that is proposed is essentially a package. In fact, the analytical base
precludes the practice of picking sectors for the liberalization on mercantilist grounds
as was done in previous attempts at sectoral liberalization. One method of evaluating
the desirability of the proposed modality is to classify the intensity of interest into
levels (Categories A, B or C) consistent with a set of criteria that defines the level. Of
course, this method suffers from being static, short term, and ad hoc in formulation.
On the other hand, it is quite flexible (the policymaker can devise their own criteria to
suit their priorities) and could easily be understood by the stakeholders. Thus, the
overall assessment of the list of sectors is always dependent on the set of criteria, i.e.
subjective. Box 1 is one set of criteria for specifying levels of offensive and interest of
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Table 8. Simple average of applied MFN Tariffs
of APEC members (2007)

Products

Simple ave. of applied MFN tariffs
of APEC members

Ave. tariff
Ave. tariff (Agriculture)
Ave. tariff (Industrial)
Sector:
Animal products
Dairy products
Fruit, vegetables, plants
Coffee, tea
Cereals & preparations
Oilseeds, fats & oils
Sugars and confectionery
Beverages & tobacco
Cotton
Other agricultural products
Fish & fish products
Minerals & metals
Petroleum
Chemicals
Wood, paper, etc.
Textiles
Clothing
Leather, footwear, etc.
Non-electrical machinery
Electrical machinery
Transport equipment

Manufactures, n.e.s.

6.92
13.35
6.11

11.99
31.86

12.81
13.98
20.51
8.39
15.32
32.21
3.27
5.19
9.10
4.81
3.66
3.76
5.80
8.48
16.01
8.37
3.80
5.54
8.24
5.84

Source: WTO Tariff Profile 2006

88



Asia-Pacific Development Journal Vol. 18, No. 1, June 2011

Table 9. Summary profile of applied MFN tariffs for the “Principal Supplier”
goods in the Philippines (2007)

MFN applied rate Percentage of duties
0 per
Sector i’:lnop';]; Simple _ Duty cent x15
e ave. Min.  Max.  free <x<15percent
per cent
TOTAL “Principal Supplier” 270 6.21 0.00 40.00 1852 61.11 20.37
goods
Sectors:
Electronics 77 3.51 0.00 18.33 36.36 54.55 10.39
Transport equipments 21 15.23 1.00 30.00 0.00 57.14 42.86
Machinery 47 2.19 0.00 1500 36.17 6170 21.28
Metal and metal products 19 4.25 1.00 15.00 0.00 94.74 5.26
Wood and wood products 12 7.95 0.00 15.00 8.33 58.33 33.33
Textile and garments 14 9.41 1.00 15.00 0.00 64.29 35.71
Footwear and headgear 7 15.00 15.00 15.00 0.00 0.00 100.00
Agricultural goods and 14 10.76 1.00 40.00 0.00 64.29 35.71
raw materials
Plastics and rubbers 25 8.14 0.00 15.00 4.00 68.00 28.00
Chemicals 12 1.42 0.00 3.00 25.00 75.00 0.00
Miscellaneous manufactures 14 8.80 1.00 15.00 0.00 64.29 35.71

Source:  Authors’ calculations using WTO IDB data.

Philippine trade policy as regards the prospects of liberalization on the principal
supplier basis.

For purpose of evaluating the extent to which the offensive and defensive
interests of the Philippines trade negotiation strategy will be served by the sectoral
liberalization proposal, a set of criteria is proposed. Among the variables to be
considered are relative share of the sector to total APEC exports, the absolute export
figure and the average applied MFN tariffs of its APEC partners. To have a significant
offensive interest, the sector to be slated for liberalization should be a sizeable
exportable of the Philippines already. By specifying a minimum export value hurdle,
the criterion ensures that the Philippines has the capacity to exploit the market
access improvement brought about by the sectoral liberalization. The current average
MFN tariff levied by APEC partners on the sectors programmed for liberalization is
a strong measure of the incremental market access potential. The higher the average
tariffs currently, obviously, the greater market access created as a result of sector
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Box 1. Criteria for indicative offensive and defensive interests

Offensive Defensive
Category A 1. Share in total world exports 1. No tariff peaks
is 5 per cent and above 2. Simple ave. applied MFN
AND at least $500 million tariff <3 per cent
in export value; AND

2. Partners’ ave. applied MFN

tariff is 10 per cent and above

Category B 1. Share in total world exports is 1. Tariff peak in 20 per cent of
5 per cent and above OR at least tariff lines
$500 million in export 2. Simple ave. applied MFN
value; AND tariff of “Principal Supplier”

2. Partners’ ave. applied MFN Goods < Simple ave. applied
tariff is between 9.99 per cent MFN tariffs of APEC Members
and 3 per cent

Category C Partners’ ave. applied MFN tariff 1. Tariff peak in 20 per cent of tariff

is 3 per cent and below lines; AND

2. Simple ave. applied MFN tariff
of “Principal Supplier” Goods >
imple ave. applied MFN tariffs

of APEC members

liberalization. The tariff computed is the average of the MFN tariffs levied by APEC
partners on the sectors. In order to determine the impact of the sectoral liberalization,
the APEC partners’ tariffs should be weighed by the shares of the APEC members’
imports in the total APEC exports of the Philippines in these sectors. One limitation
of this indicator is that it does not take into account the existing RTAs that the
Philippine has concluded with APEC members, indicating a possible overstatement of
the offensive interest. As outlined in box 1, the intensity of the offensive interest is
governed not only by the magnitude of the potential export capability, nor only by the
current average levels of tariffs on Philippine exports by its APEC partners, but also
by the combination of variables. Thus, the offensive interest is deemed stronger if the
variables identified in the criteria appear simultaneously.

On the other hand, indicators for the defensive interest include the presence
of tariff peaks in at least 20 per cent of the tariff lines under the identified sector. The
tariff peak can be regarded as indicative of the sensitivity of the sector, particularly to
international competition. In addition, one may also compare the average MFN tariff
of the Philippines for the “principal supplier” goods with the average MFN tariff of the
APEC member economies for the sectors proposed for sectoral liberalization. If the
APEC average MFN tariff of the sector in question exceeds that of the national
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average, then one can infer that the defensive interest in that sector is relatively
pronounced. As the box shows, the intensity of the defensive interest is a function of
the prevalence of tariff peaks and relative magnitudes of the MFN tariffs of the sector
in the region against the national average. Under this scheme, defensive interest is
considered strong when the criteria of the incidence of tariff peaks and the magnitude
of average sectoral tariffs are simultaneously met. The position is said to be
moderate or weak when either one of the criteria are met, but not simultaneously.
Table 10 summarizes the degree of offensive and defensive interests of the
Philippines in each of the product groups identified for liberalization on a sectoral
level, according to categories and criteria outlined in box 1.

Again, the criteria outlined in the box can be modified depending on the
preference of the policymakers. Consequently, the definitions of strong, moderate or
weak interest could vary depending on the criteria set. While this feature may render
the process quite ad hoc, it nevertheless makes it quite flexible for purpose of policy
research.

V. FINAL REMARKS

APEC has been at a crossroads for a number of years already. After the
initial enthusiasm of Bogor waned in the wake of the Asian financial crisis, APEC tried
to revive the trade liberalization agenda. The current initiative, FTAAP, has not been
fully supported by all members. While ambitious, a multitude of political sensitivities
and the general RTA “fatigue” factor prevent the FTAAP from advancing forward
strongly. Yet, it is still one of the most concrete ideas tabled to advance the pillar of
trade liberalization.

This paper puts forward an alternative to FTAAP. The modality is sectoral
liberalization on an MFN basis, founded on the analytical basis of “principal supplier”
approach and a variant of the non-preferential trading club. In a departure from the
ill-fated EVSL, the proposed initiative chooses the sectors to be liberalized on the
basis of minimizing free riding by non-APEC members. Candidates for sectoral
liberalization are those sectors where APEC economies supply a significant portion of
world exports. Using a benchmark or cut-off rate of 70 per cent, over 282 products
are identified for sectoral liberalization. These products, in total, constitute close to
half of all APEC exports and about 40 per cent of APEC imports in 2005.

Of course, while the APEC, as a collective, stands to benefit from the
proposed sectoral liberalization, the impact on the individual member differs from one
economy to another. The case study on the Philippines showed that sectoral
liberalization, whilst serving its offensive interests, have a negative impact on the
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Table 10. Indicative offensive and defensive positions of the Philippines*

Sector Offensive interest Defensive interest

TOTAL “Principal Supplier” goods B B
Sectors:

Electronics B B
Transport equipments C C
Machinery C B
Metal and metal products C C
Wood and wood products C C
Textile and garments C B
Footwear and headgear C C
Agricultural goods and raw materials C B
Plastics and rubbers C C
Chemicals C A
Miscellaneous manufactures C C

* Conditional to the criteria in box 1.

defensive interests in some sectoral categories. Because of the trade-offs,

a balancing of the political economy of sectoral liberalization has to be struck. This
paper provides a system of assessing the offensive and defensive interest of
members in light of the liberalization methodology proposed, as an aid for
decision-making. Given a set of criteria that includes export shares, incidence of tariff
peaks, etc., the Philippines has moderate offensive and defensive interests in the
sectors identified for liberalization. Of course, this analysis did not take into
consideration the increase in consumer welfare that liberalization makes possible.

Admittedly, the proposed sectoral initiative has a more modest claim to
liberalization outcomes compared to the FTAAP. However, the outcomes may be
more politically acceptable to members because of the manner in which the free rider
problem is skirted. Thus, there could be greater scope for APEC members to
harmonize their liberalization efforts by targeting the selected sectors. In addition,
because of its MFN characteristic, it is more in keeping with the WTO principle and
could, in fact, be a catalyst in pushing forward the DDA. This is open regionalism.
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