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Analysis

Market Driven Economic
Integration in the 21st Century

Andrew Elek *

In the 21st century, economic integration
means much more than ‘free trade’.
Economic integration encompasses
all of the ways national economies are
connected in international markets,
including trade in goods, services, ideas
and information, along with essential and
complementary international movements
of people and capital and the coordination
of public policies.

This market-driven integration can
be accelerated by cooperation among
governments to reduce the remaining
impediments to international
commerce.

Except for a small number of sensitive
products, most goods and services face no,
or very low, formal trade barriers.

These days, the problems of most
concern of those engaged in international
commerce are logistics, communications,
especially the electronic exchange of
data, coping with security concerns and
coping with different regulations in
other economies. There is a widespread
awareness of shared potential gains from
practical arrangements to reduce these
costs and risks of international economic
transactions. The effective constraint
to designing and implementing such
arrangements is the capacity to do so,
rather than political will. Therefore,

negotiations are not always necessary to
promote mutually beneficial economic
integration.

For the foreseeable future, further reduction
of the protection of currently sensitive
products will require negotiations.

On the other hand, seizing many
opportunities to reduce costs or risks of
international commerce do not require
negotiations, since they are already
perceived to be positive-sum games,
leading to cooperative arrangements which
are in the interest of all those involved.
Practical examples include the many
opportunities to improve the efficiency
and security of supply chains, with
potentially huge economic returns to all
the economies involved.

It should be possible to have a logical
division of effort between APEC, a
voluntary process of cooperation, and the
WTO in the Asia Pacific, with the WTO
dealing with those issues that do need to
be negotiated and APEC dealing with the
many other issues where negotiations are
not needed. At present, there is no such
division of effort.

It will be difficult to achieve this while the
attention of APEC leaders is distracted
by the false hope of an APEC-wide
discriminatory trading arrangement. In
the longer term, an efficient division of
labour could emerge between the G20 and
the WTO, if the G20 can achieve both

momentum and legitimacy.

The G20 process could rise to this
challenge, provided it can gain momentum
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and legitimacy — that, of course, remains
to be seen. There is hope that the G20
can become an ongoing process, which
could help solve the current short-term
global financial crisis and the associated
temptation to flirt with protectionism.
G20 leaders could then address other
looming problems such as climate change.
Then it may be possible to move on to
promoting global economic integration.

The G20 will be a voluntary process of
cooperation. As in the first two meetings,
any agreements to coordinate policies will
be based on consensus. At the same time,
a consensus among such an influential
group of economies and governments
can be expected to lead to agreements
in international bodies, including the
WTO, which are designed to reach
binding undertakings.

It may be possible for the G20 to promote
economic integration, in line with the
comparative advantage of it and the
WTO, using the WTO to address issues
where negotiations are needed and
promoting voluntary cooperation on the
many issues where negotiations are not
needed. In the near future, G20 leaders
can help to complete the Doha Round.

As a voluntary process of cooperation
among very diverse economies, the G20
could draw on the experience of APEC
to address the many opportunities to
promote further economic integration
among their economies, and the rest of
the world where it is not necessary to rely
on negotiations.

G20 leaders could begin by assessing
whether some of the successes of APEC in
facilitating trade and investment could be
extended to a wider geographic area. Over
time, the G20 could help to complement
a world of already low border barriers
to trade and investment by providing
an environment of transparency, best
practice, and consistency of regulations,
including competition policy, regulations
on government procurement, mutual

recognition of standards and qualifications;
efficient communications, including
e-commerce; and best practice logistics.

To a large extent, creating such an
environment among diverse economies
involves helping those that want to
adapt current best practice by sharing
information, experience, expertise and
technology. Best practice will continue to
evolve, so there will always be scope for
such cooperation. Not all G20 economies
will act simultaneously on particular issues
as not all of them may be able to adopt
the required measures at the same time.
However, some can set positive examples
for others.

Such a ‘pathfinder’ approach can be
adopted by the G20. That would make
it possible for some G20 economies to
pioneer potentially global cooperative
arrangements to promote economic
integration. Based on the achievements
of APEC in terms of trade facilitation, the
APEC participants in G20 can be early
pathfinders.

APEC governments which have
implemented harmonisation and other
measures to improve their customs
procedures could encourage other
economies, including other G20
economies, to adopt similar measures,
sharing the information, experience,
expertise and technology to help them to
so. In the longer term, some or all G20
economies could act as pathfinders for
the rest of the world. If G20 economies
implement practical arrangements to
reduce the costs and risks of international
commerce among them, others will be
interested in joining such cooperative
arrangements to facilitate trade.

*Andrew Elek is an independent research econo-
mist associated with The Australian National
University. He has been involved in the Pacific
Economic Cooperation Council since 1987.
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