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1 I ntroduction

As one of the mogt active and forward-moving player in bilaterd free trade
agreement (FTA) involving crossregiona pacts, how Singapore appears to be breaking
new ground in innovative and creative approaches, constitute a first question in this paper.
Crossregiond hilateral and regiond trade agreements (RTAS) with developed industrid
countries embody a ratchet-up effect in terms of benchmarking to internationd standards
and norms which has domestic repercussion and adjustment issues. This may aso affect
the region as in the Association of Southeast Asian Nations (ASEAN). Singapore as
firdmover may have set the template or norm for future RTAs involving the same
devel oped economies as partners for ASEAN and other developing countries, as much as
Singapore may have to follow provisonsin other prior RTA arrangements.

A second related question is the consstency of provisons of RTAsin coping with
the "spaghetti bowl" effect involving different sets of rules of origin (ROOs) with
different partners. Indeed, how Singapore's bilateral FTAs are consistent with each other,
whether thereis any overdl drategy onthis, whether any consderation is being given to
the issues involved, and the extent to which problems may arise in the future if the
provisons are not consistent, are further questions. The consstency issue is aso rdevant
to theissue of whether al these RTAS can redlidtically be expected to convergeinto a
larger arrangement involving East Asa or Asian Pacific Economic Cooperation (APEC)
as envisaged by Singapore s prime minister.

To address these questions and issues, Section 2 is a short preambleto thelogic
and philosophy of Singapore's foreign economic policy revolving around its bilaterd
FTAs. In reviewing the progress of concluded and ongoing bilaterd FTAS, Section 3
provides the principles behind the architecture and design of its FTAs. The concluding
section suggests that Singapore is as much on a steep and dippery learning curve asit is
driven by the need and imperative of its foreign economic policy. To survive asasmal,
open city-state in the context of ASEAN, ASEAN Plus Three (APT) and various
emerging hybrids of ASEAN and Asan hilatera FTAS, itsfast and furious pace of
bilatera FTAs has other ramifications. Singapore’ s bilaterd FTASs seem justified and
necessary, whether the principle is acceptable or shared by its other ASEAN and Asian
partners, is another matter.

2 Singapore's foreign economic policy

Singgpore is a highly trade-dependent economy, with the highest trade to gross
domestic product (GDP) ratio in the world, probably rivaled only by Hong Kong.
Understandably, free trade isits only option which together with its relatively higher
level of economic growth and devel opment, makes its foreign economic policy
diametrically opposte to that of its ASEAN partners (Low, 2003a and 2003b). While



Singapore isavocd champion of globd free trade, multilateralism and World Trade
Organisation (WTO) to safeguard and insure a free and open internationd trading
environment, it is not blind to the globd politica economy issues and difficulties.

Singapore places the highest priority on the multilaterd trading system embodied
by WTO as the stable framework for developing sound multilaterd rules. It isas activein
regiond fora such as ASEAN, APEC and hasinitiated Asia- Europe Meeting (ASEM)
and Forum on East Asa-Latin America Economic Cooperation (FEALAC) to balance the
politics and economics of crossregional cooperation. Ever the proactive protagonist, it
has kept to its character and form as firgdmover in its many bilateral FTAsto accelerate
the momentum of trade liberdisation and strengthen the multilaterdl trading system. Its
three largest trading partners, namely US, Japan and European Union (EU) are clearly its
targets. But it cut its teeth with like-minded, smdl, open economies like New Zedand,
those in European Free Trade Area (EFTA), progressing to Australiaand dso in pursuit
of bilatera FTAswith Chile, Mexico, Canada, Koreg, India, but not China. Many of its
bilaterd FTA partners are extending amilar offersto ASEAN countries as a group or
bilateraly, as by Closer Economic Relations, (CER, Australiaand New Zealand), Japan,
US, Indiaand Mercosur.

Singapore has made no gpologies with the fast and furious pace and ambition of
itsbilateral FTAS. It has meant to stir ASEAN lethargy, especidly sSncethe Asan criss,
even circumvent mismanagement a the WTO multilaterd levd which is as painfully
dow and bogged down and take Singapore into the new millennium economy.
Domedtically, its ever restructuring and upgrading efforts attend to both cyclica and
structurd long term problems. Its latest Economic Review Committee (ERC) set up post
September 11 2001 (911) promised no stone unturned, though the political economy of
no turn unstoned may be the redity. Singapore is caught between its old developmenta
state, Singapore Inc modd featuring a heavy state hand and government-linked
companies (Low, 2001 and 2002) and need to transform to amore resilient private sector-
led mode as befits the new economy and technology. In truth, it is more akin to
Organisation for Economic and Cooperation Development (OECD) economies asits
foreign economic policy, trade and macroeconomic policies are diametricaly opposite to
its ASEAN partners which remain relatively more protectionistic. Singgpore's logic and
imperdiveinits bilaterd FTAs gppear judtifiable in its sovereign and legd dtate, but it
has to convince others.

Aslegdly binding arrangements between willing member countries, FTAS
enhances trade and investment flows. They provide lower tariffs for exports of goods,
hasde-free custom procedures, improved market access for various commercial and
professond services, easer entry for businessmen into other countries, better terms for
investment in foreign countries, beside other politica economy benefits, direct and
intangible. Bilaterd FTAswith advanced developed economies leverage and ratchet up
standards and benchmarks, lock in domestic reforms. They set aframework for Singapore
businesses to grow and expand globally, which in turn will generate more employment
opportunities for asmdl city-gae's citizenry. Besde big multinationd corporations
(MNCs) and government-linked companies stepping out, not crowding out local
enterprisesin Singagpore, the smal, medium-sized enterprises (SMIEs) are morein need of
direction and guidance to the extent they want to go regiond or globd.



In tune with the business community interests and market forces, Singapore
adopts a multi- pronged gpproach in advancing trade interests through the multilaterd,
regiona trade foraand FTA linkages with its key overseas markets. Even traditionaly
multilaterdigts like Japan and Hong Kong have swayed toward a multi-track approach,
blessed too by WTO, recognisng RTAs as complementary and supplementary to the
multilatera process. It is more a question of how far and degp RTAs extend and remain
WTO-consgtent or WTO-plus. The architecture and design of RTAs hasto take into
account traditiond issues like the spaghetti bowl effect and hub-and-spoke. New
regionalism must dso contend with the contemporary globa politica economy
chalenged by information communication technology, new knowledge-based economy
and other noneconomic security iSsues.

3 Progress of bilatera FTAS, architecture and design principles and issues

Examining Sngapore's concluded bilaterd FTAs offer ingghtsinto creative and
innovative measures to cope with different partners interests and may guide ongoing
ones to circumvent other problems and issues. Accordingly, we consider the concluded
bilatera FTAswith New Zedand, Japan, Austrdia, EFTA and US and those under
negotiation or study with Mexico, Canada and Korea. The bilateral FTA with EU isunder
review as EU seemsto prefer a group-to-group deal aswith ASEAN or ASEM. The
bilaterd FTA with Indiawill be launched in April 2003.

ANZSCEP

The Agreement between New Zedand and Singapore on a Closer Economic
Partnership (ANZSCEP) was the first FTA that Singapore concluded after the ASEAN
Free Trade Area (AFTA). FTA negotiations between New Zedand and Singapore were
like atutorid for Singapore, announced in 1999 APEC leaders summit hosted by New
Zedand, completed in August 2000. One lesson Singapore learnt from ANZSCEP was a
reexamination of its nationa policy of redricting the number of doctors and lawyers
based on asymmetric information economics rather than conventional competition with
market determined demand and supply of such professionals.

As ANZSCEP has emphasis on sarvices, the movement of professionals and
natura persons is an important and contentious area. The list of gpproved foreign
univergties whose medical and law degrees are recognised by Singapore is very much a
product of the British legacy and accepted medica standards and legd system. But
Singapore needed arethink asits regulations and nontariff barriers (NTBS) were causing
more problems despite its pristine free trade and practicaly no tariff satus. Import duties
on cars, cigarettes, tobacco products and liquor may be defendable, not some regulatory
NTBs. New Zedand has committed to liberaise awide range of sectorsfor Singapore's
service producers to access its markets for services in engineering, financid, info-
communication technology, maritime transport and equipment repair. New Zedand has
committed to removing resdency requirements for the registration of certain
professonds. Free trade in services will be phased in over 10 years and phased
arangements will be made for mutua recognition for professona qudifications and
technical standards.



JSEPA

Capturing Japan as Singapore's second bilateral FTAs was fortuitousin thet late
prime minister Obuchi was cataytic in Japan's much belated reforms since its profound
and seemingly irrevocable stagnation after its bubble economy collapsed in 1991. Japan
was poised to review its sngular devotion to multilateralism and WTO and Singapore
was alogicd firat bilateral FTA partner (Urata, 2002 and Ogita, 2002). Before
negotiations for the Agreement between Japan and the Republic of Singapore for a New-
Age Economic Partnership (JSEPA) were launched in late 2000, JSEPA was innovative
in forming Japan Singapore Joint Study Group made up of officias, academics and
business leaders from both countries, tasked to study the proposed FTA (Rgan, et d,
2001 and 2002). The joint report served as the basis for the JISEPA negotiation and
provided the needed space, time and publicity, especidly for Japan and its agricultura
interests to resolve and reach a consensus on trade liberdisation. Clearly, as an exporter
of only ornamenta fish and cut orchids, Singapore'sthrest is perceived in terms of its
ASEAN membership and the feared "backdoor” effect. Conceivably, the concernis
mutud for Jgpan and ASEAN as two-way backdoor flows between them are
intermediated by Singapore as FTA partner to both. Maaysiasire over Singapore's
bilaterd efforts was further clouded by Singapore as firsmover, possibly setting down
the template for future regiond and bilatera FTAS, without consultation with ASEAN
partners.

Going beyond tariff dimination in goods, JSEPA is an innovative gpproach to
accommodate even Japan's politically sendtive agricultura sector. JSEAP cannot carve
the sector out which would not fulfil WTO requirement that dl subgtantia trade must be
covered in any RTA before exemption is gpproved. JSEPA thus smply agreed to keep to
what both parties have committed to WTO. A vita focusisin service trade liberdisation,
investment and movement of natural persons. The new age eements include cooperation
in science and technology, media and broadcasting, high growth areasin financia and
telecommunication, e ectronic-commerce, human resources development and
management and promotion of SMEs in both countries. It dso contains provisons for
dispute settlement and review of the agreement.

One empirica evauation on JISEPA using amodified verson of the dynamic
globa trade analysis project to capture short and long run impacts found significant
favourable results for Japan (Hertdl, 2001). In particular, automatic customs procedures
would play the most important role driving incresses in merchandise trade. JISEPA would
boost rates of return, thereby increase direct foreign investment in both economies. Some
deterioration in trade baance relaive to the basdine over the medium term may arise, but
it would improve in the longer run with higher foreign income payments. The estimated
globa gains from JSEPA in excess of US$9 hillion annualy would accrue in bulk to
Japan as it undertakes the most reforms to open up. New age components of JISEPA do
go beyond traditiond tariff cuts. As Japan’sfirst and Singapore' s second free trade
agreement, JSEPA would ingtitutiondise regulatory and other policy reforms for both to
remain attractive to capital and talents.

JESPA was crafted as atemplate for the rest of ASEAN and exemplary for
Northeast and Southeast Asaregionaism. Prime minister Junichiro Koizumi offered as



much to other ASEAN countries when he signed the agreement in January 2002 in
Singapore. Winning the right congtituencies, assuring and pacifying potential opposition

in both Japan and ASEAN are deemed important lessons for Singapore as its confidence
in bilatera FTAs gain momentum and credibility. Besides submitting to the necessary
legidative processes in the respective countries, publicity to bring awareness of new
opportunities for Singapore companies seeking to venture to the Japanese market or
expand their presence in Japan is as crucia. Exporters are caught up with different
environments in business, culture, law and no less, ROOs. Seminars and meetings by

both Singapore and Japan to bring awareness to ASEAN and other Asian countries were
conducted with the same objectives.

ESFTA

EFTA-Singapore FTA initiative was firdt floated a the EFTA (comprising
Switzerland, lcedland, Liechtenstein and Norway) Minigterid Meeting in December 2000.
It wasthe fastest bilateral FTA concluded for Singapore, after one round of exploratory
taksin Genevain March 2001, both sides announced the launch of negotiationsin May
2001 followed by three rounds of negotiations in 2001 and negotiations were
subsgtantively concluded by end 2001. The EFTA-Singapore FTA was initided by the
partiesin April 2002, as recognition of the completion of negotiation and the legdl
scrubbing process. It was signed in Egilsstadir, Iceland by June 2002 and came into force
in January 2003. Aswith New Zedand and Japan, Singapore realised that it can neither
Sdestep nor delay a competition policy for across-the-board rather than its current
practice of sectora liberdisation because of time for adjustment and critica policy turns
involving its many government-linked companies.

To facilitate trade in services, commitments regarding the movement of business
persons sat out the terms and conditions under which various categories of people can
enter the other country's territories for the purpose of doing business. These categories of
people include intra- corporate transferees, business visitors, and people responsible for
Setting up enterprises in another territory. The benefits for professona services,
digtribution services, telecommunication services, financid services and trangport
services and specific services in research and development (R& D) services, courier
services, maritime transport services, freight transport services and construction and
related services are in line with Singapore's restructuring efforts. Singapore service
suppliers may enjoy enhanced market opportunities into the services markets of the
EFTA states which agreed not to impose additiond barriers to entry for the committed
services sectors. All rules on trade in services are based on international WTO standards
to keep services markets open for competition and to eiminate discrimination.

Besde the generd rulesthat gpply to dl service sectors, there are enhanced
disciplines governing the provison of telecommunication and financia services. For
example, EFTA and Singapore have to ensure that mgjor suppliers of telecommunication
services cannot discriminate againgt other suppliers nor engage in anti- competitive
activities such as predatory pricing or price squeezes. The commitmentsin the EFTA-
Singapore FTA distinguish between the various modes through which services can be
supplied, for example, through the Internet, or by setting up acompany in one of the
EFTA dates. There are disciplines governing the supply of telecommunication services



which provide for Singagpore companies to enjoy enhanced commitments on competition
safeguards.

The annex on telecommunication services includes more comprehensive
obligations on relevant regulatory authorities to ensure interconnection and transparency
of licensng processes. Both Singapore and EFTA will also require mgor
telecommunication suppliers in their markets to provide a Reference Interconnection
Offer (RIO). A RIO generdly refersto a sandard interconnection offer containing a
comprehengve statement of prices, terms and conditions on which atelecommunication
supplier (usudly amgor supplier with sgnificant market power) is prepared to provide
interconnection related services to other telecommunication suppliers seeking to
interconnect their equipment and networks with the former. RIO will provide grester
business operating certainty to Singaporean telecommunication suppliers seeking to
interconnect with mgor telecommunication suppliersin EFTA. EFTA-Singapore FTA
goes further on to specify that RIOs must include information to suppliers on
interconnection services offered, cost-based pricing, operational and technical
requirements on foreign operators as well as reasonable timeframes for commencement
of interconnection services.

The annex to financid services endeavors to ensure that Singapore and EFTA
apply internationd standards and core principles in the supervision of their banking,
insurance and securities indudtries. Subgtantid commitmentsin financid services
subsectors have many commitments above existing WTO obligations. Already
generdly quite liberd in practice, EFTA financid services commitments give assurance
EFTA would not impose additiond barriersto entry in financial services, retreat from
their current regime, or unjustifiably discriminate againgt Singapore financid services
suppliers. This provides certainty and reduces business risk for Singapore financid
services suppliersin EFTA markets. Singapore's financid services commitmentsin
EFTA-Sngapore FTA arein line with the phased financid servicesliberdisation
measures that Monetary Authority of Singapore (MAS) has undertaken since 1999. Some
of these liberalisation measures have been committed in EFTA-Singapore FTA, notably,
wholesde banking and securities market measures.

On investment, comprehensive provisions are made for investment promotion and
protection to foster an open internationa environment for crossborder investment,
minimise restrictions, strengthen protection of investments and provide access to each
other's markets. Comprehensive in terms of scope of coverage and depth of disciplines,
various stages of investment, ranging from pre-investment stage to post-invesment stage
are also covered. Unlike US concern on capital controls, free transfers allow investors to
fredly repatriate and transfer funds related their investment, such as capita, profits,
dividends and royatiesinto and out of the country.

On intellectud property, enhanced standard of intellectua property rights (IPR)
protection beyond that which is required under the Agreement on Trade-Related Aspects
of Intellectua Property Rights (TRIPS). EFTA and Singapore have committed to accede
to World Intellectua Property Organisation (WIPO) Copyright Treaty (WCT) and WIPO
Performances and Phonograms Treaty (WPPT) by January 2005. WCT and WPPT
(commonly cdled "WIPO Internet treeties') clarify existing ambiguities in the provisons
relating to copyright under TRIPs Agreement and aso address copyright protection
issues raised by the digita revolution by enacting clear and gppropriate lega provisons



which are not found in any of the exigting internationa agreements and conventions on
copyright.

EFTA and Singapore have committed to adopt a common standard of patent
protection, namely the standard set out under European Patent Convention (EPC) which
subgtantialy mirrors the substantive provisons of Singapore Patents Act. EFTA and
Singapore have committed to give effect to WIPO Joint Declaration on Well-Known
Marks (the Joint Declaration) which will ensure that trade mark law with regard to well-
known marks in both EFTA and Singgpore is uniform and conforms to that in other
countries which have aso adopted Joint Declaration, such as US and EU.

The enhanced copyright protection brought about by acceding to WCT and WPPT
would establish aclear and secure legd framework for e-commerce to flourish between
EFTA and Singapore. The adoption of the substantive provisons of EPC as a common
reference and uniform standard of patent protection would assure Swiss pharmaceutica
giants that Singapore maintains the same standard as they do and would thereby
encourage them to set up operations in Singapore, thus advancing Singapore's vison of
becoming both a science hub and an intellectud property hub. Apart from patent
protection, Swiss pharmaceutical companies are aso concerned with trademark
protection astheir products are usualy distinguished by trademarks which are affixed on
the products themselves or on their packaging. By giving effect to Joint Declaration on
wdl-known marks, such companieswill be further assured that Singapore has a sound
and secure legd framework which confirmsto internationa standards to protect their
wedl-known marks from possible infringement.

Products are divided into two categories. Wholly obtained products which mainly
refer to commodity products, such as orchids grown in Singapore are autometicaly
accepted as originating in Singapore. Manufactured products made from exclusively
Singaporean or EFTA materids or products made from Singaporean, EFTA or imported
materids or acombination of any materias from these sources. Most of the products of
export interest to Singapore belong to the second category, that is, products are
manufactured in Singapore from materias, components or parts. Examples of these
products include petroleum refined in Singgpore from imported crude oil and dectric
smoothing irons assembled in Singapore from both imported and localy produced
components and parts.

EFTA-Singapore FTA negotiated ROOs to take into consderation current and
future production trends in Singapore. Most notably, ROO acknowledges the unique
production pattern of Singapore whereby certain stages of the production of goods are
outsourced to lower cost centres, that is, parts and components are shuttled to and from
Singapore at various stages of production. Each product has at least one specific ROO.
For some products, there is more than one specified ROO. With this additiond flexibility,
many Singapore companies will be able to take advantage of EFTA-Singapore FTA and
export products manufactured in Singapore to EFTA under preferentid tariff rates.

Essentialy, EFTA-Singapore FTA ROOs take into account operational patterns of
companies in Singapore, including the shuttling of parts and components to and from
Singapore during various stages of production. ROOs are designed to alow grester
flexibility in determining the qualification for Singapore origin with ether the change in
tariff classfication (CTC) rule, vaue added rule, process definition rule or depending on
the product in question, a combination of two or more of these rules. For products which



have more than one rule, Singaporean manufacturers can choose the rule which best suit
thelr manufacturing operations. This gives Singgpore manufacturers additiond flexibility
to qudify for preferentid tariff treetment under ESFTA.

Products will be consdered originating in Singapore if they meet the product-
gpecific rulesfollowing CTC. Essentidly ROOs require that the products be subgtantidly
transformed in Singapore. Such transformation is deemed to have occurred if thereisa
changeintariff classfication (CTC). Harmonised System of Classfication categorises
products into chapters (2-digit), headings (4-digit) and subheadings (6-digit). CTC rulein
ESFTA requiresthefina product to have a different 4-digit heading from materids used
inits production. For example, motor spirit isrefined in Singapore from imported crude
oil. Thefina product, motor spirit (HS 2710), has a 4-digit heading different from that of
the raw materid, crude oil (HS 2709), used. Thus, motor spirit is consdered a Singapore
product and can qualify for preferentid tariff treetment when exported to EFTA.

For some products, avalue added rule is provided for in ROOs. Under thisrule,
products will qudify for preferentid tariff trestment if their Singaporean contert meets a
specified percentage of the ex-works price. Manufacturers that source inputs from
overseas can include EFTA or Singapore component of these inputs towards the specified
percentage. Depending on the product, the specified loca content ranges from 40% to
80% ex-works price.

For some products, a process definition is provided for in ROOs. Under thisrule,
products which undergo the specified manufacturing process or processes in Singapore
will be consdered Singgpore origin. For example, motor spirit is refined in Singgpore
from imported crude oil. Under the manufacturing process definition, the process of
refining crude oil into motor spirit in Singgpore is considered Singapore origin. Thus,
motor spirit is consdered a Singapore product and can qudify for preferentid tariff
treatment when exported to EFTA.

A set of documentary requirements covering adminigtrative procedures for the
implementation of ROOs have been negotiated, bearing in mind ease of implementation
and being trade facilitating. An EFTA importer of a Singapore originating product hasto
produce a declaration of origin made by the Singapore exporter or manufacturer of the
good as proof of the Singapore origin of the product when claming preferentid tariff
trestment. This system of certification is a trade facilitative procedure that smplifies
documentation procedures and will help Singapore exportersto EFTA. On origin
verification, Singapore asssts EFTA in verifying whether an exporter has accuratdly
declared a product as Singapore origin.

SAFTA

Negotiation for Singapore-Audtralia Free Trade Agreement (SAFTA) was
launched in November 2000 by prime ministers of both sdes, at the fringe of APEC
leaders summit. In November 2002, after 10 forma rounds of negotiations, Singapore
and Audrdia successtully findised SAFTA, signed in Singgpore in February 2003, to
come into force in the second haf of 2003, after the agreement has undergone the
necessary legidative processes in both countries. SAFTA is a comprehensive agreement
covering key areas such astrade in goods, trade in services, investment,
telecommunication and financia services, movement of business persons, government



procurement, PR, competition policy, e-commerce and education cooperation. It isa
forward-1ooking agreement which commits both countries to greater trade liberdisation
than what they have currently committed &t WTO.

Singaporeis Audrdia sfirst FTA partner after its CER trade agreement with New
Zedand in 1983. That CER was approached by Singapore at the start, but Austraia chose
to participate only later, or CER approaching ASEAN jointly, may have more
implications for CER than Singapore. The follow through by Audrdiais clearly rategic
asit sees APEC margindised by ASEAN Plus Three (APT). APT summit after ASEAN
summit in Phnom Penh in 2002 aimed at greater regiona economic coordination without
explicitly edifying its natural and logica extension to an East Asan Free Trade Area.

APT isinditutionaised from the East Asian Vison Group (EAVG) launched in1998 at
Kim Dae-jung'sinitiative which resulted in a 1999 study, but Mdaysias proposa and
offer set up APT secretariat was opposed by ASEAN as eroding ASEAN secretaridt.
EAVG's proposa at the ASEAN summit in Brunei in 2001 for freer marketsin the region
was amilarly one step short of aformd FTA. While there is generd consensus for APT
FTA led by Korea and Japan in the 2001 summit, there is no agreement on timing and
details. Singapore s prime minister has chorused the same for asingle ASEAN market,
progressing to East-Asanwide market in his vigt to Jgpan in 2003.

Instead, China made the scoop in 2001 by launching negotiation for ASEAN-
ChinaFTA (ASEAN+1). Thisand APT have immenseimplications on Audrdiawhich
may explain itsenergy in SAPTA as atoe-hold, abeit asmdl onein the region. ASEAN-
ChinaFTA was first proposed by Zhu Rongji in 2000, followed by a study by ASEAN
secretariat. 1t will be completed by 2010 for ASEAN-6 and 2015 for newer ASEAN
countries of Cambodia, Lao PDR, Myanmar and Vietnam. Typically, ASEAN as over
cautious is as much due to protective nationd policies asin Indonesaand Madaysa, as
dueto lack of political commitment and vision in regiond, no lessgloba levels. ASEAN
probably went dong with Chinaasit is mogt redigtic and strategic. To do otherwise
would scoff Chinas offer and not give ASEAN the chance to even out Chinaas an
opportunity, not merely athrest.

After Sx rounds of negotiations between ASEAN and China, the framework
agreement has akey liberdisation ement in "early harvest”, committing ASEAN and
Chinato reduce tariffs for early harvest products. Early harvest products are mainly
agricultura products, representing about 10% (more than 600) of dl tariff linesin
Harmonised System (HS) of tariff classfication. The products belong to the categoriesin
live animas, meat and edible meset offd, fish, dairy produce, other animd products, live
trees, edible vegetables and edible fruits and nuts. In addition, asmdl list of additiona
products from other chaptersisincluded in the early harvest. For these early harvest
products, tariffs will be eliminated over three years, beginning no later than January 2004.
Tariffs for goods not included under the early harvest will be reduced with negotiations to
complete June 2004, liberdisation of services and investment by early 2003,

ASEAN may be less enthusiastic with APT which is as much amisnomer led by
the three rather than ASEAN asin other ASEAN postminigterid meetings with dialogues
partners and ASEAN Regiona Forum as ASEAN is disorganised and not quite ready
sncethe Asan criss. Ingtead, APT finance ministers at Asan Development Bank (ADB)
annua meeting in Chiang Mai in 2000 crafted the beginnings of monetary cooperation as
APT bilatera currency swaps led by Japan and China overtook more serious steps toward



APT FTA which has large welfare gains (Table 1). Table 1 also shows Audtrdia stand to
gan more being in than kept out of Asan regiondism.

Table 1 Changesin welfare (equivadent variation bads) as % of initid GDP

North AsaThree ASEAN+3 APT+ANZCER
Singapore -0.87 412 0.92
Mdaysa -0.70 1.24 1.74
Indonesia -0.15 0.89 0.71
Audrdia -0.05 -0.11 1.05
Japan 0.25 0.34 0.57
China 2.09 1.96 1.94
Korea 0.80 1.18 1.20

Source: Scollay and Gilbert, (2001), p 68.

Bilaterd trade between Austrdia and Singapore totalled about S$ 9.9 hillion in
2002. SAFTA ggnds Audrdid s long term commitment to Southeast Asaand it
supports ASEAN-CER Closer Economic Partnership (CEP) signed in 2002. Good
bilatera relationship of long historica standing has to be maintained and sustained as
both Austrdia and Singapore have to contend with ASEAN difficulties. SAFTA is
consstent with the two countries APEC commitments to broader trade and economic
reform objectives and is a positive initiative to advance APEC Bogor gods of free and
open trade and investment. SAFTA takes the multilaterd liberaisation agenda forward
through its commitments on tariff dimination, market access for service suppliers,
trangparent customs procedures, promotion of fair competition, access to government
procurement markets, increased integration of capital markets, easier entry for business
viditors, mutua recognition agreements and cooperation in the education sector. Mutua
bendfits include tariff-free entry for dl Singapore exportsto Austiraia, easier access for
Audrdian service suppliersinto the Singapore market, and more choices of universities
for Singaporeans wishing to sudy law in Audtralia. In recent years, defence and security
have heightened the reationship to become a srategic partnership with Australia offering
generous training facilities to Singapore Armed Forces, beside regular meetings
involving foreign affairs, defence and trade ministers.

USSFTA

USisthe piece de resstance for Singapore, with US as Singapore' s second largest
trading partner, Singapore as US' 11th largest trading partner. US is Singapore's largest
foreign direct investor, direct foreign investment (DFI) amount to US$27.3 hillion or
2.2% of USinvestment overseas in 2001. Singapore is the second largest Asan investor
in US &fter Jgpan. USis one of the most important trading and investment partners for
Singapore. There are 1,300 US companies and 15,000 US citizensin Singgpore. Many
US MNCs use Singapore as a base to export around the world. But complex Washington
trade politics and lobbies caution Singapore to engage and build the right socio- politica
congtituencies beyond the economics of free, not necessarily fair trade. It did its
homework and worked the ground at al possible levels. As a paliticaly correct and
insurance measure, Singagpore's Nationa Trades Union Congress Sgned ajoint statement




with America Federation of Labour and Congress of Industrid Organisations (ALF-CIO)
to ensure no union opposition. As track record of voting of both Democrat and
Republican senators is often used domestically to evauate their stland and behaviour,
Singapore was accorded unprecedented courtesy that their votes will not sway congress
support at the final stage of the legidative process.

To its satisfaction, Singapore has been professondly and courteoudy treated by
al US parties. The support by the Clinton administration was well carried over to the
Bush adminigration. US-Singapore FTA is substantively concluded asfor US Trade
Representative (USTR) has notified congress in January 2003 of the Bush
adminidration’ sintention to sgn it. In accordance with US Trade Promotion Authority,
the agreement can be signed 90 days thereafter and is expected to comeinto force in
January 2004.

Singapore asasmall, soft power has earned its credibility and reputetion in
difficult times, post-911 and Bush's anti-terrorism policy. Strategicaly, Singapore needs
US as much as US needs Singgpore as an ASEAN member to mediate Idamic influences,
to the extent possible. The dliance can be widened to other pro-US Asian, Ausdtrdasian
countries in which Singapore have good working relaions. This srengthensthe
perception that Singapore is more OECD-like beyond economics and industrid structure,
to noneconomic, security and dirategic interests which subtly driveits bilateral FTAS, as
much as trade and economic gains.

Having met and satisfied EFTA standards and demands, Singapore has to be as
innovative and cregtive in deding with US, particularly after US-Jordan FTA has become
atemplate on labour standards and environment. Whether Singapore's own standards are
at par, may beless of an issue than the ire of ASEAN states when US-Singapore FTA
becomes a de facto template. While these issues have been adroitly sidestepped and
ignored in ASEAN way and AFTA, the light as shone by OECD countries which
becomes another matter for Singapore to balance and juggle.

US-Singapore FTA covers trade in goods, ROOs, customs administration,
technical barriers to trade, trade remedies, cross border trade in services, financia
services, temporary entry, telecommunications, e-commerce, investment, competition,
government procurement, intellectua property protection, trangparency, genera
provisons, labour, environment, dispute settlement. Ambitious and comprehensive,
USSFTA isaworld-class agreement with both sides go way above ther WTO
commitments. It is beyond North American Free Trade Agreement (NAFTA), NAFTA-
plusin anumber of areas including the protection of intdlectua property, incluson of e-
commerce and information communication technology (ICT) services, advanced ROOs
and customs cooperation. In manufacturing, maximum liberdisation for bilatera tradein
goods is to help anchor manufacturing activities in Singapore. Many of these benefits
accrue to US MNCs, because intra-MNC trade accounts for over 60% of US-Singapore
trade.

Singgpores commitment isin zero tariffs for al imports upon entry into force of
US-Singapore FTA. It will eliminate tariffs on beer, stout, samsoo and medicated samsoo.
US commitment isto iminate 92% of current tariffs on exports from Singapore to US,
immediatdly upon entry into force of the US-Singapore FTA. Precticadly dl the rest will
be diminated within eght years. Sectors which will benefit include eectronics,



chemicds and petrochemicdss, insrumentation equipment, processed foods and minera
products.

Only exports with substantiad transformation and value added done in Singapore
can be conferred * Singapore origin’ and qudify for preferentid tariff. There are afew
ways asin ESFTA. Imported inputs used in the manufacture of the final product within
Singapore are classified under a different tariff classfication from the find product.

For some e ectronic products, certain percentage of value add, typicaly 35-60%, is done
in Singapore. Overhead activities done in Singapore, such as R& D, design, engineering,
purchasing, can count towards the value add. For chemicals and petrochemicals, a
specified process occurs in Singapore, such as a specific chemica reaction. To clam
tariff preferences, aUS importer has to declare that the good is of Singapore origin.
Customs authorities on both sdes will provide advance rulings on originating goods and
enhance its trangparency in regulation.

Integrated Sourcing Initiative (IS1) applies to non-sensitive, globalised sectors,
such asinformation technology (IT). Under IS, some I T components are conferred
Singapore origin, regardless of where they are made. These components when used in the
manufacturing of fina productsin Singapore, help boost the Singapore content of fina
products and make them more likely to qualify for preferentid tariff. This encourages
investors to source these components from neighbouring countries. For textiles and
gopards, immediate tariff dimination for products that meet the yarn forward rule of
origin. This requires products to be made from US and/or Singapore originating yarn,
with limited exceptions. All other assembly processes must be carried out in Singapore.
Theindustry will work with US yarn suppliers, and restructure their manufacturing
operations to benefit from the US- Singapore FTA.

A ‘taiff preference level’ mechanism dlows some amount of appard exports
from Singapore to be exempted from the yarn forward rule for eight years. For such
exports, tariffs will be phased out over five years. US adso commits to introduce more
liberd ROOsfor textilesin USSFTA once further liberdisation on ROOsis achieved in
WTO. Singapore will establish a system to monitor the import, production, export of
textiles and gppard goods, so that only digible goods will be dlowed to enjoy FTA
bendfits Tariff saving will be subgtantial and will depend on actud trade volumes as a
result of US-Singapore FTA and how companies restructure their operations to meet
ROOs. USwill immediatdly waive the merchandise processing fee for dl Singagpore
exports, currently worth US$30 million. US will immediately diminate its vessd repair
duty for Singapore, currently worth US$4 miillion.

On enhanced hilaterd customs cooperation, Singapore will implement systems
and procedures to ensure that only legitimate goods can claim preferentia treatment
under US-Singapore FTA. Both sdes will actively exchange information and use risk
management techniques to enforce againg trade in illicit goods.

For servicesin genera, service suppliers from both sides assured of fair and non
discriminatory trestment and market access unless specificaly exempted in writing, the
‘negative list" approach. US will give a Singapore service supplier the same trestment
that it givesto asupplier of any of its states. Regulatory authorities are bound to high
standards of openness and trangparency including consultations with interested parties,
advance notice, reasonable comment period, and publication of regulations. Mechanism
to lock in future liberdisation as of exempted measures, including exempted messures of



US dates, is provided. US-Singapore FTA extends benefits to al Singapore companies
that are not shell companies regardless of ownership.

For professona services, Singapore will ease conditions on US firms creeting
joint law ventures to practise Singapore law, recognise degrees earned from four US law
schools for admission to Singapore bar, reduce board of director requirements for
architecturd and engineering firms, phase out capital ownership requirements for land
surveying services. Both sdeswill engage consultations to develop mutualy acceptable
dandards and criteriafor licensang and certification of professond service providers,
especidly with regard to architects and engineers.

For financid services, ahost of concessions have been given Singgpore will give
US banks better access to Singapore sretail banking sector, remove quota on qualifying
full bank (QFB) and wholesde bank licenses for US banks, 1.5 year and 3 years,
respectively, after the entry into force of US-Singapore FTA, remove redirictionson
customer service locations for US QFBs two years after the entry into force of US-
Singapore FTA, dlow Singapore incorporated US QFBs to negotiate with loca banks for
access to their automated-teller machine (ATM) networks on commercia terms, 2.5 years
after the entry into force of US-Singapore FTA.

For telecommunication and e-commerce, service suppliers from both sides will
have access to respective public telecommunication networks, including submarine cable
landing tations, with transparent and effective enforcement by telecommunication
regulators. Robust competition safeguards to protect againgt discriminatory and anti-
competitive behaviour by incumbent suppliers in areas such interconnection, colocation,
access to rights of way and resale. Both sides will work towards the implementation of a
comprehensive arrangement for mutua recognition of conformity assessment for
telecommunication equipment. Both Sdes commit to the non-discriminatory trestment of
digita products and the permanent duty-free status of products delivered eectronicaly.
Thisisthe firs time such commitments have been endhrined in an internationd trade
agreement.

Temporary entry of business personsis expedited by creating separate categories
of entry for citizens of each party to conduct awide variety of business and investment
activities on atemporary basis. Singapore citizens who are business visitors can enter US
to conduct business activities for up to 90 days without need for labour market tet,
subject to usud immigration and security measures.

On government procurement, both sides committed to alowing market access by
sarvice suppliers of the other party unless pecificaly reserved, that is, ‘negative lis’
approach. Commitment applies to all procurement contracts for goods and services worth
more than US$56,190 and for congtruction procurement contracts worth more than
US$6,481,000.

On investment, both sides will commit to grant fair market value for expropriation.
Both sides undertake not to impaose any unfair performance requirements such as
requiring the investor to export a given level of goods and services, as a condition for the
investment. US-Singapore FTA provides for an investor-to-gtate dispute mechanism.
Investors aggrieved by government actions that are in breach of obligations have the right
to take the dispute directly to an internationd arbitration tribuna for resolution. Further,
Singapore investors who enter into investment agreements with the federal government



after the entry into force of US-Singapore FTA, can take the dispute directly to
internationd arbitration for resolution.

Strong commitment isincorporated to enhance intellectua property protection
gtandards on a nondiscriminatory basis. Changes will strengthen Singapore' s thrust
towards a knowledge-based economy and itsincreased emphasis on developing R& D
cgpabilitiesin biomedica sciences and info-communication.

On copyright, both sides agreed to dign their terms of protection for copyrighted
works, performances and phonograms. Both sides will aso adopt additional protection
gandards rdevant and gpplicablein the digita environment. Specificdly, both sdeswill
provide strong anti- circumvention provisons prohibiting tampering with technology
designed to prevent piracy of copyrighted works over the Internet. Both Sides agree to
criminalise unauthorised reception and redidtribution of satdlite Sgnas. Both sdeswill
provide immunity to Internet service providers for complying with notification and take-
down procedures when materia suspected to be infringing are hosted on their servers.

On patents, both sdes will strengthen their regimes to protect bio-inventions
Specificaly, Sngapore will accede to the International Convention for the Protection of
New Varieties of Plants (UPOV) to better protect new plant varieties. Both sides commit
to its current regime on dlowing al inventions, induding bio-inventions to be patentable,
30 long as they do not contradict public order or mordity. Both sides agree to limit the
use of compulsory licenses to safeguard againgt anti-competitive practices, public-non
commercid use, national emergencies and other circumstances of extreme urgency.
Singagpore has, to date, not issued any compulsory licenses. Both sdeswill dso
introduce safeguards to strengthen patent protection, especialy for pharmaceuticas. In
particular, both Sdes will grant originators a data exclusivity period of up to five years
from the date of marketing approva, instead of the date of gpplication, extend patent
protection period if there is an adminidrative delay during the marketing approva
process.

For trademarks, dl trademarks including sound trademarks will aso be registrable
in Singapore. Both sides will accord stronger protection for well-known marks.
Trademark licensees no longer need to register their trademark licenses in order to assert
ther rightsin atrademark. The stronger protection rights will be complemented by robust
enforcement obligations. Both sdes will continue to undertake stringent enforcement
agang piracy, in close consultation and collaboration with the industry. Both Sdes agree
to provide an additiona avenue for right owners to opt for compensation based on a pre-
determined range of statutory damages for civil proceedings againgt copyright and
trademark infringements, prevent and enforce againgt the illegad manufacture, import and
export of pirated goods. In this connection, Singapore will formalise its regime of
regulating optica disc manufacturing activities through the imprint of Source
Identification Code on optica discs unless specifically exempted by the right owner,
criminaise companies that make pirated copies from legitimately purchased products.

On competition policy, Singapore commitsto its earlier announced intention to
st up agenerd competition regime by 2005. Singgpore commits to maintain its existing
policy of not interfering with the commercid decisions of government-linked companies,
ensuring that these are commercialy run and do not discriminate againgt US companies.

On labour and environment, both sides are committed to enforce their own
domestic laws relating to labour and environment, consult and cooperate closaly on



environmenta and labour issues of mutua concern and interest. This de facto status quo
commitment may be as silently creetive as the way JISEPA committed both partiesto only
WTO agricultura commitments and levels, thet is, doing nothing rather than dlow these
intractable issues blockade the whole dedl.

On dispute settlement and genera provisons, the dispute settlement system
focuses more on cooperation rather than on traditiona trade sanctions by adlowing a party
to pay a monetary assessment into a common fund. The common fund will be used to
fecilitate trade between the Parties.

MSFTA

Negotiations for Mexico-Singapore FTA sarted in July 2000. Mexico is as
"promiscuous’ if not more than Singapore in FTAs. Singaporesinitia response to
Mexico must be in the context of a"backdoor” to US with Mexico in NAFTA. Mexico-
Singapore FTA aso suits south-south trade and it isin Singapore's strategy to baanceits
bilaterd FTAswith some like-minded developing economies. Six rounds of trade talks
have taken place to date dong with a series of road shows in Mexico to drum up support
among the Mexican business community. MSFTA will be comprehensve and shall cover
trade in goods, trade in services, investment, government procurement, intellectua
property, a dispute settlement mechanism and any other topic that Mexico and Singapore
may wish to include in future.

Negotiations have covered agreed texts covering topics like subsidies and
countervailing measures, technical barriers to trade, sanitary and phytosanitary measures
and dispute settlement mechanism. Ongoing work is onremaining topics to find suitable
compromises to accommodate concerns such as sengtivity of trade in goods, exploring a
compromise between NAFTA or the Generd Agreement on Trade in Services (GATS)
approach to be used as the framework. Mexico and Singapore as WTO members would
follow GATS framework incorporating a suitably modified standtill provision which
would be congistent with the need for substantial sectord coverage.

CSFTA

Bilateral negotiation for Canada- Singapore FTA launched in October 2001 has
completed four rounds by January 2003 in Ottawa. The two sides conducted an exchange
of offersfor the first time on a comprehensive range of issues such astrade in goods,
trade in sarvices, financia services, investment and government procurement prior to this
negotiation round. The fourth round focused on the clarification of the offers made by
both sdes with afifth round tentatively scheduled in Singapore.

JSG

Like JSEPA, an agreement to establish ajoint study group for Korea- Singapore
FTA in November 2002 kicked off with the first meeting in March 2003 to define the
scope and other detalls. Likewise, JSG is compaosed of government officias and members
from business sector and academia with flexible and variable composition designed for
greater efficiency and effectiveness, depending on the agenda of meetings every two



months. JSG will complete its task within six months and its recommendations to the
respective governments will form the basis for negotiation. The first JSG has discussed
effects, feasibility and scope of Korea- Singapore FTA. Besde direct benefits for the two
economiesin enhanced trade and investment, Korea- Singapore FTA will play a
condructive role for economic integration of the region as Korean initiativesin EAVG
and APT have demonstrated.

Generd principlesin architecture and design

From the foregoing, the genera principlesin architecture and design of bilatera
FTAs are discerned and summarised as follows. Only goods originating from parties of a
FTA can benefit. To ensure this, ROOs are put in place to determine the nationaity of a
good. To qudify as originating, the product must either be wholly obtained, or for
manufactured products, have undergone "substantid transformation”.

The main principle behind the concept of ROO for manufactured products is that
the country of origin isthe last country where a substantia transformation took place.
Three main criteriaof "subgantiad transformation” are change in tariff classfication
(CTC), value added rule (VA), that is, loca content rule and processrule

Each rule could be gpplied in isolation, in the aternative or in tandem. They could
be gpplied as agenerd ruleto dl products, gppearing in the main text of the FTA asin
ANZSCEP or as product specific rules reflected in an annex which ligts al products
covered under the FTA and their corresponding ROO asin US-Singapore FTA.

Substantid transformation asin change in tariff dassfication (CTC) rule may be
exemplified as production from materids other than from those of heading beer under
2203. The focus would be on the transformation of the imported or nonoriginating inputs
into the finished product. A subgtantia transformation is deemed to have occurred if there
isachangein tariff classfication. For beer (2203):

Water + Malt (imported) + Other inputs (imported) --> Beer

11 + 25, 32 --> 2203

(11, 24, 32, 2203 represent tariff classifications under Harmonised System Nomenclature)
As can be seen from the above example, the imported or nonoriginating inputs undergo
therequisite CTC rule. Thefind product (beer) istherefore deemed subgtantidly

transformed in Singapore and is a Singaporean good.

The Harmonised System of Classification categorises products into Chapters (2-
digit), headings, (4 -digit) and subheadings (6-digit). A chapter change would require a
change at the 2-digit level, a heading change, & the 4-digit level, and a subheading
change, a the 6-digit leve.

Under value added (VA) ruleisin the example of vaue of the nonoriginating
material of the good does not exceed 40%. Conversdly, thiswould mean that the local
vaue content must be a least 60%. The focusis on the total locd vaue that makes up the
fina vaue of the finished product. For instance, for sparkling beverages made in part,
from malt:

Sugar + Beer + Juice (imported) + Manpower cost + profit --> Sparkling beverage

$1 $2 $3 $3 $1 $10

Sincethe locd vaue content is 70%, it is greater than the minimum threshold of 60%.
Therefore, sparkling beverage meets the VA rule and qualifies as a Singaporean product.



By processrule, for example, any good that is a product of a chemical reaction
shdl be consdered to be an originating good if the chemicd reaction occurred in the
territory of the parties. Thisruleis occasionally applied to chemicas and petrochemica
products. The product has to undergo a specific production processin Singapore.
Hydration, dissolution, crystalisation and other smple chemica processes are generaly
not origin-conferring.

Variations from conventiond ROOswith last country where a substantia
transformation took place can occur in two ways, namely, outward processing (OP) and
integrated sourcing initigtive (1S). Thefirg variation is the recognition of outward
processing (OP) as a unique production pattern for Singapore. 1t acknowledges that part
of the manufacturing process (usually the lower value added or labour-intensive activities)
may be outsourced to neighbouring aress.

Stagel Sage 2 Stage 3
Singapore ---> Foreign Country ---> Singapore ---> Exported

Conventiond ROO --> Stage 3 = Locd Content

Recognition of OP --> Stage 1 + Stage 3 = Loca Content

Thus, conventiona ROO does not dlow the activities in Singgpore prior to outward
processing to be counted towards the local content. However, under the OP concept, such
activities can be counted towards the loca content. It must be noted, however, that only
products with a VA rule can recognise OP. Recognition of OP will lead to the recognition
of the various stages of the manufacturing chain as a Singapore group. It encourages

higher vaue activities to be retained in Singapore, while outsourcing labour-intensive and
low vaue processes. As an indication of how important this concept is, it is entrenched in
every sngle concluded Singapore FTA.

The second variation is Integrated Sourcing Initiative (1S) asin US-Singapore
FTA where ISl applies to non-sengtive, globalised sectors, such as I T. Under the scheme,
certain IT components and medica devices are not subject to rules of origin, when
shipped from ether of the partiesto the FTA. The scheme reflects the economic redlity of
globa distributed production, and will encourage US MNCsto take advantage of each
ASEAN country's relative comparative advantage

For ROOsin Singapore' s concluded FTAS, products are divided into two
categories as wholly obtained products and wholly obtained products mainly refer to
commodity products, such as orchids grown in Singapore. Such products are
automaticaly accepted as originating in Singapore.

For manufactured products, products made from exclusively Singaporean or the
respective FTA partner’s materials, or products made from Singaporean, the respective
FTA partner’s or imported materias or a combination of any materias from these
sources. Most of the products of export interest to Singapore belong to this category, i.e.
the products are manufactured in Singapore from meterias, components or parts.
Examples of these products are petroleum refined in Singapore from imported crude ail,
and dectric smoothing irons assembled in Singapore from both imported/non —
originating and locally produced components and parts. These products will be
conddered originating in Singgpore if they meet the following product- specific rulesin
the respective agreements.



In ANZSCEP, a generd vaue added rule is applicable to al products. A product
will qudify for preferentid trestment if at least 40% of the exfactory or works cost is of
New Zedand or Singapore origin, and if the last place of manufacture isin New Zedland
or Singapore. Manufacturers that source inputs from overseas can include the New
Zedland or Singapore component of these inputs towards the 40%.The concept of
outward processing is recognised in this agreement.

For JSEPA, each product has at least one corresponding specific ROO. Under
JSEPA, asubgtantid transformation is deemed to have occurred if the CTC ruleis met.
Thefind product must have undergone a change in tariff heading (CTH; adifferent 4-
digit heading) from the materials used in its production. Singapore obtained additiona
flexibility for 264 products of interest to Singapore, with the provison of two dternative
gpecific rules. Each of these 264 products will qudify for preferentid tariff trestment if it
has undergone the requisite change in tariff heading, or its Singapore content is a least
60% of the salling (free-on-board, fob) price. Manufacturers that source inputs from
overseas can include the Japan or Singapore component of these inputs towards the 60%.
The concept of OP is recognised in this agreement.

Under EFTA-Singapore Free Trade Agreement, each product has at least one
corresponding specific ROO. Like the JSEPA, asubstantia transformation is deemed to
have occurred under the ESFTA if thefina product underwent achangein tariff heading
(CTH, adifferent 4-digit heading) from the materials used in its production.

For some products, a value added rule is provided for in the ROO. Under thisrule,
products will qudify for preferentid tariff treetment if their Singaporean content meets a
specified percentage of the ex-works price. Manufacturers that source inputs from
oversess can include EFTA or Singapore component of these inputs towards the specified
percentage. Depending on the product, the specified loca content ranges from 40% to
80% ex-works price. For some chemicas/petrochemical products, a process definition is
provided for in the ROO. Under this rule, products which undergo the specified
manufacturing process or processes in Singapore will be consdered Singapore origin.

The concept of OP is recognised in this agreement.

Under Singapore-Audrdia FTA, dl products need only fulfil agenerd rule of a
specified threshold of local value content of either 30% or 50%. Generaly, the ROO
requires that the Singaporean content is at least 50% of the cost price. For selected
products of importance to Singapore, listed in an annex to SAFTA, the threshold of
content is lower, at 30% of the cost price. Singapore manufacturers that source inputs
from overseas can include the Austrdian component of these inputs as part of the
Singapore content. The concept of outward processing is recognised in this agreement as
well.

Under US-Singapore FTA, each product has at least one corresponding specific
ROO. The ROO for certain products require that imported inputs used in the manufacture
of the fina product within Singapore are classified under a different tariff classfication
from the fina product. For some eectronic products, a vaue added rule of 30 — 60%
must be satisfied. For certain chemicas/ petrochemica products, a Specified process
must occur in Singapore, such as a specific chemica reaction. The concepts of OP and
IS are recognised in this agreement.

4 Conclusion and lessons



We raised two questions at the outset, how innovative and cregtive are
Singapores hilatera FTAs and how they have been consistent and coping with the
"gpaghetti bowl" effect involving different sets of ROOs. Singgpore is unique in terms of
its heavy rdiance on DFI, MNCsinvolving many kinds and levels of outsourcing,
crossborder transactions in both manufacturing and entrepot functions. So greet isthe
imperative and logic of free trade, that it has endeavored to adopt a flexible approach to
itsoverdl drategy on bilaterd FTAswith variations to satisfy different FTA partners.

The main principle behind ROO for manufactured products is thet the country of
origin isthe last country where a subgtantial transformation took place under three
criteria changein tariff classfication (CTC), vaue added rule (VA), that is, loca content
rule and process rule. Each rule can be applied separately, as dternative or in tandem.
They could be gpplied as agenerd ruleto al products, appearing in the main text of the
FTA asin ANZSCEP or as product specific rules reflected in an annex which ligts dl
products covered under the FTA and their corresponding ROO asin US-Singapore FTA.
ROOs take into account operationa patterns of companies in Singapore, including the
shuttling of parts and components to and from Singapore during various stages of
production. ROOs are designed to dlow greater flexibility in determining the
qudification for Singapore origin. For products which have more than one rule,
Singgporean manufacturers can choose the rule which best it their manufacturing
operations. This gives Singgpore manufacturers additiond flexibility to qualify for
preferentid tariff treetment as under the ESFTA.

Variations from conventiond ROOswith last country where a substantial
transformation took place can occur in two ways, namely, outward processing (OP) and
integrated sourcing initiative (IS0). Thefirg variation is the recognition of outward
processing (OP) as a unique production pattern for Singapore. 1t acknowledges that part
of the manufacturing process (usually the lower value added or labour-intensive activities)
may be outsourced to neighbouring areas. For ROOs in Singapore’ s concluded FTAS,
products are divided into two categories as wholly obtained products and wholly obtained
products mainly refer to commodity products, such as orchids grown in Singapore. Such
products are automatically accepted as originating in Singgpore.

Admittedly complex and varied rather than a one-sze ROO design for dl its
bilaterd FTAs, Singapore has to be thus crestive, innovation and flexible because of the
nature and structure of its economic activities. Its domestic interests have to be balanced
with regiond and mulltilateral protocols aswdl as satisfy individua FTA partners. It has
concluded FTAswith itstwo largest trade partners, Japan and US, and to a certain extent
with EFTA though that with EU ishung as EU seems to prefer a group-to-group pact.
The FTAswith developed industrid OECD economies have set down the genera
principles. In particular, given US compstitive liberdisation policy with respect to its
FTAs, some force pacing by using other concluded FTAs as template, is unavoidable and
inevitable. If this judtifies Singgpore in being the firg mover in FTAswhich may set the
scene for other Aian countries and even Asan regiondism, that is the nature of
competitive globa political economy.

Whether Singapore's cregtive, innovative and flexible gpproaches can be hepful
to ASEAN and Adan countriesin ther bilaterd FTAsor RTAs, incdlusng APT and
various FTAsinvolving ASEAN will depend on how like-minded politicians and



bureaucrats see Singapore as exemplary. It would be to its advantage is its approaches
and modadlities are adopted by others, but it can neither force or over influence on such
meatters. Asasmall, soft power, Singapore goes by its reputation and credibility in
maintaining performance and outcome. Its internationa profile may be of a higher
danding asit istreated as fairly, and respectfully, not necessarily equdly, by big powers
including US, than its voice as "smdll brother” in ASEAN. A smple ambition isto be
proactivein its bilateral FTAswhich are as consst as possible to inspire some
convergence into alarger East Asan or APEC-wide arrangement sharing Smilar
principles and precepts which are flexible and facilitating to dl MNCs and foreign
investorsin the region.

The spaghetti bowl effect asin ROO variaions among various FTA patnersisa
tradeoff for flexibility and adjusting to different demands. In any case, different regimes
in terms of regulatory, legal and other standards are redlistically as prevalent and difficult,
areflection of no public policy can be perfect in not injecting sde effects. Smilarly, a
hub- and-spoke effect may be the outcome if more and more bilaterd FTASs revolving
around US, EU and Japan as hubs follow in the wake of Singapore seiting the example
and pace. More relevant isto what extent and how far asmal, open city-daeisredly
affected by globa and technology trends beyond its contral. Its only responseisto live
with the rest of the world as a price-taker and leaveit to bigger and moreinfluentia
economies to set global standards in fair and ethical ways, however defined.

Beside creative and innovative design, Singapore has learnt many lessonsin its
bilateral FTA negotiation with different partners, economic as well as politica economy
problems and issues. At the domestic leve, further trade and investment liberdisation
entalls a serious rethink of its developmenta state and industria policy which revolves
around Singapore Inc and its government-linked companies. If Singapore Inc was aready
devolving through announced privatisation, whether redl or gpparent, the lock in effect on
such domestic reform and making its government-linked companies more competitive is
intensified and accelerated. Moreover, even sacrosanct national regulatory policiesin
import duties and NTBs to control the importation of cars, tobacco and liquour products
aswell the contral in supply of doctors and lawyers have to be reviewed as demanded
FTA partners. If not total submission, some concessions and inventive compromises have
been made regarding doctors, lawyers, other professonds and foreign talents from US,
EFTA, Ausraia, New Zedand and Japan in the first instance.

With so many FTAs going on Smultaneoudy, manpower, expertise and time
resources were stretched and the right persondities, including ambassadors to lead the
negotiating or study teams in Japan, US and Korea, are important considerations for
successful FTAs. The teams and experts are chalenged not only in their economic, trade
and technica expertise, but dsoon their negotiating skills and understanding the politica
economy of different groups and condtituencies the have to win over, including
nongovernmental.organisations (NGOs) and civil society. Such environment and culture
may not be familiar to amore topdown Singapore system, but winning congtituencies,
media and publicity a home and abroad, especidly ASEAN members condtitute a soft
kill learnt in bilatera FTAS.
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