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Eight Lessons From The United States-Singapore Free Trade Agreement

by Ms Chang Li Lin

co-editor, The United States-Singapore Free Trade Agreement: Highlights and Insights
While one expects the USSFTA to be a lessons in negotiations between the US and Singapore, it is as much a lesson about negotiating with American companies and coordinating domestic policies within the US and Singapore.

We have heard much about FTAs over the last two days, some concerns have been raised about their impact on the developing countries’ economic and social development.  The focus of my presentation is on Singapore’s experience following the negotiation of the US-Singapore Free Trade Agreement which concluded in 2004.  I hope some of the lessons that Singapore has learned would also be useful in your negotiations with other countries.

The lessons have been drawn against the backdrop of Singapore’s particular economic model and the strategies the government pursues in the absence of natural resources.  Singapore’s economic strategy is also shifting from a manufacturing-centric economy towards service and investment-based approach, hence the considerations would be quite different say for instance to those of a resource-rich country.
Between two Administrations
The negotiations with Singapore were launched at a time when President Clinton’s administration was coming to an end.  This was the end of his second term and the new US Administration under President George W Bush was to be a Republican one.  In 1998 when the idea was mooted, the Clinton administration thought that giving the smallness of Singapore’s economy, the USSFTA could be modelled on the US-Jordan FTA, with a modest scope.  It was envisaged that the negotiations could be completed before the new administration was in place.  However, people who understood the US legislative process were sceptical and knew that it was near impossible that it could happen.  Why?
It is because in the US, after the signing of an agreement, it needs to be ratified by Congress, both the House of Representatives and the Senate.  The process takes from 60 to 90 days and a lot of effort is needed to persuade the congressmen and women to support and vote for the agreement.  So what did Singapore do to ensure that the incoming Bush Administration would continue with the FTA negotiations initiated under the Clinton Administration?
A solution was found through a joint agreement signed that captured the overall approach to the FTA from the two administrations.  Singapore could successfully transit between the two Administrations was helped by the fact that the Singapore Trade Minister then, Minister George Yeo, had a good working relationship with the two US Trade Representatives.
Lesson One: It is never to early to make friends and maintain good relations
The good relations between Singapore’s Trade Minister and the two US Trade Representatives helped in the FTA negotiations.  It is always useful to begin early and develop positive relations by widening your network with your counterparts and deepening them. In the case of the US, it would be important to reach out to both the Democrats and Republicans.

What was different between the Democrats and Republicans approach to the USSFTA?

When the new USTR Zoellick reviewed this approach, he took into the feedback he received from the business community who wanted a comprehensive FTA that built on the North American Free Trade Agreement and WTO.  Hence in some chapters of the USSFTA, the US was looking to setting new standards higher that WTO.  This meant that sometimes Singapore had to wait for months before the US could develop a position on a particular issue.

Three examples highlight the difference between how Democrats and Republicans view FTAs.
First, the Clinton Administration wanted to use a positive list approach i.e. only the service sectors which were explicitly listed in the list were bound by the FTA.  The Bush Administration preferred to use a negative list approach i.e. which meant all sectors would be covered unless stated otherwise.  However, this meant that much more work had to be done to ensure that all sectors that were not listed could be bound by the FTA.

Second, under the investment provisions of the FTA, the Clinton Administration could not adopt a policy where firms can seek arbitration against a government whereas it took 18 months to find a solution with the Bush Administration.

Third, on intellectual property rights, the Bush Administration wanted to embed the Digital Millennium Copyright Act in the FTA.  This was a complicated and time-consuming process.

Lesson Two: Develop a good understanding of the common and different perspectives of the Democrats and the Republicans

Lesson Three: When negotiating with the US, you are actually negotiating with the US businesses.  American business can be allies too.
When you are negotiating with the US, the journey is only half complete when you finish the negotiations.  Getting the Agreement ratified by the US Congress is the other half of the battle.  To do this, Singapore formed two important groups to help mobilise the FTA in the US business community and in Congress – the Singapore Business Coalition and the Singapore Congressional Caucus. 

Singapore Business Coalition
The role of the Business Coalition was to garner friends of the USSFTA in the business community.  Three big US businesses – ExxonMobil, Boeing and UPS agreed to Co-chair the Coalition.  This was not USSFTA specific, but a coalition for Singapore, so they help to persuade 100 over companies to join them and support the FTA.  The US-ASEAN Business Council was a key supporter too.  The Coalition is important because when the agreement was put before the Trade Promotion Authority (TPA), businesses will recognise and argue for the benefits, instead of opposing it.  In the US, the International Trade Commission (ITC) is required by the Trade Promotion Authority to release its report on the impact of an FTA on the US economy within 90 days of the signing of the FTA.  So at this hearing, business, government representatives will need to testify and make a strong argument for the benefits of the FTA to the US economy.  Once the ITC report is released, the congressional process begins.  Hence, you can imagine if Singapore did not have the support of the businesses for the USSFTA, it could have been stuck here.

Singapore Congressional Caucus
The second group that helped Singapore’s outreach effort was the Congressional Caucus were made up of Congressmen from both the Senate and House of Representatives, who would help the Singapore government persuade their follow congressmen to vote for the FTA.  To reach out to both the Democrats and Republicans, Singapore had both a Democrat and Republican jointly Co-chair the Caucus.  These groups offered good advice along the way, but it meant that Singapore officials, especially those who worked in the Embassy in Washington had to meet with many groups of people, brief them about the benefits of the FTA and seek their support. Singapore’s Ambassador to Washington personally met 353 out of the 435 members of the House of Representatives or their staff and 78 of the 100 Senators or their staff.  She wore out many pairs of shoes in the effort!
Lesson Four: Your best chance of success is to negotiate with your friends but even among friends, there can be misunderstanding and lack of information so information is important.  It is important to clear up any misperceptions before formal negotiations were underway, this would minimise the number of issues on the table.

For example, under Customs Administration, the US was concerned about illegal mixing of goods if there were errant traders who would ride on the USSFTA concessions.  Singapore briefed the US teams on port security and the US team came on a fact-finding visit to see for themselves how Singapore managed the port, undertook risk management and therefore gaining the confidence of the US that Singapore was also able to enforce protection that there would be no free-riders or illegal mixing of goods.

Under the negotiations for the competition policy, the US government were concerned with anti-trust issues posed by the government-linked companies in Singapore.  Singapore clarified with the US that these companies were regulated in the same manner as private companies, and that there were no special subsidies or assistance and there were accountable to the shareholders.

In the environment chapter, there was no precedence of an Asian government having negotiated with the US so there was nothing to follow.  While both countries recognised that they had high environmental protection standards, both were not clear of each others’ philosophies and policy orientation. Efforts were made to bridge the knowledge and understanding gap.  Singapore team gave briefings on Singapore’s approach to environmental protection, philosophy and core values to the US team.  More detailed information to environmental management, enforcement regimes, policies and measures were given, the special circumstances so it was good that as the discussions went along, there were fewer and fewer differences.
Lesson Five: FTA negotiations are not about ideology but interests and how best you safeguard your national interests
Let me give you two examples of how Singapore safeguarded its interests.

First, in the area of financial services, Singapore retained the right to prohibit foreign control of local banks.  It was well-known that at least one of the major US banks operating in Singapore was keen on expanding the domestic franchise through acquisition.  However, if Singapore agreed to the US request, it would run counter to Singapore’s policy of fostering strong local banks to underpin the stability of the financial system in the event of a crisis.  Singapore already had a high penetration of foreign banks.  Singapore made it clear to the US that this was an issue of vital national importance so the US agreed that it will be revisit again no later than January 2007 and again every three years after.  One could also argue that this help gain time for local banks to get ready for competition from foreign banks.
Second, on the issue of capital controls, the US wanted a “free transfer” clause in all their FTAs and the FTA with Singapore was no exception.  The US wanted to protect US businesses and individuals who had large stocks of overseas investments and they wanted to protect the ease and freedom to move these assets out.  They could not make an exception for the USSFTA.  Singapore’s main concern was the instability to the domestic system if large amounts of capital were moved quickly, as all of us have seen during the financial crises.  So instead of being stuck at that position, the two teams decided to focus on how to manage the flow and they came up with a solution which allowed the US to put in the “free transfer” clause but also limited the scope of Singapore’s liability in the event that capital controls were imposed.
Lesson Six: Benefits from the FTA can be shared and go beyond national boundaries. 
In the area of tariffs reduction, one benefit is that 100% of Singapore’s domestic exports to the US will get to enjoy preferential duty-free treatment under the FTA, so long as the goods satisfy the rules of origins under the Agreement.  So no single product has been excluded from the tariff concessions.  However some are staged i.e. not all the goods will immediately enjoy the concession but for some sectors, it will be done in phases up to 10 years.
Outward Processing means there is shuttling of parts and components of products between Singapore and the region.  As Singapore is a small country, many of Singapore’s products are manufactured/processed in the region.  For instance, electric irons are assembled in Batam, Indonesia, from parts and components made in Singapore.  The iron is then tested in Singapore before exported to the US.  Usually, the rules of origin only count for the final stage of the process – i.e. the value of testing as the Singapore content, but by including outward processing, it will count the value of the Singapore parts and components as well thereby raising the Singapore content.  For Singapore businesses, it would mean that they can still enjoy the benefits from the region i.e. plants in Batam.  Batam would also indirectly benefit from the continued presence of Singapore business.  

The Rules of Origin are contained in the Integrated Sourcing Initiative (ISI) which is based on the main principle that certain goods, although not made in Singapore, will be deemed as originating from Singapore, and hence enjoy the preferential benefits accorded to a Singapore good.  Products not finished in Singapore but exported through Singapore can also enjoy tariff savings.  While the current list has 266 products, the list is not closed and there is provision to allow the product coverage of the ISI to be expanded.  In this manner, Singapore sought to enhance regional benefits through the USSFTA.
Lesson Seven: Negotiations should be based on common interests, using a problem-solving approach.  What mattered was common interests, and using negotiation rather than bargaining.
From Singapore’s experience, it worked largely because the negotiators were working not based on a specific ideology or political stand, but focused on the issues and adopted a problem solving approach.  As discussed earlier, Singapore found ways to safeguard its interests and the negotiators worked on the basis of what were the most important issues and how best to find creative ways around it.
Lesson Eight: Trust and understanding is vital to the process,
As the Singapore Chief Negotiator observed, negotiations succeed best when the rapport between the negotiators is good and when they share a bond of mutual trust and confidence.  When Singapore started its negotiations, the Chief Negotiator urged all the Singapore members to build rapport with their American counterparts and to conduct themselves in such a way as to earn their respect and trust. Singapore not only used IQ, but also EQ (emotional quotient), and CQ – cultural quotient.  Many times, discussions included meeting over meals as eating together also bonds people – what Singapore calls it “makan diplomacy”.  It may be true that in selecting your members for negotiations, look not only for those with great technical expertise, you will also need to balance that with the skills of making friends and keeping good relations.

It was also useful that the process was structured such that there was a lead negotiator for each of the chapter.  If there were issues they could not solve, it then went to the two Chief negotiators, and if not then to the two Ministers.
In coordinating domestic policies, the Chief and Deputy Chief Negotiators of Singapore held regular briefings for the Cabinet ministers, the ministries and agencies.  These help to keep them engaged in the process, alert them to potential inter-agency issues and working to find solutions. 

Benefits from the FTA
One year one after the USSFTA, what benefits has Singapore reaped?  The first benefit of the FTA for Singapore is tariff and tax savings.  According to US statistics, exports from Singapore, worth US$499 million, gained tariff-free access to the US market in 2004.  Singapore’s exporters also saved $25 million as a result of the waiver of the merchandise processing fee.  One of Singapore’s companies that deal in vessel repair would benefit from the waiver of the 50 per cent vessel repair duty.  Bilateral trade between Singapore and US expanded by 11.9 per cent as compared to the year before the USSFTA came into force.  This amounted to $66.3 billion.  The rise in these figures cannot be conclusively linked to the FTA, but it would be reasonable to assume that the FTA did contribute in part to this increase.

There has also been an increase in foreign direct investment and Singapore has become a more attractive destination for US investment.  US companies in Singapore have also benefited from the agreement.  Over 1,500 US companies operate in Singapore and several have announced plans to increase their investment and activities locally.  There are plans for new manufacturing plants and expansion of current facilities that are already in Singapore.  Seagate, the world’s largest manufacturer of hard disk drives, is investing $200 million in a new plant which will reinforce Singapore’s position as the world’s storage capital.  Singapore companies have also benefited by the greater ease in which they can do business in the US.  New sectors of the US economy, such as government procurement, are also now open to Singapore companies.  Singapore firms have also grown their presence in the US.

The intellectual property rights regime that has been created as a result of the USSFTA will make Singapore attractive to companies in the creative industries as well as in knowledge-intensive industries such as the pharmaceutical industry.  US companies such as Pfizer, has announced plans to expand their manufacturing and research facilities in Singapore.  Lucasfilm Animation will establish its only facility outside the US in Singapore to produce digital animated contact.  Non-US companies are also capitalising on the strong regime.  An Indian film company is looking to set up its regional headquarters in Singapore and BMW has just set up its design studio in Asia, in Singapore.

Conclusion
To conclude, let me summarise that the key lessons are

1 Making friends and developing good relations- IQ, EQ and CQ
2 Develop good understanding of the interests and issues

3 Negotiating with the US means negotiating with US businesses who can also be allies

4 Give clear information

5 Safeguard national interests

6 Bilateral FTA benefits can be shared regionally

7 Use a problem-solving approach
8 Trust and understanding vital
In the end, it is up to each FTA partner to harness opportunities and to minimise the negative consequences of an FTA.  One needs to be absolutely clear about ones own interests, the domestic circumstances and likely impact.  Especially in the event that FTAs are used to address security gains first rather that economic benefit, without adequate preparation, there is a danger that untenable precedents are set unknowingly.  I hope that the eight lessons that have been drawn would be useful in your negotiations. 

� This presentation at the Third World Network Regional Workshop on FTAs is based on the essays found in The United States-Singapore Free Trade Agreement: Highlights and Insights (eds.) Tommy Koh and Chang Li Lin, (Singapore: World Scientific Publishing, 2004) and  Koh, Tommy “USSFTA: The Year in Review”, Business Times, Singapore, 29 January 2005.





