Singapore and
Free Trade Agreements



The Institute of Southeast Asian Studies (ISEAS) was established as
an autonomous organization in 1968. It is a regional research centre for
scholars and other specialists concerned with modern Southeast Asia,
particularly the many-faceted problems of stability and securityeconomic
development, and political and social change.

The Institute’s research programmes are the Regional Economic
Studies (RES, including ASEAN and APEC), Regional Strategic and
Political Studies (RSPS), and Regional Social and Cultural Studies
(RSCS).

The Institute is governed by a twenty-two-member Board ofl rustees
comprising nominees from the Singapore Government, the National
University of Singapore, the various Chambers of Commerce, and
professional and civic organizations. An Executive Committee oversees
day-to-day operations; it is chaired by the Director , the Institute’s chief
academic and administrative officer.

© 2001 Institute of Southeast Asian Studies, Singapore



Singapore and
Free Trade Agreements

—_ _ _ —
Economic Relations
with Japan and the United States

Ramkishen S. Rajan
Rahul Sen
Reza Siregar

m INSTITUTE OF SOUTHEAST ASIAN STUDIES
Singapore



Published by

Institute of Southeast Asian Studies
30 Heng Mui Keng Terrace

Pasir Panjang

Singapore 119614

Internet e-mail: publish@iseas.edu.sg
World Wide Web: http://www.iseas.edu.sg/pub.html

All rights reserved. No part of this publication may be reproduced, stored in
a retrieval system, or transmitted in any form or by any means, electronic,
mechanical, photocopying, recording or otherwise, without the prior
permission of the Institute of Southeast Asian Studies.

© 2001 Institute of Southeast Asian Studies, Singapore.
The responsibility for facts and opinions in this publication rests exclusively

with the authors and their interpietations do not necessarily reflect the views
or the policy of the Institute or its supporters.

ISEAS Library Cataloguing-in-Publication Data

Rajan, Ramkishen S.
Singapore and free trade agreements: economic relations with Japan and the
United States / by Ramkishen S. Rajan, Rahul Sen and Reza Siregar.

1. Free trade—Singapore.
2. Singapore—Commercial policy.
3. Singapore—Foreign economic relations—Japan.
4. Japan—Foreign economic relations—Singapore.
5. Singapore—Foreign economic relations—United States.
6. United States—Foreign economic relations—Singapore.
1. Sen, Rahul, 1965—-
II. Siregar, Reza
III. Title.
HF1595 R16 2001 s1s2001017419

ISBN 981-230-144-5
ISSN 0218-2114

Printed in Singapore by Seng Lee Press Pte Ltd.

© 2001 Institute of Southeast Asian Studies, Singapore



Contents

List of Tables vii
List of Figures Viii
About the Authors ix
1 INTRODUCTION 1
2 REASONS BEHIND SINGAPORE’S ATTRACTION

TO FTAs 7

Importance of Singapore’s FTA proposals with

Japan and the United States 11
3  MERCHANDISE TRADE LINKAGES 13

Trade Flows 13

Trade Balances 19

Trade Intensity Indices 21

Commodity Composition of Merchandise Trade 22

Intra-Industry Trade (IIT) 29
4 IMPACT OF CHANGES IN FOREIGN DEMAND

ON THE SINGAPORE ECONOMY 45

Export Demand Functions 45

Significance of Foreign Exports to Aggregate Demand

in Singapore 52

5 TRADE IN SERVICES AND DIRECT INVESTMENT 55
Strategies to Develop Singapore into an International

Services Hub 55
Singapore—United States Co-operation in Services 57
Singapore—Japan Co-operation in Services 60
Singapore’s Investment Linkages with the

United States and Japan 61

v

© 2001 Institute of Southeast Asian Studies, Singapore



vi Singapore and Free Trade Agreements

6 SINGAPORE AND THE NEW REGIONALISM:

CAUTIONARY NOTES 69
7 CONCLUSION 75
APPENDIX 1: TRADE INTENSITY INDICES 79
APPENDIX 2: MEASURES OF INTRA-INDUSTRY

TRADE (IIT) 83
Notes 85
References 95
Index 103

© 2001 Institute of Southeast Asian Studies, Singapore



1.1
1.2

3.1

3.2

33

34

3.5

4.1
4.2
4.3

4.4
4.5
4.6
5.1
5.2

53

List of Tables

Singapore: Major Macroeconomic Indicators 1970-99
Growth Performance of Singapore and Other East
Asian Economies

Singapore’s Domestic Exports to the United States
and Japan, 1984-99

Singapore’s Leading Product Groups of Exports to
the World, the United States, and Japan in 1999
Singapore’s Leading Product Groups of Imports from
the World, the United States, and Japan in 1999
Singapore’s Intra-Industry Trade with the United
States and Japan: 1995-99

(Computed with Total Export Values)

Singapore’s Intra-Industry Trade with the United
States and Japan: 1995-99

(Computed with Domestic Export Values)
Variable Description

ADF Unit-Root Test

Export Function Model (For Singapore —

the United States)

Export Function Model (For Singapore — Japan)
Co-integration Test

OLS Test on the Error Correction Model
Singapore: Inward Stock of Foreign Direct Equity
Investment by Country

Singapore’s Investment Commitments in
Manufacturing by the United States and Japan
Singapore: Stock of Foreign Direct Equity
Investment Abroad by Country

Vil

© 2001 Institute of Southeast Asian Studies, Singapore

18

26

27

31

37
47
48

51
51
53
54
63
64

66



3.1
3.2
3.3
34
3.5
3.6

5.1
5.2

List of Figures

Singapore’s Merchandise Trade with the United States
Singapore’s Merchandise Trade with the Japan
Singapore’s Merchandise Exports to the United States
and Japan

Singapore’s Merchandise Imports from the United
States and Japan

Singapore’s Merchandise Trade Intensities with

the United States and Japan

United States’ and Japan’s Merchandise Trade
Intensities with Singapore

Services Investment Commitments by Region (1999)
Services Investment Commitments by Cluster (1999)

viii

© 2001 Institute of Southeast Asian Studies, Singapore

15

17

20

23

24

65
65



About the Authors

Ramkishen S. Rajan is a Lecturer at the School of Economics
and a Research Associate at the Centre for International Economic
Studies, Adelaide University, Australia. He is also a Visiting
Research Fellow at the Institute of Southeast Asian Studies,
Singapore.

Rahul Sen is a Research Scholar pursuing his Ph.D. at the
Department of Economics, National University of Singapore.

Reza Siregar is an Assistant Professor at the Department of
Economics, National University of Singapore. Previously, he was
an Economist at the Asian Development Bank in Manila. His
research interests are in the areas of macroeconomics, international
economics, development economics, and applied econometrics.

© 2001 Institute of Southeast Asian Studies, Singapore



ISEAS DOCUMENT DELIVERY SERVICE. No reproduction without permission
of the publisher: Institute of Southeast Asian Studies, 30 Heng Mui Keng Terrace,
SINGAPORE 119614. FAX: (65)7756259; TEL: (65) 8702447; E-MAIL:
publish@iseas.edu.sg

1
Introduction

Singapore’s economic growth experience is of particular
importance for at least two reasons. First, it has enjoyed one
of the highest rates of growth in the world over the past three
decades, with its gross domestic product (GDP) appreciating
at an annual average rate of about 8 per cent during the period
1970-2000 (Tables 1.1 and 1.2). Second, this growth has been
highly durable, the city-state having suf fered only one year
of outright economic contraction in the past three decades (in
1985-86). The durability of the Singapore economy is further
highlighted by the fact that it was one of the few economies
in East Asia to have emerged relatively unscathed from the
regional financial crisis of 1997-98. Thus, while most of the
other East Asian economies faced severe recessionary
conditions, with real output declining by between 3 and 15
per cent in 1998 (Table 1.2), Singapore managed to register
marginally positive growth despite having extensive trade,
investment, and financial linkages with the rest of the region
(Rajan and Sen 2000).

An essential ingredient of the city-state’ growth strategy
has been its outward orientation, particularly its openness to
trade and investment flows. Despite a residential population
of just over three million, Singapore is the world’s sixteenth
largest merchandise trading nation and services exporterand
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Introduction 3

TABLE 1.2
Growth Performance of Singapore and Other
East Asian Economies

(GDP growth [% per annum])

Average Average
1981-90 1991-95 1996 1997 1998 1999 2000

Singapore 7.3 8.7 75 80 15 55 6.0
Malaysia 6.0 8.7 86 7.7 -68 49 52
Thailand 7.9 8.4 55 04 80 42 50
Indonesia 5.4 7.8 80 46 -137 -01 38
Korea 9.1 7.5 71 55 55 92 65
Japan 4.0 1.4 50 14 -28 na na.

Sources: International Monetary Fund, World Economic Outlook and The
Economist (January 2000).

the world’s largest transhipment point. With a trade-to-GDP
ratio of over 250 per cent in 1999, Krugman (1995) places
the country in the league of “super -trading” nations.
Accordingly, it should come as no surprise that Singapore
has been a major proponent of global trade liberalization and
the free flow of goods and services across international
borders. Nevertheless, recognizing that it has limited influence
in the multilateral arena, where recent progress on many
important issues relating to trade and investment liberalization
is perceived to have been disappointingly slow and
negotiations protracted and cumbersome (Sager 1997),
Singapore has concomitantly pursued a second track to
liberalization via the regional route.

Regionalism has involved both the SoutheastAsian region
via the ten-member ASEAN grouping and the lager Asia and
Pacific region via the twenty-one-member APEC grouping.!
However, the recent financial crisis has held up the pace if
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