‘East Asia is the region of the world that is changing fastest in terms of trade
arrangements. Dozens of free-trade agreements are signed every year, turning a complex
situation into the East Asian “noodle bowl” of FTAs. This book addresses the crucial
question posed by these new agreements – how do they affect business? While many
studies have focused on government-to-government issues, this book gets to the heart of
the matter, studying what it means for the firms actually doing the trade and investment.
I recommend this book to any serious student of trade, particularly those interested in
understanding the rapidly evolving landscape in this most dynamic part of the world.’
– Richard Baldwin, Professor of International Economics,
Graduate Institute, Geneva, Switzerland
‘The pursuit of more than one hundred Free Trade Agreements in East Asia is
quietly producing a fundamental change in the global economic architecture. This
path-breaking new volume provides an indispensable guide to the practical effect
of such agreements on commercial transactions in the region. It is a must-read for
businessmen and policymakers who seek to both understand the impact of FTAs in the
real world and expand their contributions to economic growth and development.’
– C. Fred Bergsten, Director, Peterson Institute for International Economics, USA
‘This is a valuable contribution in a crowded field. Kawai and Wignaraja have gone
beyond familiar arguments about the relative merits of regionalism and multilateralism
to ask businesses what it all means to them. Policymakers should take note.’
– Patrick Low, Chief Economist, WTO
‘For policymakers in the region, the debate is no longer between regionalism and
multilateralism. The real question is how we should create the model for regionalism
that will become the building blocks to a multilateral trading system and avoid raising
costs of doing business from the noodle bowl effect. Therefore the comparative and
micro-level research found in this book provides valuable insights on the impact of FTAs
on businesses. These insights will be relevant input as policymakers forge ahead in
implementing regional FTAs, thinking of ways to amend and improve on them and, most
importantly, harmonize or consolidate between existing regional FTAs in East Asia.’
– Mari Pangestu, Minister of Trade, Indonesia

Critics are concerned that FTAs erode the multilateral trading process and foster an
alarming ‘noodle bowl’ of overlapping regulations and rules of origin requirements
– which may be costly to business. Asia’s Free Trade Agreements makes key
recommendations for improving business use of FTA preferences, reducing costs of
FTAs and creating a region-wide FTA.
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Foreword
Asia’s economic importance in the world economy has been shaped by
rapid globalization alongside progressive regionalization. The region was
transformed from an underdeveloped backwater into a global factory
through structural reforms and liberalization and 50 years of outwardoriented development strategies, infrastructure investment and upgrading
of human capital. Over time, ‘factory Asia’ developed deeper regional
roots as production networks and supply chains increasingly connected
various economies in different stages of development. The rapid expansion
of Asian trade and investment briefly stalled during the global financial
crisis of 2008–09 but is expected to pick up in the next few years. Amidst
slow progress in the World Trade Organization (WTO) Doha trade talks,
protectionism remains a risk to Asia’s trade prospects.
Since the millennium, free trade agreements (FTAs) are increasingly
being used to pursue trade and investment liberalization in Asia. East Asia
has emerged at the forefront of Asia’s FTA spread with 47 FTAs in effect
as of June 2010 and another 90 or so in various stages of preparation. The
rapid spread of FTAs since 2000 has sparked concerns about the ‘Asian
noodle bowl’ effect of multiple, overlapping agreements particularly on
small and medium-sized enterprises (SMEs). In response to such concerns,
Masahiro Kawai, Dean of the Asian Development Bank Institute (ADBI),
and Ganeshan Wignaraja, Principal Economist at the Asian Development
Bank’s Office of Regional Economic Integration, spearheaded this study
on the business impact of Asian FTAs by using enterprise surveys in
several East Asian economies. This study, the first of its kind to shed light
on the FTA debate, shows that concerns about the Asian FTA noodle
bowl effect may be overstated and SMEs have not been unduly affected, at
least in this point in time. But as the number of FTAs grows and business
increasingly uses FTA preferences, we may expect more concerns about
the Asian noodle bowl to arise in the future.
The region needs to think about appropriate measures to overcome the
Asian FTA noodle bowl in the future. The study suggests several practical
measures, including encouraging rationalization and flexibility of rules of
origin, upgrading origin administration, improving business participation
in FTA consultations, and strengthening institutional support systems
for SMEs. The study also suggests two additional proposals to mitigate
ix
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x

Foreword

the Asian FTA noodle bowl, albeit long-run initiatives: crafting a regionwide FTA and multilateralizing Asian regionalism. Concluding the Doha
Round and avoiding protectionism are, of course, vital. It is hoped that
this study will contribute to strengthening regional trade policies in Asia
and compatibilities with global trade rules.
Haruhiko Kuroda
President, Asian Development Bank
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Preface
This study was motivated by the rapid spread of free trade agreements
(FTAs) in Asia over the last decade and the on-going debate on business
impacts of the Asian FTA ‘noodle bowl’. A dearth of empirical evidence
from enterprises has hampered resolution of the debate and the development of pragmatic policy measures at regional and national level. The
availability of comprehensive evidence from this large multi-country,
multi-enterprise study offers new insights on the behaviour of firms under
FTAs and ways forward to mitigate the Asian noodle bowl.
The study is the outcome of a partnership between two major knowledge
entities in the Asian Development Bank family – the Asian Development
Bank’s Office of Regional Economic Integration (OREI) and the Asian
Development Bank Institute (ADBI). Some of Asia’s best institutions
and scholars were involved in the painstaking task of collecting and analysing the firm-level information. We owe special thanks to our senior
country collaborators – Chia Siow Yue of the Singapore Institute of
International Affairs, Inkyo Cheong of Korea’s Inha University, Daisuke
Hiratsuka of the Institute of Developing Economies, Japan External
Trade Organization, Wisarn Pupphavesa of the Thailand Development
Research Institute, and Zhang Yunling of the Chinese Academy of Social
Sciences – for all their hard work.
There are many debts to acknowledge in a venture such as this study.
The study would not have been possible without the support of the
business community in the six countries – the People’s Republic of China,
Japan, the Republic of Korea, the Philippines, Singapore, and Thailand –
who spent many hours answering questions from the researchers. Special
thanks are due to the surveyed firms and the Japan Special Fund, which
financed the surveys.
Valuable suggestions were provided by participants at conferences
and seminars held during 2008 to 2010 in various locations: ADBI in
Tokyo, National Institute of Development Administration and the Chula
Global Network in Bangkok, the European Bank for Reconstruction
and Development and the Overseas Development Institute in London,
the Institute of Southeast Asian Studies in Singapore, the Montreal
Conference in Montreal, the Philippines Institute for Development
Studies and the Philippines Department of Trade and Industry in Manila,
xi
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Preface

and the World Trade Organization in Geneva. We are particularly
grateful to Vinod Aggarwal, Narongchai Akrasanee, Thomas Aquino,
Prema-Chandra Athukorala, Richard Baldwin, Julian Chaisse, Suthipand
Chirathiwat, Wendy Dobson, Antoni Estevadeordal, Philippe Gugler,
Mario Lamberte, Jong-Wha Lee, Patrick Low, Marc Mealy, Susan
Prowse, Robert Scollay, Robert Teh, Dirk Willem te Velde, Shujiro Urata
and Yorizumi Watanabe for providing ideas and making useful comments
on the early drafts of chapters contained in the book.
Several individuals significantly contributed to the preparation of the
study. Genevieve De Guzman provided research assistance for analysing the firm surveys and copy-editing. Dorothea Lazaro also provided
research assistance on rules of origin. Patricia Wada copy-edited the
papers. Ainslie Smith and Grant Stillman organized publication of the
book. Karen Lane facilitated media outreach. Wilhelmina Paz, Miwako
Tanaka, Rosario Razon and Liza Cruz provided administrative support.
We are most grateful to them all.
The opinions expressed in the book are those of the authors and do
not represent the views of the Asian Development Bank or the Asian
Development Bank Institute.
Masahiro Kawai and Ganeshan Wignaraja
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1.

Introduction
Masahiro Kawai and Ganeshan Wignaraja

1.1

CONTEXT AND PURPOSE OF THE STUDY

Economically important East Asia is at the forefront of world free
trade agreement (FTA) activity. Policymakers, economists and businesspeople are concerned about the business impact of these proliferating
agreements.1
This book reports the results of an evidence-based study on the business
impact of the Asian ‘noodle bowl’ of multiple and overlapping FTAs in
six East Asian2 countries: Japan, the People’s Republic of China (PRC),
the Republic of Korea (hereinafter Korea), Singapore, Thailand and the
Philippines. The six countries represent a mix of development levels and
FTA experiences and highlight lessons for latecomers to FTAs. The three
largest Northeast Asian economies are driving the spread of FTAs in
East Asia while the three smaller Association of Southeast Asian Nations
(ASEAN) economies are increasingly turning to FTAs as a major instrument of trade policy. In a novel methodological approach, the study used
firm surveys to explore the business implications of FTAs and the noodle
bowl in East Asia. Due to the paucity of official statistics, firm surveys
are indeed almost the only means of collecting information on issues like
the use and impediments to use of FTAs. This multicountry, multifirm
study is the first comprehensive survey of East Asian firms and has generated the largest dataset (841 manufacturing export firms) of its kind for
empirical analysis. The dataset captures the behaviour of major industries
– including electronics, automotive, textile and garment, and food – that
have driven export success in East Asian economies.
Amidst deepening Asian regionalism and an ongoing debate on FTAs,
an analysis of the economic implications of the Asian noodle bowl
is of profound significance to firms and policymakers. Market-based
regionalism in East Asia is becoming increasingly policy driven through
FTAs. East Asia is famous for its advanced production networks, which
underlie its spectacular export success over several decades and have
deepened regionally (ADB 2008b). Intraregional trade in East Asia has

3
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increased significantly, particularly in parts and components. The global
financial crisis and accompanying economic downturn have precipitated
restructuring in production networks, and intraregional trade is likely to
expand as the recovery progresses, though the export destination of Asia’s
finished products may shift increasingly away from the United States
(US) and European markets and toward Asian markets. Bilateral FTA
activity has significantly increased, both within East Asia and outside
the region. ASEAN is emerging as the hub for East Asia’s FTAs, with
other major Asian economies joining the FTA bandwagon. Meanwhile,
there is increasing interest in the transregional Asia-Pacific Economic
Cooperation (APEC) grouping as an alternative FTA hub to link the
region with the US (Bergsten 2009). Slow progress in the World Trade
Organization (WTO) Doha talks and regionalism elsewhere have spurred
East Asian FTAs (Kawai and Urata 2004; Kawai 2005a). With more
FTAs under negotiation, there is little sign of a diminishing appetite for
FTAs in East Asia. Dealing with the Asian noodle bowl phenomenon is
thus an integral item on the region’s business and policy agenda for future
trade-led growth.
Since Viner (1950) coined the terms ‘trade diversion’ and ‘trade creation’, economists and policymakers have been ambivalent about the
welfare implications of customs unions and other types of regional trade
arrangements. Ambivalence about regional trade arrangements is also
evident in East Asia. A lively debate over the impact of FTAs on the
region’s business is taking place between those who view the agreements
as harmful and those who see net benefits.3
Informed by Bhagwati’s (1995, 2008) insight on the ‘spaghetti bowl’
of trade deals, the former group asserts that different tariffs and rules of
origin (ROOs)4 in multiple FTAs have resulted in an Asian noodle bowl
problem of criss-crossing agreements that are characterized by excessive
exclusions and special treatment. This noodle bowl, the argument goes,
may distort trade toward bilateral channels, thereby threatening to erode
the multilateral trading system. Large administrative burdens for the
trading firms, such as the need to deal with multiple tariffs and ROOs, also
mean that little use is made of East Asian FTAs.
Influenced in part by the Kemp–Wan theorem,5 the latter group view
FTAs as bringing net benefits to East Asian businesses. They suggest that,
in the absence of a Doha trade deal, comprehensive, well-designed FTAs
may be a means to achieve regional liberalization and structural reforms,
which can facilitate the development of production networks. Accordingly,
comprehensive FTAs may constitute building blocks – rather than stumbling blocks – to multilateral liberalization. Advancement of the debate,
however, has been hampered by a dearth of firm-level evidence on the
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use of FTA preferences, the benefits and costs of FTAs, and the business
burden caused by multiple ROOs.
At the heart of the study is an exploration of four important questions
concerning the spread of FTAs and the Asian noodle bowl:
1.
2.
3.
4.

Are FTA preferences being used?
What are the benefits and costs of FTAs?
Are multiple ROOs a burden on business, and especially on small and
medium-sized enterprises (SMEs)?
Is there enough support for domestic firms to use FTA preferences?

The answer to the first question is an indicator of the effectiveness of
East Asian FTAs and is critical to the debate on East Asian FTAs. The
second question attempts to compare benefits of FTAs (such as market
access and preferential tariffs) with their costs (such as intensified competitive pressure and documentation burdens). The third focuses on what the
attendant rules and administrative procedures imply for the cost of doing
business. The fourth looks at the sources and the adequacy of institutional
support for domestic firms to trade under FTAs.
This study attempts to generate debate through these questions by
examining firm survey results concerning the business impact of FTAs –
such as market access issues, ROOs and the burden of the noodle bowl
for SMEs. The firm surveys in the East Asian countries used a common
survey methodology and questionnaire. The Asian Development Bank
(ADB) along with several partners – including the Japan External Trade
Organization (JETRO), International Enterprise Singapore and the Thai
Development Research Institute – were involved in the surveys, which
were conducted in 2007–08.
The new firm-level data enable an evidence-based assessment of East
Asian FTAs. The new information may also help foster a pragmatic
approach to dealing with the Asian noodle bowl of FTAs. Amid the
stalled WTO Doha negotiations, regionalism via FTAs in East Asia seems
likely to persist as a means to promote liberalization. Liberalizing trade
regionally, as opposed to globally, may be easier to achieve because fewer
parties are involved. Moreover, regional agreements may be able to extend
further than global agreements in key policy areas. Accordingly, firms
will need to learn to export more effectively under a regional trade regime
anchored on FTAs. The focus for policymakers is how best to minimize
the costs of East Asian FTAs while maximizing their benefits.
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1.2

Asia’s free trade agreements

GLOBAL FACTORY, FTAS AND COUNTRIES
COVERED

A brief review of the region’s industrial achievements and FTA proliferation forms the backdrop for this study of East Asian FTAs. East Asia’s
ascent from a poor underdeveloped agricultural backwater to become the
global factory over a 50-year period is regarded as an economic miracle
(Stiglitz 1996; Kawai 1997; Amsden 2001). The success of the first generation of newly industrialized economies (Korea; Hong Kong, China;
Singapore and Taipei,China) was mirrored by others including Malaysia,
Thailand, the PRC and Viet Nam. A combination of policy and firm
strategies underlie East Asia’s emergence as the global factory.
Multilateralism through the WTO framework and its predecessor, the
General Agreement on Tariffs and Trade, and open regionalism centred
on APEC and supported by unilateral liberalization, underpinned East
Asia’s approach to international trade policy for the last several decades.
FTAs were absent in East Asia. Outward-oriented development strategies,
high domestic savings rates, creation of strong infrastructure, and investment in human capital were key domestic policy ingredients. Korea and
Taipei,China also used market-enhancing selective interventions to foster
industrial upgrading and diversification (Lall 2001). A booming world
economy hungry for labour-intensive imports from East Asia, falling
tariffs in developed country markets, inflows of trade-related foreign direct
investment (FDI), generous foreign aid flows and supplies of inexpensive,
productive labour also favoured outward-oriented growth in East Asian
economies. These economies were also geographically close to an expanding high-income Japan, with efficient multinational corporations (MNCs)
seeking to relocate production to less costly economies in East Asia.
Through strategies of innovation and learning, many emerging East
Asian firms acquired the requisite technological capabilities either to
compete internationally or to become suppliers to MNCs (Hobday 1995;
Lall 1996; Matthews and Cho 2000; Rasiah 2004; Wignaraja 2008a). This
involved developing production engineering skills to use imported technologies efficiently, and successfully plugging into the advanced global
production networks formed by MNCs and local suppliers. As systematic
innovation and learning took place at the firm level, a shift from labourintensive exports (for example, textiles, garments and footwear) to more
technology-intensive exports (for example, chemicals, ships, electronics and
automobiles) occurred in East Asia. Some emerging East Asian firms built
deep innovative capabilities based on investments in research and development, emerging as leading firms in production networks and supply chains.
Rising economic prosperity in East Asia followed rapid industrialization.
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Table 1.1
Year

7

Growth of East Asian FTAs by status, 2000–2010
Concluded FTAs

2000
2005
2010

Future FTAs

In effect

Signed

Under
negotiation

Proposed

3
19
44

1
9
6

5
36
48

4
33
30

Notes:
FTA = free trade agreement.
‘FTAs in effect’ means provisions of FTAs have become effective or tariff rates have been
liberalized; ‘signed’ means parties have signed the agreement but it is not yet in effect;
‘under negotiation’ means parties are engaging in formal negotiation or have signed
framework agreements; and ‘proposed’ means parties have jointly established working
groups or conducted feasibility studies on FTAs.
Source:

Asian Development Bank (2010).

As a result, three of the world’s richest economies in terms of per capita
income are now in East Asia: Japan, Korea and Singapore.
In addition, intraregional concentration of trade and FDI activities rose
as production networks involving Asian firms deepened regionally (Ando
and Kimura 2005; Kimura 2006; Kuroiwa and Heng 2008). Rising factor
costs in core production locations were a prime driver. Falling regional
trade barriers and logistics costs, as well as technological progress, spurred
the decentralization of production networks to the most cost-effective
locations. Accordingly, trade within East Asia increased significantly from
37 per cent of total trade to 52 per cent between 1980 and 2008, led by
trade in parts and components (ADB 2008a, 2008b).
Toward the turn of the twentieth century, this simple story of outward
orientation and export success was altered by a change in the nature of
East Asia’s international trade policy toward FTAs. Alongside multilateralism, Asia began emphasizing FTAs as a trade policy instrument in the
late 1990s, and the region is today at the forefront of world FTA activity
(Pangestu and Gooptu 2003; Feridhanusetyawan 2005; Crawford and
Fiorentino 2005; Fiorentino et al. 2009). As Table 1.1 shows, in 2000 there
was hardly any FTA activity in the region – only three regional FTAs were
in effect in East Asia (including the ASEAN Free Trade Area, AFTA)
and another ten were in various stages of preparation. However, in just
a decade, FTAs in effect increased more than tenfold; in February 2010,
East Asia emerged at the forefront of global FTA activity, with 44 FTAs
in effect and another 84 in various stages of preparation.
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Although a small core of the region’s FTAs involve only East Asian
economies, most of the agreements are cross-regional and involve South
Asia, the Pacific or partners further afield. It appears that East Asia
strongly prefers to maintain open trading relations with the rest of the
world rather than becoming inward-looking. The region’s largest and
richest countries are leading players in the spread of FTAs. Japan has
implemented bilateral economic partnership agreements (EPAs) with
ten countries6 and a plurilateral EPA with ASEAN (see Appendix 1A.1
for a complete list of the concluded FTAs in the surveyed countries). In
addition, Japan is negotiating agreements with Korea, Gulf Cooperation
Council countries, India, Australia and Peru. The PRC has implemented
an FTA on goods and services and signed an agreement on investment
with ASEAN. Korea has implemented comprehensive FTAs with Chile,
the European Free Trade Association (EFTA), Singapore and India, and
an FTA on goods and services with ASEAN. Korea has also reached an
agreement on an FTA with the US and an investment agreement with
ASEAN, and de facto concluded its FTA negotiations with the European
Union (EU) in July 2009. ASEAN is even more aggressive. Having implemented FTAs with the PRC, Korea and Japan from 2005 to 2008, ASEAN
has also recently implemented a comprehensive FTA with Australia and
New Zealand (effective January 2010) and an FTA on goods with India.
Meanwhile, the ASEAN–EU FTA negotiation, which was launched in
May 2007, was temporarily suspended by the negotiating parties in March
2009. Following a green light from EU member states in December 2009,
the EU is expected to pursue FTAs with individual ASEAN member
countries starting with Singapore in early 2010. Some ASEAN members,
such as Singapore and Thailand, are actively pursuing a host of bilateral
FTAs. And recently, Australia, New Zealand and India have joined this
bandwagon.
Four main factors underlie the recent spread of FTA initiatives in Asia.7
First and foremost among these is market-driven economic integration
through trade, FDI and the formation of East Asian production networks
and supply chains. Market-driven economic integration has begun to
require further liberalization of trade and FDI, as well as harmonization
of policies, rules and standards governing trade and FDI. An increasing number of East Asia’s policymakers believe that FTAs, if given wide
scope, can support the growth of trade and FDI through further elimination of cross-border impediments and facilitation of trade and FDI. Thus,
FTAs can be regarded as part of a supporting policy framework for deepening production networks and supply chains formed by global MNCs
and emerging East Asian firms.
Second, European and North American economic regionalism

M2443 - WIGNARAJA TEXT.indd 8

12/11/10 12:20:06

Introduction

9

– including the EU’s expansion into Central and Eastern Europe and the
Baltic countries, a European monetary union, and the success of the North
American Free Trade Agreement (NAFTA) and its planned move toward
the Free Trade Area of the Americas – has motivated East Asian FTAs.
Governments fear that the two giant blocs might dominate rule-setting in
the global trading system and marginalize Asia. Increasingly, they have
realized the need for stepping up integration to improve international
competitiveness through exploitation of scale economies, strengthen their
bargaining power and raising their voice in global trade issues. FTAs
can help insure against the periodic difficulties of multilateral trade liberalization, such as the slow progress in the WTO Doha negotiations and a
perceived loss of steam in the APEC process.
Third, the 1997–98 Asian financial crisis made it clear that East Asia
needed to address common challenges in the areas of trade and investment
in order to sustain growth and stability. This need has not yet been fulfilled
either by regional initiatives to strengthen the international economic
system or by national efforts to strengthen fundamentals, both of which
take time to bear fruit. Once the largest economies – Japan and the PRC –
began to undertake FTA initiatives in the region, other economies started
to join the FTA bandwagon out of fear of exclusion.
Fourth, slow progress in the WTO Doha negotiations encouraged countries to consider FTAs as an alternative or insurance. Hailed as a development round to promote trade-led growth in poor countries, the WTO
Doha Development Round began in November 2001. The talks have
largely focused on liberalization in two key areas: agriculture and nonagricultural market access. In essence, developed countries were being
asked to accelerate the pace and scope of reductions in agricultural tariffs
and subsidies, and developing countries were being asked to do the same
with regard to tariffs for industrial goods and liberalization of services
trade. After seven years of formal negotiations, the negotiations stalled in
mid-2008 over concerns in developing countries about measures to protect
poor farmers from rising food and oil prices. However, discussions have
continued behind the scenes. As prospects for an early deal diminished,
pro-business Asian countries emphasized bilateral and plurilateral FTAs
for the continued liberalization of trade in goods and services, as well as
the adoption of the Singapore issues (that is, trade facilitation, investment,
government procurement and competition policy), which are currently
beyond the scope of the WTO.
Table 1.2 profiles the six East Asian countries surveyed in the study.
The countries represent an interesting mix of development and FTA
experiences. Japan, Singapore and Korea have high per capita incomes
and are among the world’s richest economies. The PRC, Thailand and
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Table 1.2

Country

Japan
PRC
Korea
Singapore
Thailand
Philippines

GNI per capita, tariffs and FTAs in the countries surveyed,
latest
GNI per
capita,
2008a

Simple
ave.
MFN
Tariffs,
2008b

37 790
2 370
19 730
32 340
3 400
1 620

2.6
8.7
6.6
0
8.2
5.7

Concluded FTAs, 2010c
In effect

Signed

11
9
6
18
10
6

0
1
1
1
1
1

FTAs under
negotiation
and
proposed,
2010c
9
12
17
11
12
4

Notes:
FTA = free trade agreement; GNI = gross national income; Korea = Republic of Korea;
MFN = most favoured nation; PRC = People’s Republic of China.
a
Per capita GNI in 2008 current US$ (atlas method).
b
Applied average MFN (2008) for non-agricultural products only.
c
As of February 2010.
Sources: Asian Development Bank (2008b, 2010), World Bank (2009).

the Philippines are middle-income countries. While all six countries have
pursued outward-oriented development strategies over several decades,
Japan and Singapore have liberalized the most and have lower average
tariffs than the other four countries surveyed. Singapore is the most active
of the six in terms of concluded FTAs, followed by Japan, Thailand and
the PRC. The Philippines has been much less active and, as an ASEAN
member, has relied heavily on ASEAN FTAs. Singapore has 18 FTAs in
effect, while Japan has 11, Thailand has 10, PRC has 9 and Korea and the
Philippines each have 6. With several agreements either under negotiation
or proposed, FTAs are likely to remain an integral part of commercial
policy in all six countries.

1.3

THE ASIAN NOODLE BOWL PHENOMENON

The growing literature on the spaghetti bowl and the Asian noodle bowl
– which spans economic, political and legal perspectives – is too vast to be
reviewed thoroughly here. Several useful surveys of early economics literature are available. Bhagwati et al. (1998) and Panagariya (2000) surveyed
the theoretical economics literature on FTAs and the spaghetti bowl,
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which predates the rise of East Asian FTAs and the noodle bowl. Baldwin
(2006b) reviewed some developments connected with East Asian FTAs.8
The spread of FTAs in East Asia and elsewhere has sparked concerns
about criss-crossing FTAs – which Bhagwati famously called a ‘spaghetti
bowl’ of trade deals (Bhagwati 1995, 2008). He argued that discriminatory trade liberalization occurs under multiple, overlapping FTAs and
that this is a serious problem because the same commodity can be subject
to different tariffs, tariff reduction trajectories and ROOs for obtaining
preferences. With a growing number of FTAs, the international trading
system is likely to become chaotic. Bhagwati also suggested that coping
with multiple tariffs and ROOs in FTAs can raise transaction costs for
enterprises, particularly SMEs.
More recently, ADB President Haruhiko Kuroda referred to this phenomenon as the Asian ‘noodle bowl’ effect of FTAs and warned that it
could impede broader regional and global integration (Kuroda 2006a,
2006b).9 A visual representation of East Asian FTAs as an Asian noodle
bowl is provided in Figure 1.1. The diagram covers 50 concluded FTAs
as of February 2010 (44 in effect and six signed) and highlights the strong
cross-regional orientation of East Asian FTAs with partners outside the
region. Interest in the Asian ‘noodle bowl’ has grown in the last few years
and stimulated a growing body of analytical work on East Asian FTAs
along five major lines.
First, the Asian noodle bowl of FTAs has been sketched as a map of
chaotic lines representing an intertwined mass of preferential trading
arrangements (for graphical examples, see Dent 2006; Petri 2008; Sally
2008), which conveys a powerful visual impression of complex preferential
trade relationships. These summary diagrams are sometimes put forward
as evidence of an actual (rather than a potential) problem for business.
Second, studies have highlighted the low use of Asian FTAs and linked
it to the Asian noodle bowl phenomenon (Cadot et al. 2007; Manchin and
Pelkmans-Balaoing 2007; World Bank 2007). They have suggested that
transaction costs related to the design and administration of ROOs have
acted as disincentives to using Asian FTAs. Typically, certificate of origin
data for a handful of Asian countries from the 1980s and 1990s are used
in this vein.
Third, the technically difficult task of trying to compare ROOs across
FTAs according to ‘best practice’ has been attempted with some success
(for examples of comparisons, see Estevadeordal and Suominen 2006;
Plummer 2007; World Bank 2007). This ongoing and data-intensive
exercise is working toward developing a world map of ROOs, graded by
different levels of restrictiveness.
Fourth, studies based on gravity and computable general equilibrium
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Figure 1.1

Asian noodle bowl – East Asian FTAs today*

Notes:
ASEAN = Association of Southeast Asian Nations; CECA = Comprehensive Economic Cooperation Agreement; CEPA = Comprehensive
Economic Partnership Agreement; EFTA = European Free Trade Association; EPA = Economic Partnership Agreement; FTA = Free Trade
Agreement; GCC = Gulf Cooperation Council; Korea = Republic of Korea; Lao PDR = Lao People’s Democratic Republic; PRC = People’s
Republic of China; PTA = Preferential Tariff Agreement; US = United States.
* All 50 concluded FTAs in East Asia includes in-effect and signed FTAs (data as of February 2010).
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models have analysed the economic effects of alternative FTA scenarios
and underscored region-wide FTAs as a means to increase economic
welfare (for example, Gilbert et al. 2004; Lee and Park 2005; Francois and
Wignaraja 2008; Hufbauer and Schott 2009). While such studies are useful
in highlighting the economic effects of various FTA options and unintended consequences, they have yet fully to incorporate multiple ROOs.
Fifth, various solutions to the noodle bowl have been proposed.
Following formal theoretical modelling of Bhagwati’s insight, the early
theoretical economics literature concluded with the suggestion that most
favoured nation (MFN) liberalization is a panacea for the spaghetti bowl
problem.10 Others (for example Frost 2008) have suggested a combination of unilateral liberalization, streamlining customs procedures and
standardization of FTAs. A more comprehensive approach was offered
by Baldwin and his collaborators, who proposed a ‘WTO Action Plan
on Regionalism’, including deepening the transparency mechanism for
FTAs, WTO advisory services on FTAs and several measures for taming
the ROOs tangle (Baldwin 2006b; Baldwin and Thornton 2008; Baldwin
and Low 2009). The more comprehensive approach is due to Baldwin’s
(2006b) political economy framework for trade liberalization, which is
based on three mechanisms: a juggernaut effect for multilateral trade
liberalization; a domino effect for regional trade liberalization; and a raceto-the-bottom unilateral trade liberalization.
While these are all valuable exercises, there is little empirical evidence on
the extent of the Asian noodle bowl effect on enterprises in East Asia. The
two existing studies based on relatively large enterprise samples are limited
to one country: Japan (JETRO 2007a; Takahashi and Urata 2008). Both
studies focused on the issue of multiple ROOs; however, contrary to expectations, the evidence seemed mixed. JETRO (2007a) showed that around 30
per cent of 97 Japanese firms using (or planning to use) FTA preferences
thought that multiple ROOs in East Asian FTAs complicated procedures
to prove country of origin and led to increased business costs. In contrast,
data provided in the Takahashi and Urata (2008) study suggest that only 5
per cent of 229 responding Japanese firms thought multiple ROOs were a
problem. There is a lack of multicountry firm-level evidence on FTA impacts
and the Asian noodle bowl to corroborate these early inconclusive findings.

1.4

FTA ELEMENTS OF THE ASIAN NOODLE
BOWL

As highlighted earlier, previous studies have expressed concerns over
the potentially harmful effects of the rapid spread of many different,
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overlapping FTAs in the region since 2000. A key issue is whether the
Asian noodle bowl has the potential to raise trade-related business costs
for using FTAs due to complexity and, hence, may reduce incentives for
utilizing the intended FTA preferences; this issue is of particular concern
for SMEs, which may face higher administrative and business costs as their
capacity to deal with complex rules is limited. It is hoped that the new,
firm-level evidence on FTA impacts explored in this study can provide
some new insights to contribute to the debate. In this regard, it may be
useful to examine some features of selected East Asian FTAs (particularly
tariff schedules, margins of preference, ROOs and origin administration)
that point to the possibility of a noodle bowl effect.
First, different FTAs contain varying coverage, modalities and time
frames for tariff concessions.11 More specifically, many FTAs adopt a
negative list approach while some adopt a positive list approach with
exclusions. In the case of AFTA and some ASEAN+1 FTAs – particularly
the ASEAN–PRC Comprehensive Economic Cooperation Agreement
(CECA), ASEAN–Korea FTA and ASEAN–Japan Comprehensive
Economic Partnership Agreement (CEPA) – tariff elimination is to
be achieved by 2010 for developed countries and advanced ASEAN
members, while longer periods are allowed for least-advanced members.
Appendix 1A.2 contains key features of selected FTAs that are relevant
to this study.
Second, tariff preference margins vary across products and FTAs.
Electronics face negligible MFN tariffs, while higher margins of preference are observed for non-electronics sectors. For example, under the
Japan–Thailand EPA, preference margins for clothing (25 per cent) and
transport equipment (4 per cent) are high, providing incentives for firms
to utilize FTA preferences for these products. Under AFTA, Philippine
firms receive variable margins of preference from partner countries. In
food products, for instance, Malaysia and Indonesia offer 0–5 per cent
margins of preference for Philippine products compared with 5–45 per
cent in Thailand and Viet Nam.
Third, ROOs differ across FTAs and products while origin administration also differs significantly across East Asian countries. These differences
are often equated with the existence of an Asian noodle bowl effect. Tables
1.3 and 1.4 illustrate some of the differences in ROOs in selected FTAs and
origin administration in the region.
The following observations may be made regarding differences in ROOs:
●

Value content requirement. The simplest ROO can be found in
AFTA, which specifies a single regional value content (RVC) across
all tariffs (that is, 40 per cent of the value added of a good has to
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originate from within ASEAN). Other FTAs require higher value
content to prove origin. For example, the Japan–Mexico EPA
requires 65 per cent value content for automotive products and the
Thailand–Australia FTA requires 50 per cent for textile products.
Single versus option versus combination rules. The ASEAN–PRC
CECA uses the simple RVC rule for almost all products. The
ASEAN–Japan CEPA also adopts a single rule for automotive
products. AFTA is moving toward more liberal alternatives, including the change in tariff classification (CTC) rule. The ASEAN–
Korea CECA and Japan–Thailand EPA adopt similar option or
coequal rules for most products. For example, firms can use either
CTC or 40 per cent value content (VC) for electronic circuits. The
Singapore–Australia FTA, however, tends to be more restrictive
with a combination rule of change in tariff headings plus 40 per cent
value content for motor vehicles.
Regional cumulation. Some FTAs have adopted regional cumulation
to support the regional production networks in the region. A good
example is ASEAN’s rules for cumulation. First, ASEAN cumulation was adopted in Japan’s bilateral EPAs with Malaysia, the
Philippines, Singapore and Thailand even before the conclusion of
the ASEAN–Japan CEPA. Second, Annex 3 of the ASEAN–Japan
CEPA extends further flexibility for selected information technology products.12 Most FTAs are limited to bilateral cumulation or do
not provide for cumulation.

Likewise, origin administration systems seem to differ across East
Asian countries. Two aspects of this relate to the issuing authority and the
platform for application and issuance of certificates of origin.
●

●

Issuing authority. While developed and most advanced economies
authorize chambers of commerce, economic operators or trusted
traders to issue certificates of origin, issuing authority is held
solely by customs agencies in some developing countries like the
Philippines. The case is the same with regard to self-certification.
Under the US–Singapore FTA, Singaporean firms’ declaration as to
origin is acceptable in the US. Other countries use third-party certification (that is, through chambers of commerce) or government
certification.
Electronic versus paper-based. While some countries like Singapore
and Korea rely on efficient electronic systems administered by
private sector bodies, others are burdened by cumbersome paperbased systems administered by public institutions (Table 1.4).
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40% RVC;
or process
criterion
for textile
and textile
products

40% RVC

40% RVC

CTC; or
40% RVC;
or process
criterion
for textile
products

40% RVC

CTC or 40%
RVC

Electronic
integrated
circuits (85.42)
Parts and
accessories for
motor vehicles
(87.08)
Woven fabrics
of cotton
(52.09)

ASEAN–
PRC CECA

AFTA

CTC or 40%
RVC

45% RVC

CTC or 40%
RVC

ASEAN–
Korea CECA

Varying ROOs in FTAs: selected products

PRODUCT
(HS CODE)

Table 1.3

CTH or CTC
plus material
is dyed or
printed in
either party’s
area; or nonoriginating
material is
woven entirely
in any party’s
area

40% RVC

CTC or 40%
RVC

ASEAN–Japan
CEPA

CTH or CTC
plus fabric/
yarn is dyed or
printed in either
party’s area

CTC or 40%
VC

CTC or 40%
VC

Japan–Thailand
EPA

CTH

6-digit CTC or
CTC plus 30%
VC (build-up)

CTC

US–Singapore
FTA

17
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40% RVC;
or CTC plus
good is both
cut (or knitted
to shape) and
sewn in any
party’s area;
or process
criterion
for textile
products

40% RVC;
or process
criterion
for textile
and textile
products

40% RVC;
or CTC plus
good is both
cut and sewn
in any party’s
area

CTC plus non
originating
material is
woven entirely
in any party’s
area

CTC plus nonoriginating
material is
knitted or
crocheted in
either party’s
area or any
ASEAN
member’s area

CTC plus good
is both cut
(or knitted to
shape) and sewn
or otherwise
assembled in the
territory of one or
both of the parties

Sources:

Kawai and Wignaraja (2008a) and official texts of FTAs (data as of February 2010).

Note: AFTA = Association of Southeast Asian Nations Free Trade Area; CECA = Comprehensive Economic Cooperation Agreement; CEPA
= Comprehensive Economic Partnership Agreement; CTC = change in tariff classification; CTH = change in tariff heading; EPA = economic
partnership agreement; FTA = free trade agreement; HS = harmonized system; Korea = Republic of Korea; PRC = People’s Republic of China;
ROO = rule of origin; RVC = regional value content; VC = value content.

Men’s or boys’
suits, blazers,
etc. (62.03)
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Electronic
certification
system

Electronic
certification
system

Electronic
data
interchange/
TradeNet
System

Korea

Singapore

Paper-based

Japan

PRC

System

Entry-exit
inspection and
quarantine
authority
Self-declaration
system and
Chamber of
Commerce
Customs,
authorized
agencies/
entities, selfcertification

Chamber of
Commerce and
Industry

Issuing authority

N/A

N/A

At least 7 days At least 7 days
(for exporter’s prior to CO
application
registration
only)

5–10 days

0–3 days

Cost
statements
submission
and
verification

5–10 days

5–7 days

Factory
registration
and
inspection

Steps/Time Required

US$4 processing fee for
CO form

¥12 000 + ¥30 for Japan–
Malaysia and Japan–
Thailand; ¥2100 + ¥30 for
Japan–Mexico EPA
CNY40 for preferential CO

Actual cost

5–10 minutes S$6.40 online or S$10
manual processing; S$3.30
export permit

N/A

0–1 day

0–3 days

Certificate
of origin
approval

Differing origin administration for issuance of preferential certificate of origin

Country

Table 1.4
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Paper-based

Philippines

Department of
Foreign Trade,
Ministry of
Commerce
Customs
N/A

N/A

3 days (through
forwarders);
Post-audit/
inspection

0–3 days

1–2 hours

1 day

B30 inspection fee, B200
exporter identification
number, B30 for Form D
or FTA forms
P185 processing fee and
doc stamps; P115 CO form
through OSEDC P1150
through freight forwarders

Sources: Authors’ compilation based on FTAs’ legal texts; Japan Customs; Japan Chamber of Commerce and Industry; General Administration
of Quality Supervision, Inspection and Quarantine of PRC; Korea Chamber of Commerce; International Enterprise Singapore; Singapore
Customs; Singapore TradeNet; Thailand Department of Foreign Trade Ministry of Commerce; Philippines Department of Trade and Industry
and Philippine Bureau of Customs.

Notes:
US$1 = ¥89.2; US$1 = CNY6.8; US$1 = B32.9; US$1 = P46.1 (as of 26 February 2010).
CO = certificate of origin; EPA = economic partnership agreement; FTA = free trade agreement; Korea = Republic of Korea; OSEDC = OneStop Export Documentation Center; PRC = People’s Republic of China.

Paper-based

Thailand
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STRUCTURE OF THE STUDY

The remainder of the study is structured as follows. Chapter 2 provides an
overview of the findings from the six East Asian countries on four questions relating to the spread of FTAs and the Asian noodle bowl: are FTA
preferences being used? What are the benefits and costs of FTAs? Are multiple ROOs a burden on firms, particularly SMEs? And, is there enough
support for domestic firms to utilize trade preferences under FTAs? It also
provides a profile of the 841 East Asian enterprises as well as a synthesis
of the findings and policy conclusions. Part II deals with the three large
Northeast Asian economies (Japan, the PRC and Korea) while Part III
looks at the three smaller ASEAN economies (Singapore, Thailand and
the Philippines). Authored by leading experts, each country chapter provides a brief review of the country’s FTA policies and trade with FTA
partners. Then, drawing on firm-level evidence, each country chapter goes
on to analyse patterns of FTA use, benefits and costs of FTAs, the extent
of the burden imposed by multiple ROOs and institutional support services for FTAs. Finally, the country studies explore policy implications.

NOTES
1.

2.
3.

4.
5.

6.

The weekly magazine, The Economist (2009, p. 48), recently put the situation in the following way: ‘Bilateral deals come laden with complicated rules about where products
originate – rules which impose substantial costs of labelling and certification on firms.
The more overlapping deals there are, the more complex the rules and the higher the
costs. Those who follow Asia’s FTA mania refer to this as the “noodle bowl”. No
wonder few firms actually want to use FTAs.’
For the purposes of this book, ‘East Asia’ encompasses Northeast and Southeast Asia.
Bhagwati (1995) provides an early discussion of the ‘spaghetti bowl’ problem in the
context of extending the North American Free Trade Agreement into new countries,
starting with Chile, and transforming APEC into an FTA. Bhagwati (2008) provides
a conceptual update and discusses the phenomenon in East Asia. For various perspectives on the Asian ‘noodle bowl’, see Baldwin (2006b), Dent (2006), Manchin and
Pelkmans-Balaoing (2007), Tumbarello (2007), Plummer (2007), ADB (2008b), Petri
(2008), Sally (2008) and Chia (2010).
ROOs refer to the set of criteria used to determine the country or customs territory of a
good’s origin.
The Kemp–Wan theorem (Kemp and Wan 1976) states that customs union formation
is Pareto improving for the world economy provided that income is appropriately
distributed among consumers within the union. This is accomplished by setting the
vector of common external tariffs so as to leave world prices unchanged. For theoretical
extensions and refinements of the Kemp–Wan theorem, see Grinols (1981) and Wong
(2006).
Japan’s EPA partners are Singapore, Mexico, Malaysia, Chile, Thailand, Brunei
Darussalam, Indonesia, the Philippines, Switzerland and Viet Nam. For an illuminating comparison of the FTA strategies of leading East Asian economies, see the country
papers in Aggarwal and Urata (2006) and Hufbauer and Schott (2009).
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More complete explanations can be found in Feridhanusetyawan (2005), Kawai (2005a,
2007) and ADB (2008a). Kawai and Wignaraja (2008a, 2009b) explore characteristics
and economic effects of East Asian FTAs.
Various political perspectives on East Asian FTAs are contained in Dent (2006), Frost
(2008) and Sally (2008). A detailed analysis of those perspectives is, however, beyond
the scope of this study.
As Bhagwati (2008, p. 63) observed: ‘the phrase (Asian noodle bowl) was introduced by
President Haruhiko Kuroda of the Asian Development Bank in July 2006 in a speech
delivered to the Jeju Summer Forum in South Korea’.
As the survey of this literature by Panagariya (2000, p. 328) concluded: ‘There is now
general agreement among free trade economists that the best solution to this problem
is to speed up MFN liberalization. Once external tariffs drop to zero, tariff preferences
and the spaghetti bowl created by them will automatically disappear.’
UNCTAD and JETRO (2008) examined tariff elimination and reductions in 15 bilateral and plurilateral FTAs between or among emerging and developing Asian economies and concluded that, with a few exceptions (for example, the Korea–Chile FTA
and the India–Sri Lanka FTA), such FTAs are not homogeneous in terms of tariff lines
coverage or preferential margins.
The ASEAN–Japan CEPA states in Annex 3 on Information Technology Products
that: ‘a good which is covered by Attachment A or B of the Ministerial Declaration on
Trade in Information Technology Products . . . and is used as a material in the production of another good in a Party may be considered as an originating material of the
Party, regardless of the applicable product specific rule for the former good, provided that
the former good is assembled in any Party’ (emphasis added).
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(1)

Japan

Japan–Singapore EPA (30 Nov
2002)
(2) Japan–Mexico EPA (1 Apr 2005)
(3) Japan–Malaysia EPA (13 Jul
2006)
(4) Japan–Chile EPA (3 Sep 2007)
(5) Japan–Thailand EPA (21 Nov
2007)
(6) Japan–Brunei Darussalam EPA
(31 Jul 2008)
(7) Japan–Indonesia EPA (1 Jul
2008)
(8) ASEAN–Japan CEPA (1 Dec
2008)
(9) Japan–Philippines EPA (11 Dec
2008)
(10) Japan–Switzerland EPA (1 Sep
2009)
(11) Japan–Viet Nam EPA (1 Oct
2009)

FTAs in effect

Country

Signed FTAs

FTAs in the East Asian countries surveyed, 2010

Table 1A.1

APPENDIX 1A.1

Japan–Korea EPA (2003)
Japan–GCC EPA (2006)
Japan–India EPA (2007)
Japan–Australia EPA (2007)
Japan–Peru EPA (2009)

(6)
(7)
(8)
(9)

Japan–PRC–Korea FTA (2003)
EAFTA (ASEAN+3) (2004)
Japan–Canada FTA (2005)
CEPEA (ASEAN+6) (2007)

Proposed

(1)
(2)
(3)
(4)
(5)

Under negotiation

FTAs under consideration
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PRC

(9)

(6)
(7)
(8)

(5)

(4)

(2)
(3)

(1)

Asia-Pacific Trade Agreement (17 (1) PRC–Peru FTA (28
April 2009), expected to
Jun 1976, PRC acceded in 2001)
take effect soon
PRC–Thailand PTA (1 Oct 2003)
PRC–Hong Kong, China CEPA
(1 Jan 2004)
PRC–Macau, China CEPA (1 Jan
2004)
ASEAN–PRC CECA (1 July 2005
for TIG; 1 July 2007 for TIS)
PRC–Chile FTA (1 Oct 2006)
PRC–Pakistan FTA (1 Jul 2007)
PRC–New Zealand FTA (1 Oct
2008)
PRC–Singapore FTA (1 Jan
2009)

PRC–GCC FTA (2005)
PRC–Australia FTA (2005)
PRC–Iceland FTA (2006)
PRC–Norway FTA (2007)
PRC–Costa Rica FTA (2009)

PRC–India FTA (2003)
Japan–PRC–Korea FTA
(2003)
(8) EAFTA (ASEAN+3) (2004)
(9) PRC–SACU FTA (2004)
(10) PRC–Korea FTA (2005)
(11) CEPEA (ASEAN+6) (2007)
(12) PRC–Switzerland FTA
(2009)

(6)
(7)

Proposed

(1)
(2)
(3)
(4)
(5)

Under negotiation
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(6)

(4)
(5)

(2)
(3)

(10) Japan–PRC–Korea FTA (2003)
(11) EAFTA (ASEAN+3) (2004)
(12) Korea–Malaysia FTA (2004, inactive
with signing of ASEAN–Korea
CECA)
(13) Korea–Mercosur PTA (2004)
(14) Korea–South Africa FTA (2005)
(15) PRC–Korea FTA (2005)
(16) CEPEA (ASEAN+6) (2007)
(17) Korea–Russia EPA (2007)

Proposed

Japan–Korea EPA (2003)
Korea–Canada FTA (2005)
Korea–Mexico SECA (2006)
Korea–New Zealand FTA (2008)
Korea–Australia FTA (2009)
Korea–GCC FTA (2009)
Korea–Peru FTA (2009)
Korea–EU FTA (2009), de facto
concluded, expected to be signed soon
(9) Korea–Colombia FTA (2009)

(1)
(2)
(3)
(4)
(5)
(6)
(7)
(8)

Under negotiation

(1) Korea–United States
FTA (30 Jun 2007)

(1)

Asia-Pacific Trade Agreement (17
Jun 1976)
Korea–Chile FTA (1 Apr 2004)
Korea–Singapore FTA (2 Mar
2006)
Korea–EFTA FTA (1 Sep 2006)
ASEAN–Korea CECA (1 Jun
2007 for TIG; 1 Sep 2009 for TIS)
Korea–India CEPA (1 Jan 2010)

FTAs in effect

Country

Korea

FTAs under consideration

Signed FTAs

(continued)

Table 1A.1
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Singapore

(1) Singapore–GCC FTA
(1) AFTA (1 Jan 1993)
(15 Dec 2008), expected
(2) Singapore–New Zealand CEPA (1
to take effect soon
Jan 2001)
(3) Japan–Singapore EPA (30 Nov
2002)
(4) Singapore–EFTA FTA (1 Jan
2003)
(5) Singapore–Australia FTA (28 Jul
2003)
(6) Singapore–United States FTA (1
Jan 2004)
(7) Singapore–India CEPA (1 Aug
2005)
(8) Singapore–Jordan FTA (22 Aug
2005)
(9) ASEAN–PRC CECA (1 July 2005
for TIG; 1 July 2007 for TIS)
(10) Korea–Singapore FTA (2 Mar
2006)
(11) Transpacific Strategic EPA (28
May 2006)
(12) Singapore–Panama FTA (24 Jul
2006)
(13) ASEAN–Korea CECA (1 June
2007 for TIG; 1 Sept 2009 for
TIS)
(14) ASEAN–Japan CEPA (1 Dec
2008)
(15) PRC–Singapore FTA (1 Jan
2009)
Singapore–Sri Lanka CEPA (2003)
EAFTA (ASEAN+3) (2004)
Singapore–Egypt FTA (2004) [Intent
to Negotiate signed in November
2006]
(10) CEPEA (ASEAN+6) (2007)
(11) Singapore–EU FTA (2009)

(7)
(8)
(9)

Proposed

Singapore–Mexico FTA (2000)
Singapore–Canada FTA (2002)
Singapore–Pakistan FTA (2005)
ASEAN–EU FTA (2007)
Singapore–Ukraine FTA (2007)
[negotiations concluded; expected to
be signed soon]
(6) Singapore–Costa Rica FTA (2009)

(1)
(2)
(3)
(4)
(5)

Under negotiation
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Thailand

FTAs in effect

Country

Thailand–Lao PDR PTA (20 Jun
1991)
(2) AFTA (1 Jan 1993)
(3) PRC–Thailand PTA (1 Oct 2003)
(4) Thailand–Australia FTA (1 Jan
2005)
(5) Thailand–New Zealand CEPA (1
Jul 2005)
(6) ASEAN–PRC CECA (1 Jul 2005
for TIG; 1 Jul 2007 for TIS)
(7) Japan–Thailand EPA (21 Nov
2007)
(8) ASEAN–Japan CEPA (1 Dec
2008)
(9) ASEAN–Korea CECA (27 Feb
2009 Thailand’s accession to
TIG)
(10) ASEAN–India CECA (1 Jan
2010 for TIG)

(1)

(16) Singapore–Peru FTA (1 Aug
2009)
(17) ASEAN–Australia and New
Zealand FTA (1 Jan 2010)
(18) ASEAN–India CECA (1 January
2010 for TIG)

(continued)

Table 1A.1

(1) ASEAN–Australia and
New Zealand FTA
(ratified by Thailand
on 10 Jan 2010, to take
effect in Mar 2010)

Signed FTAs

Thailand–Bahrain FTA (2002)
Thailand–United States FTA (2004)
Thailand–India FTA (2004)
Thailand–Peru FTA (2004)
BIMSTEC FTA (2004)
Thailand–EFTA FTA (2005)
ASEAN–EU FTA (2007)

(8)
(9)
(10)
(11)
(12)

EAFTA (ASEAN+3) (2004)
Thailand–Pakistan FTA (2004)
Thailand–Chile FTA (2006)
Thailand–Mercosur FTA (2006)
CEPEA (ASEAN+6) (2007)

Proposed

(1)
(2)
(3)
(4)
(5)
(6)
(7)

Under negotiation

FTAs under consideration
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(1) AFTA (1 Jan 1993)
(2) ASEAN–PRC CECA (1 Jul 2005
for TIG; 1 Jul 2007 for TIS)
(3) ASEAN–Korea CECA (1 Jun
2007 for TIG; 1 Sep 2009 for
TIS)
(4) ASEAN–Japan CEPA (1 Dec
2008)
(5) Japan–Philippines EPA (11 Dec
2008)
(6) ASEAN–Australia and New
Zealand FTA (1 Jan 2010)

(1) ASEAN–India CECA
(13 Aug 2009 for TIG),
Philippine president to
enact a law to implement
the FTA
ASEAN–EU FTA (2007)

Philippines–United States FTA
(1989)
(3) EAFTA (ASEAN+3) (2004)
(4) CEPEA (ASEAN+6) (2007)

(2)

Proposed

(1)

Under negotiation

Notes:
AFTA = ASEAN Free Trade Area; ASEAN = Association of Southeast Asian Nations; BIMSTEC = Bay of Bengal Initiative for Multi-Sectoral
Technical and Economic Cooperation; CECA = Comprehensive Economic Cooperation Agreement; CEPA = Comprehensive Economic
Partnership Agreement; CEPEA = Comprehensive Economic Partnership in East Asia; EAFTA = East Asia Free Trade Agreement; EFTA =
European Free Trade Association; EPA = economic partnership agreement; EU = European Union; FTA = free trade agreement; GCC = Gulf
Cooperation Council; Korea = Republic of Korea; Lao PDR = Lao People’s Democratic Republic; PRC = People’s Republic of China; PTA =
preferential tariff agreement; SACU = Southern African Customs Union; SECA = strategic economic complementation agreement; TIG = trade in
goods; TIS = trade in services.
The members of the agreements are as follows. ASEAN = Brunei Darussalam, Cambodia, Indonesia, Lao PDR, Malaysia, Myanmar,
Philippines, Singapore, Thailand and Viet Nam; ASEAN+3 = ASEAN members plus PRC, Japan and Korea; ASEAN+6 = ASEAN+3 members
plus Australia, India and New Zealand; BIMSTEC = Bangladesh, Bhutan, India, Myanmar, Nepal, Sri Lanka and Thailand; CEPEA =
ASEAN+6 economies; EAFTA = ASEAN+3 economies; EU = Austria, Belgium, Bulgaria, Cyprus, Czech Republic, Denmark, Estonia, Finland,
France, Germany, Greece, Hungary, Ireland, Italy, Latvia, Lithuania, Luxembourg, Malta, Netherlands, Poland, Portugal, Romania, Slovakia,
Slovenia, Spain, Sweden and United Kingdom; GCC = Bahrain, Kuwait, Oman, Qatar, Saudi Arabia and United Arab Emirates; Mercosur =
Argentina, Bolivia, Brazil, Chile, Colombia, Ecuador, Paraguay, Peru, Uruguay and Venezuela; Asia-Pacific Trade Agreement = Bangladesh,
PRC, India, Korea, Lao PDR and Sri Lanka; SACU = Botswana, Lesotho, Namibia, South Africa and Swaziland; Transpacific Strategic FTA =
Brunei Darussalam, Chile, New Zealand and Singapore.

Philippines
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APPENDIX 1A.2:

FEATURES OF SELECTED FTAS

AFTA
●

●

●

●

●

●

The agreement establishing AFTA and the Common Effective
Preferential Tariff (CEPT) scheme was signed in 1991 and took
effect on 1 January 1993.
ASEAN member countries committed to eliminate tariffs on products covered in different types of CEPT lists:
(1) Inclusion List, for which the schedule specifies elimination of
tariffs not later than 1 January 2010 for Brunei Darussalam,
Indonesia, Malaysia, Philippines, Singapore and Thailand
(ASEAN-6) and not later than 1 January 2015 for Cambodia,
Lao People’s Democratic Republic (Lao PDR), Myanmar and
Viet Nam.
(2) Temporary Exclusion List.
(3) Sensitive and Highly Sensitive List, for which tariff elimination begins 1 January 2001 and is to be completed not
later than 1 January 2010 for ASEAN-6 countries; begins
1 January 2006 and is to be completed not later than 1
January 2013 for Viet Nam; begins 1 January 2008 and is
to be completed not later than 1 January 2015 for the Lao
PDR and Myanmar and not later than 1 January 2017 for
Cambodia.
(4) General Exclusion List.
AFTA has 11 priority integration sectors: (1) agro-based products;
(2) air travel; (3) automotives; (4) e-ASEAN (information and communications technology equipment); (5) electronics; (6) fisheries; (7)
healthcare; (8) rubber-based products; (9) textiles and apparel; (10)
tourism and (11) wood-based products.
As of 1 January 2010, ASEAN-6 can import and export almost
all goods across their borders at zero tariff. For ASEAN6, the total number of duty-free tariff lines traded under AFTA
is 54 457 (99.11 per cent). The average tariff rate is expected to
further decrease from 0.79 per cent in 2009 to just 0.05 per cent in
2010.
In 2008, the intra-ASEAN import value of commodities for around
7881 tariff lines amounted to US$22.66 billion, or 11.84 per cent of
ASEAN-6 import value within ASEAN.
Aside from tariff liberalization, ASEAN is also embarking on
parallel initiatives in trade facilitation to complement tariff reduction. These initiatives include streamlined and simplified customs
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procedures for clearance of goods, eliminating non-tariff measures, developing the ASEAN Single Window1 and removing the
obstacles hindering the movement of professional and skilled
workers.
The ASEAN Economic Community Blueprint in November
2007 sets out concrete steps for services by 2015. ASEAN has
concluded seven mutual recognition agreements in services. A
comprehensive investment agreement was signed on 26 February
2009.

ASEAN–PRC CECA
●
●

●

●

●
●

ASEAN and the PRC envisioned enhancement of regional economic
and trade integration and, in 2002, signed the CECA.
The ASEAN–PRC Agreement on Trade in Goods, signed in 2004,
provides for the elimination of tariffs on 90 per cent of goods by 2010
for ASEAN-6 and the PRC and on 88 per cent of goods by 2015 for
Cambodia, Lao PDR, Myanmar and Viet Nam. The remaining 10
per cent of goods is deemed sensitive by parties and will be reduced
at a slower pace.
Under the ASEAN–PRC Agreement on Trade in Goods, countries
are committed to reduce and/or eliminate tariffs under five different
schedules, organized into the following lists:
(1) Early Harvest Program, which provides for elimination of all
tariffs listed not later than January 2006 for ASEAN-6 and the
PRC and 2010 for the rest of ASEAN.
(2) Normal Track, which is further subdivided into (a) Normal
Track 1 and (b) Normal Track 2. ASEAN-6 and the PRC
are expected to eliminate all tariffs in the Normal Track by
2010 and Cambodia, Lao PDR, Myanmar and Viet Nam are
expected to do so by 2015.
(3) Sensitive Track, which is further subdivided into (a) Sensitive
List and (b) Highly Sensitive List. These products are subject to
tariff reduction or elimination beginning 2012 to 2020.
ASEAN–PRC trade accounts for 13.3 per cent of global trade
(US$192.5 billion) and 10 per cent of global foreign direct investment (US$167.3 billion) in 2008.
A trade in services agreement entered into force in July 2007 and an
investment agreement was signed in August 2009.
The PRC also announced that it had set up a US$10 billion
PRC–ASEAN Investment Cooperation Fund to finance ASEAN–
PRC infrastructure and interconnectivity projects in infrastructure,
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energy and resources, information and communications technology
and other fields.
Japan–Thailand EPA
●

●

●

●

The Japan–Thailand Economic Partnership Agreement was signed
in April 2007 and took effect in November 2007. The agreement
eliminates or reduces tariffs (or grants a special quota quantity)
on 99.50 per cent of Thailand’s tariff lines (99.49 per cent of the
value of Thailand’s imports from Japan in 2006) and 98.06 per cent
of Japan’s tariff lines (92.95 per cent of Thai exports to Japan in
2006).
Japan applied an overall simple average preferential tariff of 3.5 per
cent in 2008, 15.8 per cent on agriculture and 0.6 per cent on nonagriculture products (by WTO classification).
In the field of industrial products, both sides will eliminate tariffs
on almost all the goods within ten years from the agreement’s entry
into force. Thailand gave market access in selected automobiles,
automobile parts, and iron and steel products. Japan eliminated
tariffs on textiles and garments, articles of jewelry, and petroleum
and petrochemical products. The agreement excludes many agricultural products and some industrial products (such as rice and
rice products, meat and meat products, fish and fish products, dairy
products, products of the milling industry, leather, leather products
and footwear, and wood products).
The Japan–Thailand Economic Partnership Agreement will also
cover a comprehensive range of economic activities including
enhancement of the business environment, intellectual property,
and bilateral cooperation in agriculture, forestry and fisheries; trade
and investment promotion; education and human resource development; information and communications technology; science, technology, energy and environment; small and medium enterprises;
tourism; financial services; energy conservation; value creation and
public–private partnerships.

Singapore–US FTA
●

●

The Singapore–US FTA was signed in May 2003 and entered into
force in January 2004. It was the first comprehensive US FTA with
an Asian nation.
Singapore committed zero tariffs for all imports (including alcoholic
beverages), amounting to a total of 10 689 tariff lines, upon entry
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into force of the agreement. The US liberalized 8287 tariff lines upon
the agreement’s entry into force (79.0 per cent of US tariff lines and
95.2 per cent of the value of imports from Singapore). The rest of the
products were to be eliminated at various stages, with an additional
12.9 per cent of tariff lines duty free in 2008, 5.3 per cent by 2012 and
0.9 per cent by 2014. Full implementation of the agreement covers
98.2 per cent of US tariff lines (excluding 189 tariff lines that are
subject to tariff rate quotas) and 100 per cent of US imports from
Singapore.
The FTA also applied the principle of outward processing, which
recognizes as of Singaporean origin labor-intensive products for
which some of the production is outsourced by Singapore to
neighbouring locations to enjoy lower cost production.
The FTA also tackles non-tariff barriers, opens services
markets, strengthens intellectual property protections for knowledgebased industries and enhances labour and environmental
protections.
US goods exports have increased by 68 per cent and Singapore
is now the US’s sixteenth largest goods trading partner, with
goods exports totalling US$28 billion in 2008. US exports in
trade in services to Singapore amounted to US$9 billion in
2008 (up by 12.5 per cent). In 2008, bilateral investments also
increased by 12.0 per cent from the US and by 9.0 per cent from
Singapore.

Sources: ASEAN Secretariat (http://www.aseansec.org/19585.htm);
Ministry of Foreign Affairs Japan (http://www.mofa.go.jp/region/asiapaci/thailand/epa0704/index.html); Singapore FTA Network (http://www.
fta.gov.sg/sg_fta.asp); Thailand Department of Trade Negotiations (http://
www.thaifta.com/english/index_eng.html); Office of the United States
Trade Representative (http://www.ustr.gov/about-us/press-office/factsheets/archives/2003/may/quick-facts-us-singapore-free-trade-agreement);
Trade Policy Review Reports and Factual Presentations, WTO Regional
Trade Agreement Gateway (http://www.wto.org/english/tratop_e/
region_e/region_e.htm), accessed 1 February 2010.

NOTE
1. The ASEAN Single Window will speed up the clearance of shipments and the release
of goods by customs authorities in the ASEAN region. It involves the single submission of data, single and simultaneous processing of the data and a single point of
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decision-making through close collaboration among the parties involved. Instead of
submitting different forms and information to multiple agencies (for example, customs,
ports and health) to get a shipment of goods cleared, a firm would need to submit all the
information to only one agency.
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2. Main findings and policy
implications
Masahiro Kawai and Ganeshan Wignaraja
2.1

INTRODUCTION

This chapter presents the main findings from the surveys of 841 firms in six
East Asian countries and explores policy implications from the research. It
addresses four key questions on free trade agreements (FTAs) and the Asian
noodle bowl effect: Are FTA preferences being used? What are the benefits
and costs of FTAs for firms? Are multiple rules of origin (ROOs) a burden on
firms, particularly on small and medium-sized enterprises (SMEs)? Is there
enough support for domestic firms to utilize trade preferences under FTAs?
Sections 2.2 to 2.5 deal with these questions. Section 2.6 discusses policy
implications from the firm surveys while section 2.7 concludes the chapter.
The individual country chapters in this book contain the more detailed
information and analysis that will interest trade and industry specialists.
Appendix 2A.1 contains the survey methodology and sample profile, while
Appendix 2A.2 highlights recommendations from the country chapters.
Appendix 2A.3 explores policy considerations for a single East Asian FTA.

2.2

USE OF FTA PREFERENCES

The question of whether FTA preferences are being used in the East Asian
countries surveyed is critical to the debate on the effectiveness of East
Asian FTAs. An overarching indicator of the effectiveness of East Asian
FTAs is the use made of preferences by business. Previous country- and
industry-level studies have suggested that FTA preference utilization rates
(based on shares of export value enjoying preferences) are low in East
Asian countries and that FTAs are not actually used.1 Accordingly, FTAs
are held to be discriminatory and a drain on scarce trade negotiation
capacity in developing countries (Bhagwati 2008). This section provides
firm-level evidence and analysis on preference use by the sample firms,
factors associated with FTA use, and impediments to FTA use.
33
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Utilization of FTA Preferences
Share of export value covered by preferences is the ideal measure of FTA
use. The source of such data can be found in certificates of origin filed by
firms with customs or authorized bodies. Unfortunately, a systematic way
of collecting and reporting this information is largely absent in East Asia.
The surveys in this study estimate the use of FTA preferences based on
the proportion of firms that said they used FTA preferences (that is, the
share of sample firms in a given country). While such a proxy is not ideal,
we expect it to be reasonably accurate; in Thailand, the utilization rate
of FTAs based on certificates of origin matches with the utilization rate
found in the Thai firm survey.2
More East Asian exporting firms tend to utilize FTA preferences than
conventionally thought, and more firms may use FTAs in the future.
Figure 2.1 shows the share of firms that use or plan to use FTAs. Use of
preferences in the six surveyed countries is higher than expected based
on the results of the few existing studies. In the sample of 841 East Asian
firms, around 28 per cent (237 firms) of firms responding to the question
on use (835 firms) stated that they used FTA preferences.
Viewing the East Asian FTA users by industry reveals that a larger
proportion of firms in the machinery and automotive industry use FTAs
than firms in the food, electronics or textile and garment industries. The
available data suggest that about half the total machinery firms and onethird of automotive firms use FTAs. Meanwhile, one-third of textile and
garment firms and only a fifth of food and electronics firms are FTA users.
This pattern agrees with patterns of protection and margins of preference:
somewhat more protected industries with higher margins of preference
tend to use FTAs more than others.
A distinct pattern of FTA use by firms is visible across countries. The
greatest proportion of People’s Republic of China (PRC) firms (45 per
cent) use FTA preferences, followed by Japanese firms (29 per cent)
and Thai firms (25 per cent). In contrast, fewer firms in the Republic of
Korea (hereinafter Korea) (21 per cent), the Philippines (20 per cent) and
Singapore (17 per cent) make use of FTAs. The inclusion of East Asian
firms that plan to use FTA preferences indicates a significantly higher level
of interest in FTAs. Around 53 per cent (443 firms) of responding firms use
or plan to use FTA preferences, which is almost double the figure for FTA
use. The country-level figures confirm heightened plans for FTA preference use in PRC (78 per cent), Korea (54 per cent), Japan (47 per cent),
Thailand (46 per cent) and the Philippines (41 per cent), but only limited
preference use in Singapore (28 per cent).
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24.9
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17.3

20
10
0
Japan

PRC

Korea
Use FTA

Singapore

Thailand

Philippines

Use and plan to use FTA

Notes:
The number of responding firms are as follows: Japan (38), PRC (226), Korea (120),
Singapore (75), Thailand (221 for use and 219 use/plan to use), Philippines (155).
FTA = free trade agreement; Korea = Republic of Korea; PRC = People’s Republic of
China.
Source:

Authors’ calculations based on survey data.

Figure 2.1

Utilization of FTA preferences

The differing patterns of FTA use among the East Asian firms can be
explained by a variety of macro- and firm-level factors.
Macro-Level Factors
At the macro level, the high FTA use among Japanese firms may be linked
to two factors: (1) a sophisticated industrial structure based on giant multinational corporations (MNCs) that are anchors for regional production
networks and trading through FTAs; and (2) a dense network of private
sector industry associations and public trade support institutions that
provide services for business adjustment to FTAs. The higher FTA use in
the PRC is linked to its rapid rise in the global economy and the aggressive build-up of new and expanding production networks in key industries including electronics and automotives.3 The giant PRC market has
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attracted export-oriented foreign direct investment, which has improved
domestic export capabilities through technology transfer and distribution links with global markets. FTAs – particularly the Association
of Southeast Asian Nations (ASEAN)–PRC Comprehensive Economic
Cooperation Agreement (CECA), which has created the world’s thirdlargest free trade zone – are a means to reduce costs and consolidate
supply chains for highly proactive enterprises. Relatively high FTA use
by Thai firms is due to the country’s emergence as a regional production
hub particularly in the automotive industry, an attractive host to exportoriented foreign direct investment (including from Japan) and strong
emphasis on FTAs as a tool of trade policy.
More limited use of FTAs in Korea may be explained by the country’s
late entry to FTAs in 2004, an initial focus on FTAs with smaller economies (for example, Chile and Singapore) and low margins of preference.
The low usage figure for firms in the Philippines can be attributed to
the country’s overwhelming export concentration in electronics (with
low most favoured nation, MFN, tariff rates), a heavy reliance on the
ASEAN Free Trade Area (AFTA) and limited experience with bilateral
FTAs. That fewer Singaporean firms use FTAs seems surprising given the
country’s strategic geographic location, the high export orientation of its
industries, the large number of implemented FTAs and the extensive outreach programmes. Part of the answer may lie in an open trading system
and low tariff margins that would mitigate the need for using FTAs with
major trading partners.
Firm-Level Factors: Users and Non-Users of FTA Preferences
Table 2.1 reports statistics (means and t-test) on the difference in mean
values for firm characteristics including the number of employees, age,
foreign ownership, knowledge of FTA provisions and business response to
FTAs. The comparison considers users and non-users of FTA preferences,
grouped by country. Korea is excluded from the t-tests as data were not
available from the survey.
Probably the most striking difference between users and non-users is in
firm size. Japan stands out for its base of large MNCs and Japanese FTA
preference users on average employ 30 104 workers, while this number
is 3542 in the PRC, 1098 in Singapore, 591 in Thailand and 395 in the
Philippines. The average number of employees for non-users is 7020 in
Japan, 2226 in the PRC, 291 in Thailand, 269 in the Philippines and
142 in Singapore. Accordingly, a classic firm size effect is an underlying
pattern of FTA preference use in the five countries. The results suggest
that using FTAs entails large fixed costs – for example, learning about
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Firm characteristics of users and non-users of FTAs

Firm
characteristics

Japan
User
(11)

Number of
30 104
full-time
employees
Number of
50.8
years since
establishment
36.4
% foreignownedb
% knowledgeable
63.6
about FTA
provisionsc
45.5
% changed/may
change
business
plansd
Firm
characteristics

Number of
full-time
employees
Number of
years since
establishment
% foreignownedb
% knowledgeable
about FTA
provisionsc
% changed/may
change
business
plansd
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Non-user
(27)
7020

54.7

PRC
a

t-value
2.49**

User
(102)
3542

–0.32

1098

2226

16.6

0.18

–0.70

3.7

2.92***

36.3

40.8

11.1

3.85***

8.8

1.8

14.8

2.07**

41.1

26.9

Non-user
(62)
142

1.69**

16.9

Singapore
User
(13)

Non-user t-valuea
(130)

3.05***

–2.30**

Thailand
t-value

a

3.03***

User
(49)
591

Non-user t-valuea
(149)
291

3.52***

30.6

22.2

1.47

22.3

18.6

1.80*

53.8

50.0

0.25

61.2

40.3

2.59***

46.2

9.7

3.47***

49.0

35.6

1.67*

46.2

21.0

1.92*

79.6

51.0

3.61***
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(continued)

Firm
characteristics

Number of fulltime employees
Number of
years since
establishment
% foreignownedb
% knowledgeable
about FTA
provisionsc
% changed/may
change
business plansd

Philippines
User
(31)
395

Non-user
(124)
269

t-valuea
1.65*

17.3

12.5

3.24***

58.1

66.1

–0.84

6.5

1.6

1.52

45.2

29.0

1.72*

Notes:
*** Significant at 1%, ** at 5%, and * at 10% levels.
FTA = free trade agreement; PRC = People’s Republic of China.
a
T-values of two sample t-tests with equal variances: mean (user) – mean (non-user).
b
A firm with foreign equity of greater than zero is classified as foreign-owned.
c
Knowledge level refers to having thorough and detailed knowledge of FTA provisions
that affect business.
d
Change or possible change of business plans as a response to FTAs.
Source: Authors’ calculation based on survey data.

FTA provisions, tailoring business plans to complex tariff schedules, and
obtaining certificates of origin – and larger firms are better able than small
firms to muster the requisite financial and human resources to address
these issues.
FTA preference users in Thailand and the Philippines are significantly
older than non-users, though Japan seems to be an exception in this regard.
The average age of users in Thailand is 22.3 years, while for non-users it
is 18.6 years. On average, users in the Philippines are 17.3 years old while
non-users are 12.5 years old. As older firms are regarded as enjoying greater
accumulated knowledge of FTAs and ROOs, firm age is considered to be
positively associated with FTA preference use. Accordingly, the evidence
seems to support the technique of learning by doing in using FTAs.
FTA preference users in Japan and Thailand have significantly higher
foreign equity than non-users; the Philippines seems to be an exception in
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this respect. On average, users in Japan have 9.8 times more foreign equity
than do non-users, while users in Thailand have 1.5 times more foreign
equity than do non-users. Access to the marketing know-how of their
parent companies – including dealing with multiple tariff schedules and
ROOs – makes foreign affiliates better placed to use FTAs than domestic
firms.
Detailed knowledge of FTA provisions differs significantly between
users and non-users of FTA preferences in Japan, the PRC, Singapore
and Thailand. FTA users in Japan have higher knowledge levels (64 per
cent) than do users in Thailand (49 per cent) and Singapore (46 per cent).
Firms in the PRC and the Philippines4 are generally uninformed about
the details of FTA provisions, with only 9 per cent of users in the PRC
and 7 per cent of users in the Philippines indicating knowledge. FTA
texts are complex legal documents and successful users tend to seek (or
hire) legal expertise to improve understanding of business implications of
agreements.
Looking at business responses to FTAs – measured by percentage of
firms that have changed or may change business plans in response to FTAs
– a significant difference is observed between users of FTA preferences and
non-users in all five countries. Interestingly, Thai firms generally have a
high rate of business response to FTAs, with 80 per cent of users and 51
per cent of non-users that have changed or may change business plans.
Impediments to FTA Preference Use
The majority of the East Asian firms do not currently use FTA preferences. Table 2.2 ranks firms’ responses about impediments to using FTA
preferences. Although response rates to this question varied across countries, non-use of FTA preferences is explained by several factors: lack of
information, small preference margins, delays and administrative costs
associated with ROOs and other administrative procedures relating to
FTAs, and non-tariff measures (NTMs) in FTA partners.
The largest and most complete datasets are from the PRC (226 respondents), the Philippines (134 respondents) and Korea (120 respondents),
while the sample sizes for Thailand (36), Singapore (20) and Japan (15)
are more limited.
In the PRC, more than 45 per cent of responding firms (102 firms)
indicated lack of information of FTAs as the biggest impediment to use,
followed by small margins of preference (14 per cent). Meanwhile, confidentiality of information relating to ROOs and delays and administrative
costs relating to ROOs and other FTA procedures are relatively minor
impediments in the PRC.
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Impediment
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Impediments to using FTAs (number of respondents,
% respondents)
Japan

PRC

Korea

Singapore

Lack of
5 (33.3) 102 (45.1)
41 (34.2)
5 (25.0)
information
Use of EPZ
–
20 (8.8)
–
–
schemes or
ITA
8 (53.3)
24 (10.6)
13 (10.8) 12 (60.0)
Delays and
administrative
costsb
Small preference
5 (33.3)
32 (14.2)
43 (35.8) 12 (60.0)
margins
Too many
–
10 (4.4)
–
–
exclusions
Rent-seeking
–
12 (5.3)
–
–
NTMs in FTA
–
14 (6.2)
5 (4.2)
–
partners
Confidentiality
4 (26.7)
24 (10.6)
–
6 (30.0)
of information
requiredb
Number of
15 (100.0) 226 (100.0) 120 (100.0) 20 (100.0)
respondentsc

Thailand Philippinesa
–

94 (70.1)

–

36 (26.9)

8 (22.2)

41 (30.6)

6 (16.7)

18 (13.4)

9 (25.0)

20 (14.9)

–
13 (36.1)

31 (23.1)
12 (9.0)

–

17 (12.7)

36 (100.0) 134 (100.0)

Notes:
– indicates option was not available in the survey for that country.
AFTA = ASEAN Free Trade Area; ASEAN = Association of Southeast Asian Nations;
EPZ = export processing zone; FTA = free trade agreement; ITA = Information
Technology Agreement; Korea = Republic of Korea; NTM = non-tariff measure; PRC =
People’s Republic of China.
a
AFTA only.
b
Rules of origin requirement.
c
Multiple responses were allowed.
Source: Authors’ calculation based on survey data.

In the Philippines, a lack of information on FTAs is overwhelmingly
the most cited impediment to using AFTA preferences (70 per cent).5
Another much-cited impediment is the use of other schemes such as
export processing zones and the Information Technology Agreement6 for
electronics, which eliminate incentives for exporters to use preferences (27
per cent). Confidentiality of information required for satisfying regional
value content ROOs was perceived as a relatively minor impediment (13
per cent), while delays and administrative costs relating to ROOs and
other FTA procedures were more significant (31 per cent). Other impediments to using FTAs in the Philippines include rent-seeking behaviour,
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small margins of preference, too many exclusions and NTMs in partner
countries.
In Korea, low margins of preference (36 per cent) and lack of information (34 per cent) are both important impediments to use of FTAs. Delays
and administrative costs linked to ROOs and NTMs seem less important
in Korea.
Thailand is a relatively high user of FTA preferences. Of the 36 Thai
firms that responded to the question on impediments to FTA use, NTMs
in FTA partners were indicated as the most important impediment (36 per
cent of responses). This is followed by too many exclusions (25 per cent),
delays and administrative costs relating to ROOs, and small margins of
preference.
The Japan and Singapore cases provide limited insights on the range
of potential impediments to FTA use due to the small sample size.7 The
available information suggests that delays and administrative costs – likely
relating to ROOs – show up as major impediments in both countries.
Small margins of preference were also emphasized by Singaporean firms.
Meanwhile, confidentiality of information linked to ROOs seems less
important in both countries.

2.3

BENEFITS AND COSTS OF FTAS

As more firms than expected were found to use FTAs in the six East Asian
countries, a closely related issue is firms’ views on the benefits and costs of
FTAs. Preferential tariffs are often mentioned as a benefit of FTAs, while
increased competition from imports – or the entry of foreign producers
that serve domestic markets – is viewed as a cost. To shed light on the benefits and costs of FTAs, this section examines the types of FTAs that firms
use, and perceived benefits and costs of major FTAs in effect.
Ranking East Asian FTAs by Importance
ASEAN+1 FTAs, AFTA and other major bilateral FTAs are regarded as
useful by firms. Figure 2.2 shows the ranking of the region’s FTAs judged
by actual and potential use in Japan, Singapore, the PRC, Thailand and
the Philippines. These figures probably understate FTA use in the five
countries as some firms were reluctant to reveal which FTAs they have
used. Bearing these qualifications in mind, the findings highlight the role
of AFTA and ASEAN+1 FTAs in facilitating the region’s business activity. The largest number of firms (145) selected the ASEAN–PRC CECA
(in effect since 2005) as an agreement that they were using or planning to
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Number of firms that use or plan to use FTAs
0

20

40

60

80

120

140

160
145

ASEAN–PRC CECA*
67

AFTA
48

Japan–Thailand EPA
30

US–Thailand FTA
17

Thailand–Australia FTA

14

ASEAN–Japan CEPA

11

Thailand–India FTA
Singapore–India CEPA

100

7
9

Japan–Philippines EPA
Japan–Korea EPA

6

Japan–Indonesia EPA

6

Japan–Mexico EPA

6

Singapore–US FTA

5

Notes:
Rankings do not cover Korean firms because data were unavailable.
* Includes firms that reported Thailand–PRC Early Harvest.
AFTA = ASEAN Free Trade Area; ASEAN = Association of Southeast Asian Nations;
CECA = Comprehensive Economic Cooperation Agreement; CEPA = Comprehensive
Economic Partnership Agreement; EPA = economic partnership agreement; FTA = free
trade agreement; Korea = Republic of Korea; PRC = People’s Republic of China; US =
United States.
Source: Authors’ calculations based on survey data.

Figure 2.2

Ranking of FTAs

use. The next most selected FTA was AFTA (67 firms), East Asia’s oldest
plurilateral FTA.8 The popularity of the ASEAN–PRC CECA reflects that
the PRC is the fastest growing area of interest to firms. Meanwhile, some
firms selected newer ASEAN+1 FTAs – for instance, 14 firms indicated
the ASEAN–Japan Comprehensive Economic Partnership Agreement
(CEPA) (signed in April 2008 and implemented in December 2008).
The findings also highlight the importance of some bilateral FTAs.
Forty-eight firms selected the Japan–Thailand Economic Partnership
Agreement (EPA) (in effect since November 2007) and another 17 firms
selected the Thailand–Australia FTA (in effect since January 2005). As an
indication of the pull of the United States (US) market, 30 firms selected
the US–Thailand FTA (still under negotiation) and another five chose the
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Benefits and costs of FTAs (number of respondents)

Benefits and Costs of FTAs

AFTA

ASEAN– Japan– Thailand–
PRC
Thailand Australia
CECA
EPA
FTA

Benefits of FTAs
Market access
Preferential tariffs
Concentration of production
New business opportunities

36
32
16
14

111
59
33
62

24
11
13
9

5
3
6
2

Costs of FTAs
Increased competition
Documentation relating to FTA use
Competitive disadvantage
Relocation of production

13
11
7
10

46
45
28
12

5
5
4
1

3
1
0
1

Notes:
Data exclude Republic of Korea.
AFTA = ASEAN Free Trade Area; ASEAN = Association of Southeast Asian Nations;
CECA = Comprehensive Economic Cooperation Agreement; EPA = economic partnership
agreement; FTA = free trade agreement; PRC = People’s Republic of China.
Source:

Authors’ calculation based on survey data.

Singapore–US FTA (in effect since January 2004). In an environment of
proliferating FTAs since 2000, this underlines the pivotal role of ASEAN’s
FTAs in the region’s business activity, and the growing importance of
bilateral FTAs in improving ties with large markets (for example, Japan,
the US and Australia).
Benefits and Costs of FTA Use
Table 2.3 summarizes enterprise perceptions of benefits and costs of four
major FTAs in effect in East Asia: two plurilaterals involving ASEAN
(AFTA and the ASEAN–PRC CECA), and two bilaterals with Thailand’s
major trading partners (the Japan–Thailand EPA and the Thailand–
Australia FTA). Strikingly, East Asian firms typically report more benefits
than costs from these four FTAs. The most cited benefits include wider
market access that results in higher export sales, and preferential tariffs
that encourage imports of intermediate inputs. Meanwhile, the main costs
cited are increased competition from imported products, and documentation relating to FTA preference use. Minor differences between FTAs
are visible on the magnitude of benefits and costs. Under AFTA, for
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instance, market access and preferential tariffs are both perceived as key
benefits by firms, while market access is the major perceived benefit of the
Japan–Thailand EPA.

2.4

BURDEN IMPOSED BY MULTIPLE ROOS

It is often suggested that FTAs in East Asia have complicated rules
about the origin of goods that qualify for lower tariffs (Cadot et al. 2007;
Manchin and Pelkmans-Balaoing 2007; Sally 2008; World Bank 2007).
This has triggered concerns about what the attendant administrative procedures imply for the cost of doing business. Multiple ROOs in overlapping FTAs are said to pose a particularly severe burden on SMEs, which
have fewer resources with which to meet such costs. The discussion in
section 2.2 on impediments to use suggested that ROOs are among several
impediments to using FTAs in East Asia. This section investigates whether
multiple ROOs are indeed a burden for firms, particularly for SMEs. It
also provides an econometric analysis of firm-level explanations for the
findings and enterprise views on the benefits of harmonized ROOs in East
Asian FTAs.
Business Costs of Multiple ROOs
It is useful to understand how firms adapt to the imposition of ROOs in
FTAs in order to gauge business costs. In the case of Korea, for instance,
a large automobile firm undertook three tasks: (1) it created a dedicated
team to handle ROOs; (2) it built a computer system for sourcing inputs,
and analysing production processes and ROOs; and (3) it constructed a
verification system to check compliance with ROOs. Such direct costs
appear to be manageable and not prohibitive to exporting. Thai firms typically estimate that these costs would be less than 1 per cent of total export
sales, including wages of specialized workers (for dealing with customs
documentation and technical adaptation), costs of changing production
processes and the purchase of computer systems.
Are these costs significant? Figure 2.3 provides enterprise perceptions
of whether dealing with multiple ROOs in the region’s FTAs would significantly add to business costs. Of the 688 respondents, 20 per cent (138
firms) said that multiple ROOs do add significantly to business costs.
Singaporean firms had the most negative perceptions (38 per cent), while
PRC firms had the least negative perceptions (6 per cent). In between are
firms in Japan (31 per cent), the Philippines (28 per cent), Thailand (26 per
cent) and Korea (15 per cent). Clearly, intercountry variations in ROO
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45

26.2

27.7
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15.4
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10

6.3

5
0
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PRC

Korea
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Notes:
The number of responding firms are as follows: Japan (29), People’s Republic of China
(223), Korea (39), Singapore (24), Thailand (218), Philippines (155).
FTA = free trade agreement; Korea = Republic of Korea; PRC = People’s Republic of
China; ROO = rule of origin.
Source:

Authors’ calculations based on survey data.

Figure 2.3

Burden imposed by multiple ROOs in FTAs

perceptions exist.9 The share of Japanese firms that cited negative perceptions about multiple ROOs is higher than those reported by the Japan
External Trade Organization (JETRO 2007a) and Takahashi and Urata
(2008). Nonetheless, even our findings seem to indicate that multiple ROOs
in existing FTAs impose merely a modest burden on firms in East Asia.
The percentage distribution within firm sizes of perceptions of whether
multiple ROOs would add to business costs for Japan, Singapore, the PRC,
Thailand and the Philippines is shown in Figure 2.4. Our expectation was
that SMEs, with their limited capacity to deal with the burden of multiple
ROOs, would complain the most. The evidence, however, suggests that
while firms of all sizes complain about multiple ROOs, giant firms (with
over 1000 employees) appear to have the most negative perception. At the
country level, the share of firms with negative perceptions among giant
firms varies from 60 per cent in the Philippines, 50 per cent in Singapore
and 41 per cent in Japan to 36 per cent in Thailand; that for SMEs varies
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% respondents in each size category

70
60.0

60
50.0
50

45.5

41.2

35.7

40
30
20

24.3

22.2

20.0

25.3

26.6

24.7

14.3
9.1
5.0 4.7

10
0
Japan

PRC

Singapore
SME

Large

Thailand

Philippines

Giant

Notes:
Data exclude Republic of Korea. The number of responding firms are as follows: Japan
(SME = 5, large = 7, giant = 17), PRC (SME = 40, large = 86, giant = 88), Singapore (SME
= 9, large = 11, giant = 4), Thailand (SME = 107, large = 83, giant = 28), Philippines (SME
= 64, large = 81, giant = 10).
FTA = free trade agreement; PRC = People’s Republic of China; ROO = rule of origin;
SME = small or medium-sized enterprise.
Source: Authors’ calculations based on survey data.

Figure 2.4

Burden imposed by multiple ROOs in FTAs, by firm size

less, at 27 per cent in the Philippines, 22 per cent in Singapore, 20 per cent
in Japan and 24 per cent in Thailand. In the PRC, the figure for giant firms
is 9 per cent, which is relatively higher than that for SMEs. The results
appear to run counter to conventional wisdom about the relationship
between firm size and the burden imposed by multiple ROOs.
Econometric Evidence on Firms’ Perceptions of Multiple ROOs
What explains the puzzle of perceptions of ROOs by firm size? To explore
this issue, an analysis of influences on perceptions of ROOs was conducted
using a probit model. More specifically, the econometric analysis focuses
on the factors that influence whether or not multiple ROOs significantly
add to business costs.10 Apart from firm size (proxied by number of permanent employees), five explanatory variables were included: age (years
since establishment), a dummy variable for foreign ownership, a dummy
variable for exports to multiple markets, a dummy variable for knowledge
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Factors affecting perception of ROOs as a burden on business

Explanatory variablesa
Firm size (number of full-time employees)
Age of firm (number of years since establishment)
Dummy: 1 = firm exports to multiple FTA
marketsd
Dummy: 1 = firm has changed business plans in
response to FTAs
Dummy: 1 = firm is foreign-owned
Dummy: 1 = firm is knowledgeable about FTA
provisions that affect businessc
Dummy: 1 = firm is located in Singaporee
Dummy: 1 = firm is located in PRC
Dummy: 1 = firm is located in Thailande
Dummy: 1 = firm is located in Philippinese
Constant
N
Wald c2
Pseudo R2

Estimated
Coefficientsb

z-valuesb

0.00003
0.01181
0.46306

2.20**
2.26**
2.20**

0.62377

3.96***

0.29073
0.18731

1.92*
1.05

–0.26063
–1.01970
0.05572
0.50697
–1.70118

–0.64
–2.05**
0.14
1.23
–3.64***
442
66.01***
0.16

Notes:
Data exclude Republic of Korea.
*** Significant at 1% level; ** Significant at 5% level; * Significant at 10% level.
ASEAN = Association of Southeast Asian Nations; EU = European Union; FTA = free
trade agreement; PRC = People’s Republic of China; ROO = rule of origin.
a
Dependent binary variable: 1 = firm reports that dealing with multiple ROOs in FTAs
significantly adds to business cost; 0 = otherwise.
b
Coefficients are estimated using robust standard errors.
c
Refers to an awareness level that involves thorough and detailed knowledge of FTA
provisions that affect business.
d
Indicator that firm exports to multiple markets (ASEAN, EU or any region is
considered as one market).
e
All zeros for country dummies refer to firms that are located in Japan.
Source:

Authors’ calculation based on survey data.

of FTA provisions and a dummy variable for business responses to FTAs.
Country dummy variables were also added to the probit model to capture
country-specific influences. To the best of our knowledge, this is the first
econometric model on firm-level perceptions of ROOs. Korea is excluded
from the regression analysis because relevant data were not available from
the survey.
Table 2.4 summarizes the results of the econometric analysis where
the binary dependent variable is enterprise perceptions of whether or not
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dealing with multiple ROOs significantly adds to business costs. The relatively low value for the pseudo R-squared is as expected for cross-section
studies. The results are tentative because possible simultaneity bias – due,
for example, to possible endogenous choice of business plan change
– has not been accounted for. Nonetheless, the findings underline the
critical links between larger, older firms with the probability of expressing
concerns about the burdens of multiple ROOs.
The number of permanent employees and the age of firms have positive and statistically significant impacts (5 per cent level), indicating that
larger, older firms are more likely to express concerns about ROOs. The
dummy variable for exports to multiple markets has significant (5 per cent
level) and positive impacts. This suggests that firms having export experience with multiple markets – and hence multiple FTAs – are more likely
to express concerns about business costs of multiple ROOs than firms that
export to a single market or use a single FTA. Third, the dummy variable
for change in business plans is highly significant (1 per cent level) and
positive. This indicates that firms that are more responsive to FTAs are
more likely to complain about multiple ROOs. Accordingly, larger, older
firms that tend to export to multiple markets and change their business
plans in response to FTAs are likely to complain about multiple ROOs. In
other words, less-established SMEs that do not tend to export to multiple
markets (nor use multiple FTAs) do not have much to complain about.
The dummy variable for foreign equity also has a significant and positive impact (10 per cent level), indicating a link between foreign ownership
and the probability of complaining about multiple ROOs. Foreign firms
tend to express concerns about multiple ROOs.
Knowledge of FTA provisions and the country dummy variables do not
have significant impacts except that firms in the PRC tend not to complain
much. Further work at the country level using larger enterprise samples
may be useful to verify these multicountry regression results.
Harmonized ROOs and Alternative ROOs
It is natural to hold the view that the adoption of harmonized ROOs in
East Asian FTAs creates large benefits. Figure 2.5 shows the share of surveyed firms that are in favour of harmonized ROOs. Of 765 respondents,
41 per cent (314 firms) see benefits from such harmonization. Singaporean
firms, which perceive the largest burden from multiple ROOs, also have
the largest share in favour of harmonized ROOs (57 per cent) while
Japanese firms have the smallest (29 per cent). Over 40 per cent of firms in
Korea, Thailand and the Philippines also favour harmonized ROOs. The
figure for the PRC (39 per cent) is in the same range.
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Notes:
The number of responding firms are as follows: Japan (28), PRC (216), Korea (120),
Singapore (28), Thailand (218), Philippines (155).
Korea = Republic of Korea; PRC = People’s Republic of China; ROO = rule of origin.
Source:

Authors’ calculations based on survey data.

Figure 2.5

Firms in favour of harmonized ROOs

The percentage distribution by firm size of those in favour of harmonized ROOs is provided in Figure 2.6. Data on firms in Korea were not
available. Typically, large and giant firms in the five East Asian countries
seem to recognize the benefits of harmonized ROOs more than SMEs.
Accordingly, among responding firms, 47 per cent of all responding
large firms (125 firms) and 43 per cent of all giant firms (61 firms) are in
favour of this measure, as compared with only 32 per cent of all SMEs
(72 firms).
Firms in the five East Asian countries were also asked about their preferences regarding ROOs. Flexibility seemed to be a priority, with 48 per
cent of respondents (115 firms) wanting the option to choose between a
value content (VC) rule and a change in tariff classification (CTC) rule.11
Another 28 per cent (66 firms) chose the CTC rule only, and 24 per cent
(58 firms) chose the VC rule only. Giant firms are particularly in favour
of being able to choose between ROOs. The survey results suggest that
firms are supportive of alternative ROOs (or coequal rules) for the same
product, such as the CTC rule, for several reasons: (1) if they cannot
reach the VC requirement, having another ROO enables them to use FTA
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Notes:
The number of responding firms are as follows: Japan (SME = 5, large = 7, giant = 16),
PRC (SME = 37, large = 84, giant = 84), Singapore (SME = 12, large = 12, giant = 4),
Thailand (SME = 105, large = 84, giant = 29), Philippines (SME = 64, large = 81, giant =
10).
PRC = People’s Republic of China; ROO = rule of origin; SME = small or medium-sized
enterprise.
Source: Japan External Trade Organization (2007a, 2008).

Figure 2.6

Firms in favour of harmonized ROOs, by firm size

preferences; (2) the application for the VC rule may require disclosure
of confidential information on costs and suppliers, and many firms are
often reluctant to divulge such information; and (3) some ROOs may be
better aligned than others with the technology and production processes
of particular industries.

2.5

INSTITUTIONAL SUPPORT FOR EXPORTING
UNDER FTAS

In order to trade under FTA preferences, firms must first acquire information about specific provisions in agreements such as tariff preferences, liberalization schedules, ROOs and investment rules. They must then upgrade
their capabilities to take advantage of the FTA preferences. This usually
includes developing appropriate regional sourcing strategies and efficient
systems for ROO administration. A wide range of support services is
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Sources of FTA support (% respondents)

Institutions

Korea Singaporea Thailand Philippines

Japan

PRC

Public sector Sources
Ministriesb
Customs departments
Export and/or
investment
promotion agencies

48.9
26.5
–
22.4

60.2
31.9
26.0
–

27.5
16.7
–
10.8

45.5
45.5
–
–

74.3
54.9
8.4
11.0

63.3
33.3
14.3
15.8

Private sector sources
Business and industrial
associations
Chambers of commerce
Trade lawyers and
private consultants
Business counterparts

51.0
20.4

39.8
5.0

72.5
–

45.4
13.6

25.6
18.8

36.7
21.9

14.3
10.2

23.5
13.7

–
–

13.6
9.1

6.8
–

3.4
11.3

6.1

–

–

9.1

–

–

Notes:
– indicates option was not available in the survey for that country.
FTA = free trade agreement; Korea = Republic of Korea; PRC = People’s Republic of
China.
a
9.1% of Singaporean firms said that they do not use support services. For all other
countries, 100% of firms responded to the question on this issue.
b
Ministries of Finance, Trade and Industry and Foreign Affairs.
Source:

Authors’ calculation based on survey data.

required to help enterprises use FTA preferences and adjust to FTAs. The
six East Asian countries have institutional support systems – made up of
government agencies and business associations that provide information,
training, technical advice and other services – of varying degrees of comprehensiveness and quality.12 This section analyses support for domestic
firms to trade under FTAs. It examines what sources of support are used
for trade through FTAs, take-up rates and quality of support services, and
what additional services firms need to trade under FTAs.
Sources of Institutional Support
Table 2.5 shows firms’ responses on the sources of public and private institutional support used for trading through FTAs, by country. Public sector
sources include ministries, customs departments and agencies promoting
export and investment, while private sector sources include business associations, chambers of commerce, trade lawyers and private consultants
and business counterparts. A broad pattern is visible in the mix of public
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and private provision of support services by the development stage of an
economy.
Firms based in Japan, Singapore and Korea – the three high-income
economies – seem to rely more on private sector sources of support than
those based in the PRC, Thailand and the Philippines. Private sources are
used by 73 per cent of respondents in Korea, 51 per cent in Japan and 45
per cent in Singapore, compared with 40 per cent in the PRC, 37 per cent
in the Philippines and 26 per cent in Thailand. Part of the explanation for
these differences may lie in higher levels of per capita income reflecting
better-functioning markets for support services, including those for exporting through FTAs. Private provision of support services through business
associations and chambers of commerce, for instance, also tends to be
higher in high-income economies. In the three middle-income economies –
the PRC, Thailand and the Philippines – with less well-functioning markets
and weaker private institutions, enterprises tend to rely on public sources.
Ministries appear to be used more (32 per cent in the PRC, 55 per cent in
Thailand and 33 per cent in the Philippines) than other public sources.
Use and Quality of FTA Support Services
A related issue to support services is the extent to which firms have participated in consultations on FTAs. Government agencies and business
associations in East Asia organize periodic consultations with firms on
the specific provisions of FTAs prior to official FTA negotiations. The
available evidence from firms in Thailand points to relatively high participation rates in FTA consultations with government agencies and with
business associations – around 49 per cent of respondents said they had
participated in consultations with government agencies prior to official
FTA negotiations, and around 46 per cent said they had participated in
consultations with business associations. The figures are lower for the
Philippines – 19 per cent for consultations with government agencies, and
23 per cent for consultations with business associations.
Some usage rates and perceptions on the quality of three types of FTA
support (online information, business consulting services and support for
issuing certificates of origin) in two of the high-income countries (Japan
and Singapore) and one middle-income country (the PRC) are provided in
Table 2.6. Comparable information was not available for Korea, Thailand
and the Philippines. Overall use of these services appears to be relatively low
in Japan and Singapore. For instance, usage rates for online information on
FTAs were 21 per cent in Japan and 15 per cent in Singapore. Usage rates
for support on issuing certificates of origin were 15 per cent in Singapore
and 11 per cent in Japan. Business consulting services, however, are used
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Use of FTA support in Japan, PRC and Singapore

FTA
Support
Services

Online
information
on FTAs
and EPAs
Business
consulting
services on
FTAs and
EPAs
Support
for issuing
certificates
of origin

Japan

PRC

Singapore

Usage
rate (%
respondents)

Quality
levela

Usage
rate (%
respondents)

Quality
levela

Usage
rate (%
respondents)

Quality
levela

21.0

2.7

54.5

2.8

14.7

3.7

10.5

3.2

23.9*

2.8

1.3

–

10.5

3.0

40.3

3.3

14.7

3.7

Notes:
* For PRC, refers to consulting services offered by business associations.
EPA = economic partnership agreement; FTA = free trade agreement; PRC = People’s
Republic of China.
a
Rated by firms on a scale of 1 to 5 where 5 is highest quality.
Source: Authors’ calculation based on survey data.

by more firms in Japan than in Singapore. Firms in both countries seemed
relatively satisfied with the quality of such services; the rankings for quality
of services on a scale of 1 to 5 range from 2.7 to 3.2 for the three services in
Japan, and averaged 3.7 for the two services examined in Singapore. PRC
firms are more active in using online sources of information, with over half
of responding firms going online to find information on FTAs.
Demand for Support Services
A significant demand remains for more support for firms exporting through
FTAs in the middle-income countries. Table 2.7 provides respondents’
views on types of services desired by all firms, and by SMEs in the PRC,
Thailand and the Philippines.
The main services demanded seem to be: information on the implications
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Demand for FTA support in PRC, Thailand and Philippines

Types of
services

Awareness
training on
concluded
FTAs
Information
on implications
of FTAs for
business
Upgrading
of technical
standards and
quality
Adoption of
EDI to speed
up and simplify
procedures
for ROO
certification
Financial
support for
upgrading
technology and
skills
Enhanced
consultations
during FTA
negotiations
Improved
extension
services for
SMEs
Surveillance of
NTMs in FTA
partner country
markets

PRC

Thailand

Philippines

%
respondents
(n = 225)

% SMEs
(n = 41)

% respond- % SMEs % respond- % SMEs
ents
(n = 106)
ents
(n = 64)
(n = 202)
(n = 155)

79.1

82.9

33.7

52.8

82.6

82.8

83.1

85.4

49.0

58.5

65.2

65.6

27.1

24.4

44.6

50.0

52.3

56.3

57.8

65.9

25.7

35.8

53.5

56.3

34.7

29.3

36.1

33.0

41.9

45.3

39.6

34.1

27.7

32.1

42.6

40.6

40.9

56.1

21.8

26.4

46.5

45.3

42.7

41.5

19.3

29.2

38.1

42.2

Notes: EDI = Electronic Data Interchange; FTA = free trade agreement; NTM = nontariff measure; PRC = People’s Republic of China; ROO = rule of origin; SME = small or
medium-sized enterprise.
Source: Authors’ calculation based on survey data.
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of FTAs for business; awareness training on concluded FTAs; upgrading of technical standards and quality; adoption of electronic data
interchange; financial support for upgrading technology and skills; and
enhanced consultations during FTA negotiations. Services such as surveillance on NTMs in FTA partner country markets and improved extension
services for SMEs are likely to become more important in the future as
more FTAs take effect in the region.

2.6

POLICY IMPLICATIONS

Building on the discussions in Chapter 1 and the findings of the firm
surveys considered here, this section outlines a pragmatic approach
to dealing with the Asian noodle bowl of FTAs and explores policy
implications from the firm surveys.
Toward a Pragmatic Approach to FTAs
The need for a pragmatic, evidence-based approach to FTAs in East Asia
was mentioned in Chapter 1. The rationale for a pragmatic approach to
FTAs in East Asia is linked to three arguments. First, the future course
of the stalled WTO Doha Development Round of trade negotiations
remains uncertain due to differences in views over agricultural subsidies
and non-agricultural market access. Meanwhile, FTA-led regionalism to
promote liberalization seems here to stay in East Asia. This underlies the
nexus between political possibility and international economic policy.13
Second, liberalizing trade regionally, as opposed to globally, may be easier
to achieve because fewer parties are involved. Third, regional agreements
may be able to extend further in key policy areas such as investment,
competition policy and public procurement.
Business and government have distinct roles under a pragmatic approach
to FTAs in East Asia. Firms will need to learn to export more effectively
under a regional trade regime anchored on FTAs. This requires firms to
invest significantly in developing competitive export capabilities (including
new technologies, skills and marketing methods) to maximize profits. This
process will also require firms to invest in learning about FTA rules and
procedures (including tariff liberalization schedules, preference margins
for specific products and administrative procedures relating to ROOs) and
to factor them into forward-looking business plans. Successful exporters
under FTAs are likely to be those whose export capabilities are in line with
global levels of price, quality and delivery standards, and those that have
mastered the rules and procedures of FTAs.
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Likewise, governments will need to design business-friendly FTAs in
line with regional and global best practices. FTAs involve both benefits
and costs. Given that most East Asian economies are pursuing FTAs, a
pragmatic, business-friendly approach would encourage them to design
FTAs to maximize benefits and minimize potential costs. Maximization
of benefits requires the design of FTAs to incorporate the following principles: (1) consistency with WTO rules (particularly General Agreement
on Tariffs and Trade Article XXIV and General Agreement on Trade
in Services Article V); (2) comprehensive coverage of World Trade
Organization (WTO)-‘plus’ issues (for example, investment, competition,
public procurement and intellectual property rights); (3) incorporation
of a workable dispute settlement policy mechanism; (4) openness to new
members and expansion of the number of participating countries; and (5)
focus on domestic structural reforms.
One of the potential costs of FTAs is that they discriminate against nonmembers, particularly small, poor, developing economies that cannot join
FTAs because they do not have much to offer and hence cannot attract the
interest of others. The costs of FTA negotiations may also be notable for
small, poor economies with limited negotiation capacity – such as Cambodia,
the Lao People’s Democratic Republic, Myanmar and Viet Nam – particularly when gains from FTAs are perceived to be unevenly distributed among
the participating countries. For this reason, in the absence of a WTO Doha
deal, FTAs may be a second-best tool of trade liberalization.
As trade barriers are gradually dismantled in the region, margins of preference will fall and FTAs may become redundant at least in terms of tariff
barriers.14 Nonetheless, in the interim, the firm surveys indicate several
policy areas that can help facilitate a more SME-inclusive environment
and positive business response to FTAs in the region. Increased resources
and closer cooperation between government agencies and business associations are necessary for implementation of a pragmatic approach to
FTAs in East Asia.
Policy Implications from the Firm Surveys
The firm surveys have produced a rich and fresh set of findings on the business impacts of FTAs and the noodle bowl in East Asia. Six key recommendations are discussed below (see Appendix 2A.2 for more details and
country-specific recommendations).
Reduce MFN tariffs
In the absence of other ways to deal with the noodle bowl, a reduction
of MFN tariffs is the best way to encourage businesses to expand trade.
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Influential economists like Jagdish Bhagwati argue that ‘we can virtually
eliminate PTA[s] (preferential trade agreement[s]) by reducing the MFN
(most favored nation) tariff itself to zero’ (2008, p. 97). MFN tariffs have
fallen in East Asia since the 1980s but the trade-dependent, open economies of Singapore and Hong Kong, China are the few East Asian economies that have negligible MFN tariffs. In the aftermath of the 2008 global
financial crisis and economic downturn, there have been moves globally
to raise import tariffs and impose non-tariff measures (for example, antidumping measures) to protect sensitive sectors. These moves should be
rejected. While encouraging MFN tariff reduction, other means suggested
below may also be useful.
Encourage rationalization and flexibility of ROOs
In the absence of a single East Asian FTA (or uniform ROOs), one remedy
lies in encouraging rationalization and flexibility of ROOs, including the
adoption of coequal rules and use of extended cumulation.15 Widespread
gains can be made from pursuing a simplified approach to ROOs in East
Asia involving harmonized ROOs, coequality of rules and cumulation of
value contents (see Appendix 2A.3 for a discussion on ROOs and origin
administration and policy considerations for a single East Asian FTA).
Around half of the East Asian sample firms perceive benefits from harmonized ROOs and adoption of coequal rules. Alternative coequal rules
have already been incorporated into ASEAN FTAs (particularly AFTA
and the ASEAN–Japan CEPA); AFTA recently allowed a comprehensive listing of coequal product-specific rules. The benefits from coequal
ROOs could be increased significantly with rationalized cumulation
policies.
Upgrade ROO administration
Weaknesses in ROO administration (including delays in issuing certificates of origin) were highlighted as an impediment to FTA use in the
firm surveys. In middle-income countries, these may arise from a reliance on paper-based ROO systems and a focus on customs agencies with
limited capacity. Good practices in ROO administration from East Asia
and other parts of the world should be disseminated to reduce transaction costs, particularly for SMEs. These may include introduction of a
‘trusted trader programme’, as is done in the North American Free Trade
Agreement (NAFTA) that would allow successful applicants to self-certify
their own certificates of origin; a switch to business associations issuing
certificates of origin for a fee; increased use of information technologybased systems of ROO administration; and training programmes for
SMEs.
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Increase knowledge of FTA provisions
Knowledge of FTA provisions – including phasing out of tariff schedules,
margins of preference at product level and administrative procedures for
ROOs – is positively associated with FTA use (as indicated by the t-tests in
Table 2.1). Likewise, the main impediment to the use of AFTA preferences
in the Philippines is a lack of information on FTAs. SMEs typically have
lower levels of awareness than large and giant firms. Accordingly, business
associations and governments could improve transparency and information on how to use FTAs, particularly for SMEs. Practical ideas might
include frequent seminars with SMEs, television programmes directed at
business, dedicated websites and telephone helplines.
Improve business participation in FTA consultations
Government agencies and business associations in East Asia organize
periodic consultations with firms on FTAs in general, and prior to specific
FTA negotiations. Some countries organize a study group that investigates
the benefits and costs of forming a specific FTA before officially proposing
such an FTA with a potential partner country. Such a study group should
involve the private sector so that its interests are sufficiently reflected in
FTA negotiations. This may encourage FTA use. Participation rates in
consultations, however, seem to differ markedly between countries. Current
efforts at including SMEs in consultations through outreach and information dissemination are commendable, but more needs to be done, particularly if SMEs are to be involved in consultations before FTA negotiations.
Increased business participation in consultations before official FTA negotiations is likely to increase the use of FTAs once they are implemented.
Improve institutional support systems, particularly for SMEs
Existing support systems for exporting under FTAs are of variable quality
and take-up rates differ. Significant public and private investment is
required in East Asia to improve service coverage, upgrade service quality
and reduce bureaucratic impediments to service use. Business and industry
associations will have to play an increasing role in providing firms with services relating to exporting under FTAs. Efforts might focus on upgrading of
technical standards, quality and productivity of SMEs so that they can play
a fuller role in regional production networks dominated by large firms.

2.7

CONCLUSION

To the best of our knowledge, this is the first comprehensive firm survey
of the business impacts of East Asian FTAs in multiple countries. Faced
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with heightened reliance on FTAs as trade policy instruments, many East
Asian firms are increasingly responding to the commercial opportunities
presented by these agreements. Hence, the view that the Asian noodle
bowl has severely harmed the region’s business activity since 2000 finds
little support from the firm survey results. As more FTAs under negotiation take effect and the complexity of the Asian noodle bowl increases, the
negative business impact is likely to intensify. Implementation of key policies can help mitigate negative effects and facilitate a more SME-inclusive
business response to FTAs. The main findings from the East Asian firm
surveys are as follows.
First, use of East Asian FTAs (measured by incidence of use among
firms surveyed) is higher than expected based on previous studies. Around
28 per cent of the East Asian firms surveyed use FTA preferences and this
figure nearly doubles when future plans are included. More firms from the
PRC, Japan and Thailand make use of FTA preferences than those from
Korea, Singapore and the Philippines. Statistical tests on characteristics
of FTA preference users and non-users suggest that users are larger, older,
have more foreign equity, are more informed about FTA provisions and
are more responsive to FTAs in terms of business model. Furthermore,
somewhat more protected industries with higher margins of preference
tend to use FTAs more than other industries.
Second, East Asian firms report more benefits than costs from
major FTAs in effect, including AFTA. The main benefits are wider
market access that results from higher export sales, and preferential
tariffs that make it easier to import intermediate inputs. Meanwhile,
cited costs relate to increased competition from imported products
and administrative work relating to FTA preference use. The general
perception of net benefits of major FTAs is emphasized by the level
of use being made of AFTA and ASEAN+1 FTAs to facilitate the
region’s business activity, and also of key bilateral FTAs with major
partner countries.
Third, the evidence suggests that multiple ROOs in the existing FTAs in
East Asia impose a modest burden on firms in East Asia. Although around
20 per cent of responding East Asian firms said that multiple ROOs significantly added to business costs, the bulk of the sample did not think
they were a problem at present. The evidence also suggests that larger
firms have more negative perceptions of multiple ROOs than do SMEs.
Econometric analysis indicates that larger, older firms tend to export to
multiple markets, change their business plans in response to FTAs and,
therefore, are more likely to complain about issues of multiple ROOs.
Because smaller firms tend to export to a single market, they do not have
much basis for complaint.
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Fourth, the East Asian countries examined have institutional support
systems of varying degrees of comprehensiveness and quality. As expected,
high-income Japan, Singapore and Korea have more comprehensive support
systems than the middle-income PRC, Thailand and the Philippines. Private
provision of services is also increasingly common in high-income countries.
A significant demand exists for more support for SMEs to export through
FTAs in East Asian countries. Services desired include more information
on FTAs, upgrading of technical quality and standards, financial support,
and enhanced consultations with business during FTA negotiations.
The findings point to the need for a comprehensive set of policies to mitigate the negative effects of the Asian noodle bowl in the future. Such a comprehensive response is particularly important in view of the need to boost
trade-led growth as a means of economic recovery and sustained growth. To
help East Asian SMEs become more outward-oriented in multiple markets,
policymakers need to address the potential for the negative noodle bowl
impact of FTAs over time. Most favoured nation (MFN) tariff reduction is
an attractive idea and one to be encouraged. However, it is not happening
much in Asia – nor globally for that matter – at present. Accordingly, other
supportive policies are also needed, including encouraging rationalization
and flexibility of ROOs, upgrading origin administration, increased knowledge of FTA provisions, improving business participation in FTA consultations and improving institutional support systems for SMEs. Increased
resources and closer cooperation between government agencies and business associations are necessary features of policy implementation.

NOTES
1.

2.

3.

4.

See World Bank (2007) and UNCTAD and JETRO (2008). Furthermore, one of the
few firm-level studies for Japan indicated an FTA utilization rate of only 13 per cent
for 2006 (JETRO 2007a). A notable exception is Chirathivat (2008), who showed that
the overall actual utilization rate for Thailand’s FTA partners has been rising, nearly
doubling from 15.6 per cent to 26.7 per cent between 2005 and 2008. The 2008 utilization rates of Thailand’s partners vary by market, with 71.8 per cent for the Thailand–
Australia FTA and 27.9 per cent for AFTA.
In the case of Thailand, it was possible to compare the utilization rate from our firm
surveys with that from certificates of origin. Interestingly, our Thai firm survey utilization rate of 25 per cent agrees with that (27 per cent in 2008) provided by Chirathivat
(2008) using certificate of origin data from Thailand’s Ministry of Commerce.
In part, the formation of production networks in the PRC is linked to market size and
high levels of technological capabilities in electronics relative to ASEAN countries (see
Wignaraja and Olfindo 2009). Other research (for example, Athukorala 2009) suggests
that the PRC’s rapid integration into production networks as a major assembly centre
has created new opportunities for other East Asian countries to engage in various segments of the value chain linked with comparative advantage.
Philippine firms rely extensively on customs brokers and forwarders for their export
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15.
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documentation requirements and therefore have not studied the details of FTA provisions. With increased FTA activity and competition in export markets, firms in the
Philippines may need to learn more about FTA provisions in order to compete with
neighbouring countries.
Previous studies were somewhat limited in coverage of impediments to using AFTA.
World Bank (2007), for instance, argues that low use of AFTA preferences is due to a
host of ROO issues (for example, difficulty in satisfying value-added requirements, difficulty in proving that the required value added has been satisfied, and high administrative costs of complying with ROOs) as well as low margins of preference.
The Information Technology Agreement provides for participants to eliminate completely duties on information technology products covered by the agreement.
There is also a problem with the design of the questionnaire, which offered only three
potential impediments to use (small margins of preference, delays and administrative
costs, and confidentiality of information). Meanwhile, Takahashi and Urata (2008)
suggested that low use of Japan’s FTAs was linked to small trade volumes with FTA
trading partners and lack of information on FTAs. Contrary to expectations, few firms
identified complicated application procedures for ROOs as an obstacle.
The available evidence indicates growing use of AFTA since the late 1990s. Baldwin
noted the extremely low utilization rate of AFTA: ‘In the late 1990s, the overall utilization rate was under three per cent. By 2002, the rate was 11 per cent for Thailand and
four per cent for Malaysia’ (Baldwin 2006b, p. 1491). Our survey seems to indicate
notable use of ASEAN agreements in 2007–08. Of 202 firms that used or planned to
use FTA preferences in Japan, Singapore, Thailand and the Philippines, 61 firms were
using AFTA and 20 firms were using the ASEAN–PRC CECA. The Korea chapter
also indicates notable use of the ASEAN–Korea CECA. Utilization rates of FTAs,
including AFTA, seem to be rising over time as firms’ knowledge of FTA procedures
and preference margins of FTAs matures.
There is also evidence of interindustry variations in the multicountry survey. As a
percentage of industry totals, firms that complained of significant business costs due
to multiple ROOs are electronics (31 per cent), automotives (28 per cent), textiles and
garments (22 per cent), food (16 per cent), metals, machinery and sundries (6 per cent)
and chemicals and pharmaceuticals (4 per cent). Further research using case studies is
needed to clarify the reasons for these interindustry differences in ROO perceptions.
This exercise draws on a growing body of empirical research on the determinants of
firm-level export performance in developing countries. This literature finds that exporting firms are larger, have higher foreign equity and are more innovative than nonexporters. For surveys, see Wignaraja (2008a, 2008b).
The Korea chapter also indicates that around 44 per cent of respondents preferred less
restrictive ROOs.
See Lall (2001), Rasiah (2004) and Wignaraja (2003) for a discussion of institutions for
industrial technology development in East Asian countries.
Desker (2004) has observed that while economists may seek an ideal solution (for
example, WTO agreements), governments will focus on the politically attainable, especially as new multilateral agreements require lengthy negotiations that go beyond the
lifespans of governments. As the WTO negotiation process has become bogged down,
governments in East Asia once sceptical of bilateral and regional agreements began
turning to FTAs.
The value of FTAs with WTO-plus elements exists even if MFN tariffs are reduced
significantly.
Extended cumulation under the ASEAN–Japan CEPA allows cumulation of all originating goods used indirectly within ASEAN and Japan that would enter duty free if
shipped directly into any of its member countries. An arrangement similar to extended
cumulation already exists, for example, in Japan’s bilateral EPAs with Malaysia and
Thailand, which permit use of inputs from other ASEAN partners. For an application
of extended cumulation in the Americas, see Cornejo and Harris (2007).
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FIRM SURVEY METHODOLOGY
AND SAMPLE PROFILE

In a novel methodological approach, firm surveys were used in this study
to explore the business implications of FTAs and the noodle bowl in East
Asia. The study focused on the behaviour of export enterprises because
these firms were deemed to have had experience competing internationally
and dealing with trade regimes including FTAs. This appendix deals with
the composition of the sample, the sampling methodology, questionnaire
design, survey management and data analysis.
The distribution of the sample of 841 firms by industry, size and ownership type is shown in Table 2A.1. The firms surveyed were located in the
following East Asian countries: Japan (38 firms); Singapore (75 firms);
Korea (120 firms); PRC (232 firms); Thailand (221 firms) and Philippines
(155 firms).1 Over one third of the sample (33 per cent) belongs to the electronics industry, around one fifth (21 per cent) to the automotive industry,
and less than one fifth (17 per cent) to the textile and garment industry.
The remaining 22 per cent are in chemicals and pharmaceuticals; metals,
machinery and sundries; food and other sectors. SMEs (with 100 or fewer
employees) make up a relatively high proportion of the sample (33 per
cent), while large firms (with 101 to 1000 employees) and giant firms (with
over 1000 employees) account for 44 per cent and 22 per cent, respectively,
of the sample. Foreign-owned firms make up 40 per cent of the sample and
60 per cent are domestic firms. The country chapters contain more details
on individual survey characteristics.
Firms were selected from a sample frame using a simple random sampling method. The sample frame consists of manufacturing exporters
from industries of particular importance to each country’s economy and
to East Asia drawn from lists of firms compiled from public and private
sources. In Thailand, for example, the country survey team pooled firms
from lists obtained from the Ministry of Labour covering electronics (1080
firms), automotives (767 firms) and textiles and garments (6525 firms).
The country survey team for the Philippines used government sources
such as the Department of Trade and Industry Directory, as well as lists
from business associations such as the Philippine Food Processors and
Exporters Organization Members Directory and the Philippine Exporters
Confederation Inc. Members Directory. The PRC’s survey team drew its
sample frame from a pool of firms from Ministry of Commerce lists of
firms located in major cities across 15 provinces. After non-exporting firms
were excluded, firms were selected using simple random sampling.
Electronics and automobiles are East Asia’s largest export industries
and this is reflected in the composition of the overall sample. The number
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Composition of sample of East Asian firms surveyed
All
Japan PRC Korea Singapore Thailand Philippines
firms

Number of
841
exporting firms

38

By industry, % distribution
Electronics
32.9 42.1
Automotive
21.3 34.2
Textile and
17.2 23.7
garment
12.6
–
Metals and
machinery
Food
5.1
–
Chemicals and
3.2
–
pharmaceuticals
Other industries
7.5
–

232

120

75

221

155

19.6
12.7
16.9

14.2
14.2
14.2

66.7
–
21.3

33.0
38.0
29.0

49.0
23.2
–

23.5

42.5

–

–

–

–
–

–
15.0

–
12.0

–
–

27.7
–

27.3

–

–

–

–

15.8
18.4
65.8

18.4
40.4
41.3

5.8
75.0
19.2

69.3
25.3
5.3

48.4
38.5
13.1

41.3
52.3
6.5

By ownership,** % distribution
Foreign
39.6 13.2

39.2

0

50.7

44.8

64.5

By size,* % distribution
SME
32.9
Large
44.2
Giant
21.8

Notes:
– indicates industry not covered for that country.
* Based on the number of full-time employees: SME (100 or fewer), large (101 to 1000)
and giant (over 1000).
** Foreign firms are defined as firms with at least 10% foreign equity share.
Korea = Republic of Korea; PRC = People’s Republic of China; SME = small or mediumsized enterprise.
Source:

Authors’ calculation based on survey data.

of firms surveyed in each industry broadly reflects the breakdown of
manufactured exports in each country. Additional industries (for example,
textile and garment in Thailand and food in the Philippines) were chosen
because they are priority integration sectors for ASEAN.
A questionnaire designed by the Asian Development Bank (ADB) (with
input from its partner think-tanks) was used to collect the firm-level information. Each country survey used a core questionnaire containing questions relating to enterprise characteristics, FTA use, impediments to FTA
use, perceptions of multiple ROOs and sources of institutional support for
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FTA use. Some surveys supplemented this core questionnaire with additional questions on issues such as business strategy and perceptions of the
business environment or non-tariff measures. Pilot testing of the questionnaire in Thailand – the earliest country study – permitted refinement of
the phrasing of questions and formulation of new questions, which were
added to the core questionnaire administered in other countries.
The questionnaires were administered in person or through telephone
interviews. For most firms, the interviews were conducted with the chief
executive officer or the export marketing manager, because staff in these
positions were expected to have a good understanding of export operations
and FTAs. The technique of interviewing in person or over the phone was
used because it tends to generate more accurate information and a better
response rate than questionnaires emailed or posted to respondents.
Working closely with the ADB team, experienced researchers led the
country survey teams. The country survey teams attended workshops to
receive training in the research methodology, administration of the questionnaire and interpretation of the preliminary results. Subsequently, the
ADB team used the software Stata for the statistical analysis presented
in this chapter and to check the validity and consistency of data collected
by the country teams. In some cases, firms were re-interviewed to gather
missing or inconsistent data.
Like other tools of empirical analysis, research based on firm surveys
may have limitations. These can arise from sources including flaws in the
sampling methodology, sample size, questionnaire design and administration method, and data processing. Nonetheless, in the absence of official
published information, well-designed and well-administered firm surveys
are perhaps the only source of data that can provide insights on the impact
of FTAs and the noodle bowl on firms operating in East Asia.
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●

increased
information
dissemination to
address the low
levels of knowledge
among firms,
especially among
SMEs
disclosure of phaseout tariff schedules
and comparisons
with MFN rates

●

●

Japan

unilateral tariff
liberalization

Information and
training

Trade and FTA
policies

●

●

●

●

availability of
operational
guidelines on ROOs
adoption of trade
facilitation measures
such as quick
customs clearance
to enhance the justin-time production
system
adoption of a
regional cumulation
rule
re-examination of
the self-certificate
system and
improvement
using the US selfcertificate system as
an example

ROOs and trade
facilitation

Business support

Summary of recommendations based on firm surveys from six East Asian countries

Country

Table 2A.2

APPENDIX 2A.2

●

●

promotion of regionwide plurilateral FTAs
over bilateral FTAs
simplified multilateral
trade system that
does not require
cumbersome
procedures

Other
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●

●

a gradual approach
in concluding FTAs
complemented by
a comprehensive
package of the
agreements to cover
business expansion,
regional and global
outreach, and
increased MNC
orientation

●

PRC

●

●

immediate
implementation of
Korea–US FTA and
PRC–Korea FTA
promotion of FTAs
with Japan, GCC,
India and Mexico

●

Korea

timely information
and training for firms
information exchange
and a shared
assistance-seeking
e-network to be built
between the Ministry
of Commerce and
the Chamber of
Commerce in order to
maximize utilization
of the services from
public and private
sectors

improvement of FTA
promotion system by
focusing on FTAs’
impact on business
activities rather than
government policies

Information and
training

Trade and FTA
policies

(continued)

Country

Table 2A.2

●

●

trade facilitation
agreement starting
with single window,
mutual recognition
of standards,
harmonization of
ROOs, or guidelines
for ROOs in FTA
negotiations in East
Asia or in APEC

adoption of a more
neutral and lenient
form of ROOs in
existing FTAs

ROOs and trade
facilitation

●

●

special programmes
and even special
institutions to
be developed in
providing FTArelated services to
firms

reinforcement of
support for SMEs

Business support

●

●

●

a region-wide FTA in
East Asia
a more thorough survey
on the impact of FTAs
on business response
in the PRC by the
Ministry of Commerce,
or the China Council
for the Promotion of
International Trade
and China Chamber
of International
Commerce

improved coordination
of domestic interests
and use of bottomup approach to FTA
consultations

Other
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accelerated tariff
reduction in textiles
and garments
industry under AFTA
in order to take
advantage of FTAs
between ASEAN
and major importing
countries such as EU,
Japan and US
negotiation to include
more tariff lines in
the Thailand–India
FTA in order to
create market access
for a wider range of
products

●

Thailand

●

focus on improving
FTA utilization
rather than entering
into more FTAs
with minor trading
partners

●

Singapore

●

●

●

timely information
regarding FTA
provisions and
progress of FTA
negotiations
regular conferences
to educate firms,
particularly SMEs

evaluation of
government’s FTA
outreach programmes
to improve
effectiveness

●

●

●

●

harmonization of
ROOs at regional and
global level
adoption of electronic
customs (e-customs)
and arrangement
of workshops and
conferences to
introduce such new
systems to importers
and exporters as
well as business
associations

simplification of
ROO requirements
and procedures for
certificates of origin
improving customs
procedures, including
the provision of
Advance Rulings

●

●

support for business
adjustment through
more information on
effects of FTAs on
businesses, upgrading
of technical standards
and quality, and more
training on FTAs
financial support for
upgrading technology
and skills

●

●

support for industrial
clustering in the
three industries
through infrastructure
improvements,
new business
development services
and simplification of
business procedures
impact assessments
of concluded FTAs
(including firm-level
surveys)

68
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●

●

●

simpler ROO regime,
e.g., with harmonized
tariff classification
and origin rules,
alternative rules,
standardized
and streamlined
procedures, selfcertification features
one-stop-shop export
documentation
facility to issue
preferential ROO
certification
designation of
chambers of
commerce and other
accredited bodies
to issue preferential
certificates of origin

ROOs and trade
facilitation

●

●

support for upgrading
technology and
skills to improve
overall firm-level
competitiveness
support for non-tariff
measure surveillance,
trade finance, and
use of electronic data
interchange

Business support
●

effective surveillance
of requirements of
importing countries and
lobbying for acceptance
of Philippine-issued
certificates

Other

Notes: EU = European Union; FTA = free trade agreement; GCC = Gulf Cooperation Council; Korea = Republic of Korea; MFN = most
favoured nation; MNC = multinational corporation; PRC = People’s Republic of China; ROO = rule of origin; SME = small or medium-sized
enterprise; US = United States.

●

●

increased knowledge,
consultation and
training for all
stakeholders
seminars and
trainings (from
providing basic
information to laying
down step-by-step
procedures) tailored
to each industry or
sector, particularly
for SMEs
improved data
collection and
publication of FTA
usage for proper
assessment of FTAs

●

●

Philippines

emulation of FTA
promotion schemes of
other countries such
as use of FTA portals,
FTA experts pool and
highlighting success
stories of other firms

Information and
training

Trade and FTA
policies

(continued)

Country

Table 2A.2

Main findings and policy implications

APPENDIX 2A.3:

69

RULES OF ORIGIN AND ORIGIN
ADMINISTRATION – POLICY
CONSIDERATIONS FOR A
SINGLE EAST ASIAN FTA2

The idea of consolidating bilateral Asian FTAs into a single region-wide
FTA stems from a growing concern about the Asian noodle bowl effect.
In particular, multiple rules of origin (ROOs) and differing origin administration systems could increase the burden on firms and authorities (see
Baldwin 2006b; Estevadeordal and Suominen 2006; Kawai and Wignaraja
2007). While negotiations for a single East Asian FTA are still being
considered at the political level, there are emerging proposals for ROO
coherence. This appendix offers some pragmatic policy considerations –
including the use of coequal rules, expansion of cumulation and creation
of uniform origin regulations – to tame the diversity of ROOs in support
of existing production networks and enhance regional competitiveness.
Simplicity or Flexibility? The Case for Coequal Rules of Origin
It is often suggested that the best way to untangle the Asian noodle bowl
is to use a single type of ROO in FTAs. However, total harmonization
is unlikely to occur – at least in the short term – and the selection of an
appropriate ROO remains difficult. This can be illustrated using the two
common types of ROOs: the change in tariff classification (CTC) and
value content (VC) rules. The CTC rule appears to be the simplest form of
ROO to audit as it involves the changing of digits under the harmonized
system. However, the use of harmonized system codes could fail to reflect
the substantial transformation required in FTAs. Further, the harmonized
system is constantly being updated, which requires similar revisions in each
FTA’s ROOs. The VC rule, on the other hand, provides the private sector
with some flexibility in establishing origin with respect to the sourcing and
production of products. However, this rule is associated with uncertainty
from sudden shifts in wages, exchange rates or commodity prices. It could
also promote the use of low-cost and low-quality inputs that could result
in trade deflection. The use of the VC rule requires fairly sophisticated
accounting skills for both traders and customs authorities. Furthermore,
a single origin rule could fail to consider innovations in manufacturing
techniques and the rise of alternative sources of inputs.
In this regard, increased flexibility – more than simplicity in ROOs –
seems to be more appropriate and appealing to firms.3 Such flexibility may
be in the form of coequal ROOs (or alternative ROO options). Coequal
ROOs allow producers as much choice as possible to prove the origin of
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their products in a given FTA. Manufacturers can therefore use diverse
natural resource endowments and maximize the region’s supply chain
capacities. Creating coequal rules also has the advantage of familiarizing
trade practitioners with the different types of ROOs and preparing them
for future FTA or multilateral negotiations.
Coequal ROOs have already been adopted in AFTA. The earlier
AFTA ROO used either the wholly obtained criterion (for a few agricultural products) or a VC rule requiring 40 per cent local content (for most
manufactured products). This rule has been relaxed by allowing a choice
between the CTC and VC rules for establishing origin. Some productspecific rules have also been introduced as options to satisfy origin requirements. Coequal ROOs also feature heavily in the ASEAN–PRC CECA,
ASEAN–Korea CECA and ASEAN–Japan CEPA.
The flexibility in coequal ROOs may impose a particular burden on
customs authorities during their origin verifications. Coequal ROOs can
be simplified by creating standardized and detailed administrative guidelines such as a uniform origin regulation within the region. Furthermore,
use of technology through ‘e-origin solutions’ can significantly simplify
the origin verification process. Other measures or actions to facilitate the
process include:
●

●

Mandatory collection and reporting of data on issuance and use of
certificates of origin. This will reveal which type of ROO and which
FTAs are commonly used, and this information will be valuable to
FTA design and ROO administration.
Coordinating and, if necessary, centralizing the studies on ROOs
within the region in order to establish a resource bank of research on
origin issues. Future ROO research could include: (1) a case study
on utilization of AFTA’s preferences before and after the introduction of alternative or product-specific ROOs to quantify the effect
of coequal ROOs; and (2) mapping of convergence between the
coequal ROOs in AFTA and ASEAN-plus FTAs. A gap analysis
could provide a solid basis for negotiating common coequal ROOs
within an East Asia Free Trade Area (ASEAN+3) or Comprehensive
Economic Partnership in East Asia (ASEAN+6) framework.

Expanding Cumulation
While harmonized ROOs could bring substantial benefits, a rational and
well-designed cumulation regime could deepen the regional integration
process. Cumulation is an ROO scheme that authorizes the use of nondomestic inputs from a specific country or group of countries – regarding
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such inputs as originating in the FTA partner country claiming origin – in
determining the product’s origin.
There are three common types of ROO cumulation. First, bilateral
cumulation means that materials originating from an FTA partner
country may be considered as materials originating in the FTA partner
country claiming origin. Bilateral cumulation exists in bilateral or regional
FTAs. Second, diagonal cumulation involves more than one FTA and at
least three trading partners linked by such FTAs. Under diagonal cumulation, participating countries (provided they have identical ROOs in the
FTAs) agree that materials originating in one country may be considered
as originating from all the other countries. Third, full cumulation allows
sourcing of intermediate processing or production by parties in an FTA
within a specified area (even from non-FTA partner territories) to meet the
ROO requirements.
Full cumulation within a single East Asian FTA seems to be the best
option for the region. However, in the absence of a single FTA scenario or
the creation of identical ROOs in existing FTAs, a radical medium-term
proposal is the concept of extended cumulation. Extended cumulation
would allow cumulation of all originating inputs used in the production
of goods within a specific region (like the ASEAN+3 or ASEAN+6 countries) that would enter duty free if shipped directly to any of its member
countries. An example is the case of Japan’s bilateral FTAs with Malaysia
and Thailand. The bilateral FTAs allow cumulation of inputs from other
ASEAN countries not party to such bilateral FTAs and regardless of
ROOs in various ASEAN FTAs. In the short term, extended cumulation can be incorporated in all existing FTAs within the region. Such
regional convergence of ROOs could start from products that are already
duty free (for example, information technology products as in the case
of the ASEAN–Japan CEPA) and expand, beginning with products with
minimal tariff rates. This convergence process embraces variable strategies
in which the sequencing of FTA consolidation can take many directions.
In the long term, this can be the basis for a region-wide origin regime
(Cornejo and Harris 2007).
Toward Uniform Origin Regulations
An equally significant ROO issue is in the area of differing origin
administration. In the short term, mutual recognition of each country’s
established origin system (for example, Singapore’s paperless trading
and self-certification scheme) could be implemented. In the long run,
standardization or harmonization of origin systems including trade documentation requirements and procedures would facilitate regional trade.
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Governments may address administrative origin issues by establishing
joint committees to develop uniform origin regulations and enhancing
institutional capacity.
The joint committee may be an expansion of the ASEAN Task Force
on Rules of Origin or may require the creation of a separate region-wide
Origin Task Force. Participation of the private sector and the World
Customs Organization Regional Office will be important to make sure
that such regional rules are grounded on international standards and business practices. The joint committee’s purpose will be to develop common
guidelines for administration of existing and future ROOs in the region.
The process will involve developing predictable and transparent origin
templates and auditable origin standards in verification, certification,
advance rulings, tariff classification, dispute settlements and imposition
of penalties. The uniform regulations should also tackle the issue of origin
appeals. Without explicit appeal mechanisms, origin disputes can last
for years without any resolution. This creates ambivalence about ROOs
among parties involved. An appeal mechanism establishes precedence,
even at the regional level, thereby providing certainty and uniformity.
The joint committee could also explore the use of facilitative origin
measures, including:
●
●

●
●
●

●
●

●

Use of electronic systems and commerce products to delegate some
functions of the customs authorities to the private sector.
Simplified ROOs and certification methods where the margin of
preference is below a predetermined percentage (for example, 3–5
per cent).
Expansion of the use of ‘deemed’ originating goods (for example,
ASEAN–Japan CEPA expanded cumulation).
Special and differential value content requirements for least developed countries within the region.
Standardized origin contract clauses for importers and exporters that protect traders from liabilities associated with inaccurate
origin declarations and provide access to established arbitration
solutions. This can be further developed in collaboration with the
International Chamber of Commerce into a set of Incoterms (or
international commercial terms) for origin.
Flexible CTC rules with change requirement at the six-digit level.
Standardized VC calculations, definitions and methodologies, use of
either ‘build-up’ or ‘build-down’ methods, possible averaging of VC
requirement within a 12-month period as opposed to a shipment-byshipment basis for selected products.
Treatment of goods in free trade zones.
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NOTES
1. The surveys were conducted in the following periods: Japan (July 2007 to May 2008),
the PRC (October to December 2008), Korea (July to August 2008), Singapore (July
to October 2007), Thailand (April to August 2007) and the Philippines (March to
November 2008).
2. This appendix draws heavily from a background paper for this study prepared by Staples
(2008).
3. This was the experience under NAFTA. Manufacturing interest groups that had lobbied
hard to produce some of the most restrictive ROOs in the FTA are today operating
within completely different manufacturing systems and had to work equally hard to
amend the NAFTA ROOs to reflect their supply chains.
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3.

Japan
Daisuke Hiratsuka, Ikumo Isono and
Hitoshi Sato

3.1

INTRODUCTION

Japanese firms have expanded their operations overseas, contributing to
the formation of production networks in East Asia and accelerating de
facto economic integration (see Hiratsuka 2006). In addition, in recent
years, free trade agreements (FTAs) have proliferated in East Asia. As of
February 2010, Japan had ten bilateral FTAs in effect. In addition, Japan
has entered into a plurilateral agreement with Association of Southeast
Asian Nations (ASEAN); additional negotiations are ongoing with several
more countries. The proliferation of FTAs in the region is thought to be
behind the perceived overlapping rules of origin (ROOs) problem, or the
‘noodle bowl’ effect.
Effective implementation of these FTAs is becoming an increasingly
pressing issue. There have been numerous studies on the impacts of bilateral and plurilateral FTAs. These studies, based on computable general
equilibrium (CGE) models, assume that any firm can maximize profits
by utilizing the preferential tariffs of FTAs without any additional cost.
In reality, however, FTAs require certificates of origin, which impose
additional administrative costs on firms. The extent to which firms utilize
FTAs depends on the firms’ knowledge about the agreements and their
capacities to comply with requirements.
With this in mind, this chapter investigates how East Asian FTAs
have affected the behaviour of Japanese firms, including affiliates operating overseas. Specifically, the chapter aims to understand the impacts,
if any, of different tariffs and ROOs on Japanese exporters. Section 3.2
reviews Japan’s FTA strategy and trade performance on products that
have been liberalized by the FTAs involving Japan. Section 3.3 introduces a large sample survey conducted in 2006 by the Japan External
Trade Organization (JETRO). Section 3.4 presents the results of survey
interviews conducted during July 2007 to May 2008 by the Institute of
Developing Economies (IDE-JETRO) for the Asian Development Bank
77
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(ADB) to investigate FTA utilization, the costs and benefits of FTAs,
ROO problems, the overlapping ROOs problem and policy support.
Section 3.5 summarizes the implications of this study and offers policy
recommendations to utilize FTAs better.

3.2

JAPAN’S FTA STATUS

Japan’s FTA Strategy
Japan’s FTAs aim not only to facilitate trade but also to improve business
environments and enhance competitiveness through economic cooperation in the partner countries, where many Japanese affiliates have operations. Japan’s FTAs target developing countries rather than advanced
countries with large markets. Japan calls its FTAs ‘economic partnership
agreements’ (EPAs) because they cover elements beyond tariff elimination,
such as customs procedure cooperation, technical cooperation to enhance
human resources and domestic firms and cooperation on infrastructure.
For Japan, the enforcement of FTAs means strong commitment by the
countries concerned to improve their business environments.
As shown in Table 3.1, as of February 2010, Japan had bilateral FTAs
in effect with Brunei Darussalam, Chile, Indonesia, Malaysia, Mexico,
the Philippines, Singapore, Switzerland, Thailand and Viet Nam. In addition to those bilateral FTAs, Japan has entered into a plurilateral FTA
with ASEAN. Specifically, the ASEAN–Japan Comprehensive Economic
Partnership Agreement (CEPA) included Singapore, the Lao People’s
Democratic Republic, Viet Nam and Myanmar in December 2008; Brunei
Darussalam was added in January 2009. The plurilateral FTA will enter
into force with other ASEAN economies when national requirements are
fulfilled.
Impacts of FTAs Involving Japan: CGE Model Estimates
Studies on the impacts of FTAs involving Japan based on CGE models
include those by Kawasaki (2003), Brown et al. (2006), Ando and Urata
(2005), Kawai and Wignaraja (2007) and JETRO (2007b). Some interesting observations involving Japan have been obtained from these studies.
First, due to trade creation, Japan and FTA partner countries have been
found to experience gains in areas including welfare, gross domestic
product (GDP) and exports. Kawasaki (2003) estimated that Japan’s
FTAs with the People’s Republic of China (PRC), Thailand, the Republic
of Korea (hereinafter Korea), Malaysia, Indonesia and the Philippines
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Japan’s involvement in FTAs

Status

Agreement

Signed or in effect

Japan–Singapore EPA (2002)
Japan–Mexico EPA (2005)
Japan–Malaysia EPA (2006)
Japan–Chile EPA (2007)
Japan–Thailand EPA (2007)
Japan–Brunei Darussalam EPA (2008)
Japan–Indonesia EPA (2008)
ASEAN–Japan CEPA (2008)
Japan–Philippines EPA (2008)
Japan–Switzerland EPA (2009)
Japan–Viet Nam EPA (2009)

Under negotiation

Japan–Korea EPA (2003)
Japan–GCC EPA (2006)
Japan–India EPA (2007)
Japan–Australia EPA (2007)
Japan–Peru EPA (2009)

Proposed

Japan–PRC–Korea FTA (2003)
EAFTA (ASEAN+3) (2004)
Japan–Canada FTA (2005)
CEPEA (ASEAN+6) (2007)

Notes:
ASEAN = Association of Southeast Asian Nations; CEPA = Comprehensive Economic
Partnership Agreement; CEPEA = Comprehensive Economic Partnership in East Asia;
EAFTA = East Asia Free Trade Agreement; EPA = economic partnership agreement; FTA
= free trade agreement; GCC = Gulf Cooperation Council; Korea = Republic of Korea;
PRC = People’s Republic of China.
Source: Compiled from the website of Ministry of Foreign Affairs, Japan; Asian
Development Bank (2010); data as of February 2010.

increase Japan’s GDP by 0.45 per cent, 0.24 per cent, 0.12 per cent, 0.08
per cent, 0.06 per cent and 0.03 per cent, respectively, while each partner
country increases its GDP by 3.06 per cent, 20.09 per cent, 2.45 per cent,
5.07 per cent, 3.01 per cent and 3.03 per cent, respectively.
Second, due to trade diversion, those FTAs involving Japan generate
negative impacts on non-member countries. Kawasaki (2003) obtained
the results that an ASEAN–Japan CEPA would decrease the PRC’s GDP
by 0.28 per cent, and a PRC–Japan FTA would decrease the GDPs of
Singapore by 0.34 per cent, Indonesia by 0.26 per cent, Malaysia by 0.42
per cent, the Philippines by 0.27 per cent, Thailand by 1.06 per cent and
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Viet Nam by 0.59 per cent. Kawai and Wignaraja (2007) obtained the
results that a Japan–ASEAN FTA would increase the GDPs of Japan
and ASEAN by 0.21 per cent and 2.43 per cent, respectively, but would
decrease the GDPs of Korea and the PRC by 0.23 per cent and 0.14 per
cent, respectively. Ando and Urata (2005) obtained similar results.
Third, a larger number of FTA members in an agreement makes for
larger gains from an FTA. Ando and Urata (2005) estimated that an
ASEAN–Japan CEPA would increase Japan’s GDP by 0.18 per cent,
while expanding the agreement to include ASEAN+3 would increase it by
0.19 per cent. Kawai and Wignaraja (2007) obtained the results that Japan
could expect to increase its GDP by 1.54 per cent with a Japan–ASEAN+3
FTA, and by 1.59 per cent with a Japan–ASEAN+6 FTA. JETRO (2007b)
estimated that an ASEAN–Japan CEPA would increase Japan’s GDP by
0.3 per cent, while expanding the agreement to include ASEAN+3 and
ASEAN+6 would increase it by 2 per cent and 2.6 per cent, respectively.
Brown et al. (2006) estimated that unilateral free trade liberalization on
a non-discretionary most favoured nation (MFN) basis would increase
Japan’s welfare by 3.7 per cent, with partner countries also reaping large
gains. Finally, global free trade liberalization was estimated to increase
Japan’s GDP by 7.4 per cent.
Fourth, plurilateral FTAs such as an ASEAN–Japan CEPA have been
predicted to bring larger benefits than the combination of bilateral FTAs.
Fouquin (2008) compared simulation results of a combination of ASEANplus bilateral agreements (ASEAN–PRC, ASEAN–India, ASEAN–Korea
and ASEAN–Japan) and a plurilateral ASEAN+4 FTA. The plurilateral
FTA in which PRC, India, Japan and Korea not only remove their tariffs
on imports from ASEAN-10 members but also remove their bilateral
tariffs (for example, Japan–PRC FTA) was found to generate larger gains
than the combination of ASEAN-plus bilateral FTAs.

3.3

JETRO LARGE SAMPLE SURVEY

JETRO conducts an annual survey of Japanese firms on their international activities such as trade and foreign direct investment. This section
outlines Japanese firms’ utilization of FTAs and concerns over multiple
ROOs based on the JETRO surveys (2007a, 2008).
In the 2006 survey (JETRO 2007a), a questionnaire was sent to 2537
JETRO member firms engaged in manufacturing, trading (export and
import) and wholesale and retailing. The number of respondents was 729
(response rate 28.7 per cent). Similarly, in the 2007 survey, a questionnaire
was sent to 2626 firms, of which 733 responded (response rate 27.9 per
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Source:

Japan External Trade Organization (2007a, 2008).

Figure 3.1

Current and planned utilization of FTAs by Japanese firms

cent). The respondents were highly international in both surveys: more
than 70 per cent of them have overseas bases. Both surveys asked about
current and prospective use of FTAs. Only the 2006 survey addressed
different ROOs under FTAs in the Asia-Pacific region.
Utilization of FTAs by Japanese Firms
Figure 3.1 reports the utilization rates of FTAs.1 Two things are noteworthy. First, FTAs are not widely used by Japanese firms. In 2006, only
5.1 per cent (37 firms) utilized preferential tariff schemes and 8.2 per cent
(49 firms) planned to utilize them. The largest group of firms (42.7 per
cent) did not plan to utilize such schemes and more than a third (34.2 per
cent) were undecided. Although the number of firms that utilized FTAs
increased to 87 in 2007, more than 65 per cent of firms were still not willing
to use FTAs or were undecided.
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Nevertheless, an increasing number of Japanese firms are expressing
interest in FTAs. The percentage of firms that utilized FTAs more than
doubled in 2007. The percentage planning to utilize FTAs also increased
to 10.9 per cent. These changes are largely attributed to an increase in
Japan-related FTAs. As is shown in Figure 3.2, the Japan–Thailand EPA
(enacted in November 2007) obtained 31 user firms, and the Japan–Chile
EPA obtained 11 user firms. Also, the user firms for the Japan–Malaysia
EPA doubled.2 The popularity of Japan-related FTAs could be attributed to the fact that Japanese firms have well-established production and
procurement networks in the ASEAN region.3 The two most popular
bilateral FTAs are the Japan–Malaysia EPA and the Japan–Thailand
EPA.
Table 3.2 provides a disaggregated table of the number of Japanese firms
utilizing and planning to utilize FTAs by firm size and foreign ownership.
Many more large firms than small and medium-sized enterprises (SMEs)
utilize or plan to utilize FTAs. Similarly, among manufacturing firms,
multinationals are more eager than firms without foreign subsidiaries to
utilize FTAs.
Concerns over Multiple ROOs
The 2006 JETRO survey also asked Japanese firms for their views about
the increase in different ROOs. Among the 97 firms utilizing or planning
to utilize FTAs, 32 firms (33 per cent) replied that although there had not
been any problems so far, they believed that some problems might occur in
the future (Figure 3.3a). While 14 firms (14 per cent) did not see any problems in the existence of multiple ROOs, 22 firms (23 per cent) responded
that they did not know whether the existence of multiple ROOs would be
problematic. Thus, even Japanese firms that utilize or plan to utilize FTAs
appear to have difficulty evaluating the influence of different ROOs on
their businesses.
The 97 firms were also asked about the needs for ROO harmonization (Figure 3.3b). Although the majority (64 per cent of respondents)
appreciated harmonization of ROOs, the type of harmonization preferred varied. Twenty-four firms (25 per cent) preferred harmonization
in which firms would be able to choose either the value content (VC) rule
or the change in tariff classification (CTC). Also, 20 firms (21 per cent)
preferred the VC rule while 18 firms (19 per cent) preferred the CTC
classification.

M2443 - WIGNARAJA TEXT.indd 82

12/11/10 12:20:09

Japan

0

5

83

Number of firms
15
20

10

25

30

24
25

AFTA

15

Japan–Malaysia
EPA

31

Japan–Thailand
EPA

31

Japan–Mexico
EPA

25

Japan–Chile
EPA

11
6

Thailand–India
FTA

8

Thailand–Australia
FTA

8
7

Japan–Singapore
EPA

5
4

ASEAN–PRC CECA

2006
2007

5
PRC–Hong Kong,
China CEPA
Thailand–
New Zealand CEPA

35

7
1
2
1

Notes:
The Japan–Mexico EPA enforced in April 2005 is not included in the 2006 survey.
AFTA = ASEAN Free Trade Area; ASEAN = Association of Southeast Asian Nations;
CECA= Comprehensive Economic Cooperation Agreement; CEPA Comprehensive
Economic Partnership Agreement; EPA = economic partnership agreement; FTA = free
trade agreement; PRC = People’s Republic of China.
Source:

Japan External Trade Organization (2007a).

Figure 3.2
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Table 3.2

Utilization of FTAs by Japanese firms, 2007
Number
of
firms

Total
Large
Small/Medium
Manufacturing
MNC
Domestic
Nonmanufacturing

733
296
437
546
340
203
187

Using or planning to use

Not Undecided No
planning
(%)
answer
Using/ Using Planning
to use
(%)
planning (%)
to use
(%)
to use
(%)
(%)
22.8
29.4
18.3
25.3
30.9
16.3
15.5

11.9
17.2
8.2
13.7
17.6
7.4
6.4

10.9
12.2
10.1
11.5
13.2
8.9
9.1

37.4
36.1
38.2
36.1
35.6
36.9
41.2

28.0
25.3
29.7
26.6
25.3
28.6
32.1

11.9
9.1
13.7
12.1
8.2
18.2
11.2

Notes: FTA = free trade agreement; MNC = multinational corporation.
Source: Japan External Trade Organization (2008).

3.4

SMALL SAMPLE SURVEY OF SELECTED
INDUSTRIES

Overview
The JETRO surveys (2007a, 2008) provide information on how many
Japanese firms that have affiliates operating overseas are currently utilizing and plan to utilize the FTAs in effect in East Asia. They did not,
however, cover plans to use FTAs that were under negotiation at the
time the surveys were conducted, such as the ASEAN–Japan CEPA and
Japan–Thailand EPA. More importantly, the surveys did not investigate
several significant research questions related to the evaluation of FTAs:
Why are Japanese firms interested in FTAs between Asian countries?
What are the impediments to utilization of FTAs? Why are ROOs costly
to firms? Which ROO is the best practice and why? To answer these questions, on behalf of IDE-JETRO and the ADB, the authors conducted
interviews of Japanese firms between July 2007 and May 2008.
Current utilization of FTAs by Japanese firms
Thirty-eight firms were interviewed in three industries: electronics (16
firms), automotive (13 firms) and textile and garment (nine firms). The
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Figure 3.3a

Problems caused by multiple ROOs, as identified by
Japanese firms currently utilizing or planning to utilize FTAs,
2006

results are summarized in Table 3.3. Eleven of the firms interviewed (29
per cent) are currently utilizing FTAs. Of these 11 firms, two are from the
electronics industry, four are from automotives and five are from textiles
and garments.
Among the 38 firms, seven (29 per cent) are not currently utilizing FTAs
but plan to do so. If these firms were currently utilizing FTAs, the utilization rate would be 47 per cent. One of these firms plans to utilize FTAs for
electronics, and three firms each plan to utilize FTAs for automotives and
textiles and garments (Table 3.3).
Like JETRO (2008), we found that more large firms than SMEs utilize
FTAs. As for SMEs, which have fewer than 200 employees, two out
of ten firms are now utilizing FTAs while nine out of 28 large firms are
now utilizing FTAs. This conforms with the findings of Takahashi and
Urata (2008), who used probit analysis to show that larger firms are more
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Source: Author’s calculations based on survey data.

Figure 3.3b Necessity of harmonization of ROOs, as identified by Japanese
firms currently utilizing or planning to utilize FTAs, 2006
likely than small firms to use FTAs. The two SMEs that do use FTAs are
utilizing the Japan–Thailand EPA.
Table 3.4 reports which FTAs are utilized by the interviewed firms.4
Most of the utilization is of FTAs in which Japan is not involved. The
ASEAN Free Trade Area (AFTA) is being utilized the most (eight
firms). Two firms utilize the ASEAN–PRC Comprehensive Economic
Cooperation Agreement (CECA). Only eight firms are utilizing FTAs
involving Japan: five for Japan–Mexico, two for Japan–Thailand and
one for Japan–Malaysia. Meanwhile, no firms are utilizing the Japan–
Singapore EPA, which reflects the fact that most of Singapore’s MFN
tariff rates are 0 percent, excluding alcohol.
Which FTAs do firms plan to use? This question is important because
several FTAs involving Japan are nearing conclusion and are expected to
enter into force sometime between 2010 and 2015. As shown in Table 3.5,
the largest number of firms plans to use the ASEAN–Japan CEPA (13
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Current and planned utilization of FTAs by Japanese firms
(number of respondents)
All

Firms that use

Firms that
plan to use

By industry
Electronics
Automotive
Textile and garment

16
13
9

2
4
5

1
3
3

By size
Large*
Small and medium

28
10

9
2

7
0

Total

38

11

7

Notes:
* Large firms have 200 or more employees.
FTA = free trade agreement.
Source:

Authors’ calculations based on survey of 38 firms.

firms): five firms in the automotive industry, three in electronics and five
in textiles and garments. This agreement is the most popular because, as
a plurilateral agreement between the ten ASEAN countries and Japan, it
offers more business opportunities than a bilateral one. Among the bilateral FTAs, 11 firms plan to use the Japan–Thailand EPA, followed by the
Japan–Indonesia EPA (six firms) and the Japan–Korea EPA (six firms),
and then the Japan–India EPA (five firms).
Benefits and costs of FTAs
What benefits are Japanese firms expecting from FTAs? As shown in
Table 3.6, the interviewed firms see FTAs as beneficial because they bring
an ‘increase in exports’ (13 firms) and make goods ‘easier to import’ (13
firms). These figures indicate that Japanese firms expect mostly positive
trade effects from FTAs. In addition, ‘concentration of production’ is a
benefit cited by five firms (three from the automotive industry and two
from the textile and garment industry). These five firms think that FTAs
provide incentives to alter the location of production. Because the automotive industry is a typical industry in which economies of scale work,
FTAs promote concentration of the industry in specific countries. In the
textile and garment industry, because the industry’s characteristics vary
according to manufacturing processes, FTAs promote optimum location
according to manufacturing processes. However, no electronics firms
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Utilization of specific FTAs by Japanese firms (number of
respondents)

FTAs used
Japan–Singapore EPA
Japan–Mexico EPA
Japan–Malaysia EPA
Japan–Thailand EPA
AFTA
ASEAN–PRC CECA
Korea–Singapore FTA
Singapore–Australia FTA
Singapore–New Zealand
CEPA
Singapore–United States FTA
Thailand–Australia FTA
Thailand–New Zealand CEPA

All

Automotive

Electronics

Textile and
garment

0
5
1
2
8
2
0
0
0

0
3
1
0
3
0
0
0
0

0
2
0
0
2
0
0
0
0

0
0
0
2
3
2
0
0
0

0
1
0

0
1
0

0
0
0

0
0
0

Notes:
Multiple answers allowed.
AFTA = ASEAN Free Trade Area; ASEAN = Association of Southeast Asian Nations;
CECA = Comprehensive Economic Cooperation Agreement; CEPA = Comprehensive
Economic Partnership Agreement; EPA = economic partnership agreement; FTA = free
trade agreement; Korea = Republic of Korea; PRC = People’s Republic of China.
Source: Authors’ calculations based on survey of 38 firms.

cited ‘concentration of production’ as a benefit. Under various investment
promotion programs and the Information Technology Agreement (ITA),
Japanese affiliates operating in Asia are engaged in specific production
processes, and parts and components are traded without tariffs. Hence,
firms in the electronics industry do not need to change locations even if
FTAs are enforced.
Several firms perceived costs to using FTAs (Table 3.6). Among them,
six firms cited administrative and documentation costs. Six firms claimed
that their businesses had been affected by ‘disadvantage due to existing
FTAs’, and one firm saw the FTAs as bringing ‘increased competition in
Japan’. Japanese firms are worried about competitive disadvantages, in
particular those against Korea, which has concluded FTAs with ASEAN
and the United States (US) and is negotiating with the European Union
(EU).
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Planned utilization of specific FTAs by Japanese firms (number
of respondents)

Planning to use FTAs

All

Now
using
other
FTAs

Automotive

Electronics

Textile
and
garment

0
1
1
2
4
0
0

0
0
0
0
2
0
0

0
1
0
1
2
0
0

0
0
1
0
0
0
0

0
0
0
1
2
0
0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

2

2

1

1

0

Signed or in effect
Japan–Singapore EPA
Japan–Mexico EPA
Japan–Malaysia EPA
AFTA
ASEAN–PRC CECA
Korea–Singapore FTA
Singapore–Australia
FTA
Singapore–New
Zealand CEPA
Singapore–United
States FTA
Thailand–Australia
FTA
Thailand–New
Zealand CEPA
Japan–Philippines
EPA
Japan–Chile EPA
Japan–Thailand EPA
Japan–Indonesia EPA
Japan–Brunei
Darussalam EPA
ASEAN–Japan CEPA

2
11
6
0

2
7
4
0

0
4
5
0

2
2
0
0

0
5
1
0

13

9

5

3

5

Under negotiation
Thailand–India FTA
Japan–India EPA
Japan–Australia EPA
Japan–Korea EPA

2
5
0
6

0
2
0
3

1
5
0
3

0
0
0
1

1
0
0
2

Notes:
Multiple answers allowed.
FTA status categorization is as of survey period.
AFTA = ASEAN Free Trade Area; ASEAN = Association of Southeast Asian Nations;
CECA = Comprehensive Economic Cooperation Agreement; CEPA = Comprehensive
Economic Partnership Agreement; EPA = economic partnership agreement; FTA = free
trade agreement; Korea = Republic of Korea; PRC = People’s Republic of China.
Source:

Authors’ calculations based on survey of 38 firms.
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Benefits and costs of FTAs as indicated by Japanese firms
(number of respondents)

Benefits
Increase in exports
Easier to import
intermediate goods
and raw materials
Concentration of
production
New business
opportunities
Others
Costs
Increased competition
in Japan
Administrative and
documentation
requirements
Competitive
disadvantage
Relocation of
production
Others

All

Firms
that
use

Automotive

Electronics

Textile
and
garment

13
13

9
6

5
7

3
1

5
5

5

1

3

0

2

1

1

0

0

1

0

0

0

0

0

1

1

1

0

0

6

3

4

2

0

6

3

3

1

2

2

1

2

0

0

0

0

0

0

0

Notes:
Multiple answers allowed.
FTA = free trade agreement.
Source: Authors’ calculations based on survey of 38 firms.

Impediments to implementation
If Japanese firms see more benefits than costs to using FTAs, why do more
firms not use them? Several factors impede the utilization of FTAs by
Japanese firms. First, high administrative costs were cited by eight firms
(Table 3.7). Although the fee for the certificate of origin needed to utilize
FTAs is not large – around ¥3000 to ¥4000 (US$30–US$40)5 – preparation
of a document that satisfies the VC rule is especially costly, particularly
for SMEs.6 It is easier to prepare documentation to satisfy the CTC rule
because if tariff codes are added on the bill of materials, the document
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Impediments to FTA use as indicated by Japanese firms
(number of respondents)

Impediment

All (%)

MFN tariff rates
5 (33.3)
are low
Administration
8 (53.3)
costs
Confidentiality of 4 (26.7)
information
No idea
5 (33.3)
Others
1 (6.7)
Number of
15 (100.0)
respondents

Automotive Electronics Textile and
garment

Firms
that use

0

2

3

4

2

3

3

5

2

2

0

2

2
0

2
1

1
0

1
0

Notes:
Multiple answers allowed.
FTA = free trade agreement; MFN = most favoured nation.
Source:

Authors’ calculations based on survey of 38 firms.

meets the CTC rule. Firms complained that a lack of human resources
prevents them from using FTAs even for intrafirm trade, so they are forced
to limit their FTA use to those agreements that bring the largest benefit.
Moreover, the burden of preparing the documentation to obtain the certificate of origin falls on the exporter, while the benefits go to the importer.
Second, four firms cited applications asking for confidential information as an impediment. To satisfy the ROO, the components of products
have to be reported to agencies that issue certificates of origin, such as the
Japan Chamber of Commerce and Industry (JCCI). Because information
on the components or procurement source of some products is highly confidential, this impedes FTA use.
Third, as five firms pointed out, MFN tariff rates are low. Tariffs on
electronics were eliminated under the ITA in January 2000, with a few
exceptions including flat panel displays. More importantly, phase-out
tariff schedules discourage utilization of FTAs. Because of the difference
between the preferential tariff and the MFN one in the initial years, the
motivation to use FTAs is quite low.
Measures to encourage the utilization of FTAs
What measures could encourage utilization of FTAs? Less demanding
administration, including a self-certificate system, was cited by the most
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Japanese firms’ preferred measures to encourage FTA
utilization (number of respondents)

Measure
Less demanding
administration
(e.g., selfcertification)
Less restrictive
ROOs
Wider range of
products subject
to preferential
tariffs
No idea
Others

All

Firms
that use

Automotive

Electronics

Textile and
garment

9

5

3

2

4

0

0

0

0

0

3

2

0

2

1

16
1

1
0

6
0

7
1

3
0

Notes:
Multiple answers allowed.
FTA = free trade agreement; ROO = rule of origin.
Source: Authors’ calculations based on survey of 38 firms.

exporters (nine firms) (Table 3.8). Exporters have to submit application
documents with invoices to the JCCI so that the value added can be
calculated and the origin of the product confirmed. High administrative
costs related to securing a certificate of origin conflict with the just-in-time
production process.
Other complaints made reference to requirements for certificates of
origin by part and component. It is difficult to get certificates of origin
for some parts, particularly in automobile manufacturing. Dropping the
requirement for certificates of origin for the parts attached to a product’s
main units may encourage the utilization of FTAs.
Noodle bowl problem
How have firms in Japan viewed the ‘noodle bowl’ problem? Has it discouraged the use of FTAs? Asked about the problem stemming from overlapping FTAs in Japan, nine firms thought that different ROOs increase
costs. Six firms saw no problem at this point, but acknowledged that some
may occur in the future (Table 3.9).
Asked about their preferences regarding harmonization of ROOs, ten
firms preferred having the option to choose between the VC and CTC
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Burden imposed by multiple ROOs as indicated by Japanese
firms (number of respondents)

Perception
Different rules lead
to increased costs
Change of
production
process
No problem
Problem in future
No idea

All

Firms
that use

Automotive

Electronics

Textile and
garment

9

5

2

4

3

5

2

4

1

0

3
6
12

2
2
1

0
5
4

0
1
7

3
0
1

Notes:
Multiple answers allowed.
ROO = rule of origin.
Source:

Authors’ calculations based on survey of 38 firms.

rules (Table 3.10). Eight firms preferred the CTC rule, while no firm preferred the VC rule because it takes time to prepare the documents required
to calculate the value content ratio of products. The results from the small
sample survey contrast with the results by JETRO (2007a). In particular, firms in the machinery parts industry complained about the VC rule
because of the difficulty in calculating the value added (or local content) of
a single part, given that sources of suppliers as well as prices of materials
change frequently. Several firms hoped that the ROOs in the plurilateral
FTA (Japan–ASEAN EPA) could be applied to the bilateral FTAs, such
as the Japan–Malaysia and Japan–Thailand EPAs.
Which organizations and authorities are Japanese firms looking to for
guidance on FTAs? As summarized in Table 3.11, among the responding firms, the Ministry of Economy, Trade and Industry (METI) and
the Ministry of Foreign Affairs (MOFA) (13 firms), as well as JETRO
(11 firms), were cited most, followed by business associations (ten firms).
These replies show that firms are looking to both government and private
sector sources for FTA support.
What kind of support do firms want? Most of the FTAs adopt the
phase-out tariff schedule in which tariffs are gradually reduced over ten
years. Thus, tariff rates change every year. Transparency and clarity
of information on these changes would help promote the utilization of
FTAs.
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Japanese firms’ preferences for harmonization of ROOs
(number of respondents)

Preferred
harmonization

All

Firms
that use

Automotive

Electronics

Textile and
garment

VA rule
CTC rule
Option to choose
between VA and
CTC
No need to
harmonize
Do not know

0
8
10

0
4
4

0
1
6

0
1
3

0
6
1

1

1

0

0

1

15

2

6

8

1

Notes: CTC = change in tariff classification; ROO = rule of origin; VA = value added.
Source: Authors’ calculations based on survey of 38 firms.

Automotive
Industry profile
The automotive industry is one of Japan’s key industries. Japan became
the world’s largest production base of automobiles in 2006, surpassing
the US. Japanese automobile assemblers and automobile parts makers
make their products not only in Japan, but also in foreign countries. They
have been pursuing local production in foreign countries and international specialization of products. The automotive industry tends toward
agglomeration because it requires many components, and cooperative
product and management development; many automobile parts factories
are located near the final assemblers’ factories. As for international specialization, scale economies play an important role. For example, Toyota
Motor Thailand assembles pickup trucks, Toyota Motor Manufacturing
Indonesia assembles minivans, and they export reciprocally and to the
world. Thailand and Indonesia took first and second place in the ranking
of Toyota’s car production and sales in Asia excluding Japan in 2005. This
suggests that scale economies play an important role in ASEAN countries.
In addition, the barriers for international specialization in the automotive
industry are falling because the ASEAN Industrial Cooperation (AICO)
scheme and the Common Effective Preferential Tariff (CEPT) scheme
have come into broad use. Exports of passenger vehicles from Thailand
to Indonesia expanded from US$4.2 million in 2000 to US$416.2 million
in 2005; those from Thailand to the Philippines increased from US$0.7
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Japanese firms’ utilization of institutional FTA support
(number of respondents)

Institutions

All

Firms
that use

Automotive

Electronics

Textile and
garment

METI/MOFA
Business
associations
Chamber of
Commerce
JETRO
Counterpart
Lawyer/Consultant
None

13
10

8
5

6
4

3
2

4
4

7

3

4

1

2

11
3
5
0

5
1
1
0

5
2
3
0

1
1
1
0

5
0
1
0

Notes:
Multiple answers allowed.
FTA = free trade agreement; JETRO = Japan External Trade Organization; METI =
Ministry of Economy, Trade and Industry; MOFA = Ministry of Foreign Affairs.
Source:

Authors’ calculations based on survey of 38 firms.

million in 2000 to US$243.7 million in 2005; and those from Thailand to
Malaysia increased from US$0.2 million in 2000 to US$56.2 million in
2005. Japanese automobile assemblers are responsible for most of these
exports.
Utilization of FTAs
Despite the expectation that the automotive industry is likely to benefit
from FTAs because MFN tariff rates on automobiles are still high, we
found little increase of the utilization rate among interviewed firms in
the industry. We found several reasons for this low utilization rate. First,
many firms did not know how to use FTAs or did not know whether their
products were eligible for FTAs. For example, automobile parts maker A,
which has not utilized FTAs, sells the parts to assemblers’ affiliates within
the country. Goods shipped from Japan to Thailand or Malaysia are
mainly materials like iron and steel. Firm A does not know whether these
materials are eligible for FTAs, partly because the firm’s trade volumes
are very low, so it has not had sufficient incentive to investigate FTAs. The
interviewee also said that the firm handles many products and has little
time and resources to look into the FTA options.
Second, automotive firms said that they did not need to utilize FTAs
because they already enjoyed tax exemptions and other benefits. For
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example, automobile parts maker B pointed out other tax benefits it has
received. The firm has 17 or 18 affiliate factories in ASEAN countries. It
ships components from Japan, the US and ASEAN to Thailand and the
Philippines. In Thailand, because of the Board of Investments scheme,
the firm is exempt from tariffs or value-added taxes on materials when the
whole products are produced in Thailand and exported to foreign countries. In Viet Nam, the products sold from export processing zones to the
domestic market will be eligible for preferential tariffs similar to CEPT. As
a result, the firm feels no need to utilize FTAs.
Some automobile parts firms said that they used or tried to use FTAs
despite difficulties. Auto parts maker C utilizes AFTA and operates as
a wholly owned subsidiary of a Japanese automobile assembler, selling
mainly to the assembler. The firm does not plan to use the Japan–Malaysia
EPA although it exports to Malaysia, because its trading company in
Malaysia is not a wholly owned subsidiary of firm C. From the viewpoint of the trading company as an importer, the tariff reduction is surely
beneficial. If the importer were a wholly owned subsidiary, utilizing the
Japan–Malaysia EPA would generate profits for firm C.
Auto parts maker D exports 2000 items from Japan to Malaysia. It has
started utilizing the Japan–Malaysia EPA. In July 2007, it used the FTA
for four items as a trial, and it expanded to ten items in October. The firm
plans to expand its FTA utilization to 100 items that account for 80 or 90
per cent of its export value. Auto parts maker D does not plan to utilize
the FTA for the other 1900 items because it does not believe the benefits
will be worth the documentation costs.
Impact of FTAs
We expected that utilization of FTAs would induce relocation of factories
and concentration of product bases, but found little evidence of this. Auto
parts maker C used to have production lines in 18 countries including
Thailand, Malaysia, Australia and Indonesia. Because its parent company
plans to concentrate its production lines in Thailand, automobile parts
maker C also plans to concentrate its production lines in Thailand and
Malaysia and close the factories in Australia and Indonesia. While
the interviewee cited AFTA as one of the reasons for concentration of
products, the main reason is the assembler’s relocation.
Rules of origin
Although most firms are not facing problems related to overlapping rules
of origin, some exporters think that preparing different documents for
different ROOs will be very costly. Some automobile parts suppliers who
are not direct exporters are requested by final assemblers to submit ROO-
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related documents because the final assemblers need such documents to
obtain certificates of origin. It is difficult for such suppliers to ask the
final assemblers to pay higher delivery prices to compensate for the costs
incurred in the preparation of the documents. Auto parts maker D, which
utilizes only one FTA at present, foresees an increase in problems if it
begins to utilize several FTAs.
Policy issues
Japan’s FTAs may have arrived too late for small automobile parts suppliers. Big suppliers have already set up local plants in the PRC and ASEAN.
If the ASEAN–PRC CECA were to include the tariff reduction of automobile parts, Japan’s affiliates operating in the PRC would start to export
to ASEAN.
Automobile firms also seek to improve their competitive position vis-àvis the FTAs of their competitors. Japanese automotive firms are specifically concerned with the Korea–US FTA, which has been concluded, and
the Korea–EU FTA, which is expected to be signed soon.
Electronics
Industry profile
Electronics production in Japan is largely concentrated in high-valueadded final products for the home market and key parts and components
that are supplied to production bases in the PRC and ASEAN countries.
This global production structure limits the opportunities for Japanese
electronics manufacturers to exploit tariff reduction from Japan-related
FTAs. The ITA further reduces the opportunities for Japanese electronics
manufacturers to use Japan-related FTAs. It removes tariffs on a broad
range of information technology-related products, such as computers,
integrated circuits and digital cameras.7 Hence, products that would
benefit from FTAs are limited to audiovisual products and other products
such as TV sets and camcorders. TV sets with flat panel displays (FPDs)
are audiovisual products in which the Japanese electronics industry
maintains competitiveness. Although the assembling of FPD TV sets in
ASEAN countries has started, FPDs themselves are produced in Japan.
Hence, the Japanese electronics industry is particularly concerned about
tariff rates for FPDs.
Utilization of FTAs
Asked which FTAs their firms currently used, two interviewees pointed
to the Japan–Mexico EPA. Although no firms had already started to
use the Japan–Malaysia EPA, an interviewee was considering using it.
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Several interviewees noted that if the FTA between Japan and ASEAN
were to include FPDs, they would consider using the FTA along with the
Japan–Malaysia EPA.8
When asked about the utilization of FTAs in Asia, two interviewed
firms stated that they were using AFTA. In addition, interviewees noted
that they were interested in the FTAs with ASEAN negotiated by the
PRC and Korea because of the potential competition in FPDs with PRC
and Korea. The reason was twofold. Manufacturers that produce FPDs
were concerned about competition with FPDs made in the PRC or Korea.
Some other manufacturers found that exporting their products from
ASEAN to Korea would be beneficial because Korea has relatively high
tariffs for audiovisual products.
Impact of FTAs
Excepting firms whose products were covered by the ITA, interviewees
emphasized that FTAs were in general beneficial. Products for which
FTAs would benefit Japanese firms tend to be those not covered by the
ITA, such as TV sets and camcorders.
For trade with countries that do not participate in the ITA, FTAs are
more valuable. One interviewee lauded the Japan–Chile EPA, which
reduces Chile’s tariff on digital cameras to zero.9 However, even if countries do not join in the ITA, they may have zero tariffs for products
covered by the ITA. For example, Mexico, which is not a participant in
the ITA, sets zero tariffs for a broad range of electronics products through
the Sectoral Promotional Program, a Mexican tariff reduction scheme.
Interviewees from different firms agreed that a primary benefit of the
Japan–ASEAN EPA would be that firms would be allowed to export
FPD panels for TV sets from Japan to ASEAN countries.10 One manufacturer currently chooses to purchase inexpensive Korean thin film
transistor panels for TV sets assembled in Malaysia even though this
manufacturer produces its own thin film transistor panels in Japan. This
is due to the benefit from ASEAN CEPT’s local content rule (more than
40 per cent for TV sets). Another manufacturer noted that it chose domestic assembly of FPD TV sets. The ASEAN–Japan CEPA may affect such
firms’ behaviour and facilitate exports of FPDs from Japan to ASEAN
countries.
Citing a benefit of the Japan–Mexico EPA, one respondent said that his
firm had gained competitiveness in the US market for video projectors.
Therefore, although the impact is not measurable, anecdotal evidence
suggests that FTAs benefit Japanese manufacturers in terms of increased
market access and the import of intermediate goods and raw materials. One interviewee noted that the committee for improving business
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environments in the Japan–Mexico EPA had been successful. In particular, since such committees allow private sector participation, Japanese
private entities such as Nippon Keidanren and the Japanese Maquiladora
Association can potentially establish direct channels through which to
convey their concerns to the Mexican government.
In addition to the benefits of tariff removal with FTAs, these agreements may improve business environments. Indeed, most of Japan’s FTAs
articulate bilateral cooperation for improving business environments and
set up special committees for this purpose.
Electronics firms also pointed out several negative impacts of FTAs:
●

●

●

●

●

Increased documentation costs. In order to qualify for preferential
tariffs under FTAs, exporters have to prepare documents in compliance with the requirements of ROOs.11
Competitive disadvantages due to existing FTAs. Firms are concerned about threats to their current competitive positions in foreign
markets as a consequence of FTAs in which Japan is not involved.
Small tariff reduction by FTAs. The range of products for which
FTAs remove tariffs is not very wide for the electronics industry.
As mentioned above, the ITA eliminates tariffs for information
technology-related products, including integrated circuits. Also,
developing countries already have zero tariff schemes for attracting
foreign direct investment. Furthermore, gradual tariff reduction
schemes reduce the perceived benefits; for example, some products
have ten-year gradual tariff reduction schemes. This is problematic
when, after the conclusion of an FTA, a party government cuts
MFN tariffs much deeper than the FTA tariffs. As a result, no firms
use the FTA. Indeed, in the Japan–Mexico EPA, there are several
products for which MFN tariffs are lower than the preferential
tariffs.
Dissemination of confidential information. This point relates to the
method of ROO certification rather than the FTA itself. Calculations
of local content require information about costs and procurement
sources (countries). One interviewee raised the concern that the firm
had to submit ROO applications including sensitive information to
the certificate issuing body.
Direct shipping requirement. According to an interviewee, Asian
FTAs, such as the ASEAN–PRC CECA, tend to require direct
shipment. This conflicts with the common practice in which
exported goods are temporarily accumulated at regional headquarters for inventory adjustment before being shipped to their final
destination.
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Among the electronics firms we interviewed, most had not changed their
business plans in response to FTAs. This is because the impact of FTAs
is limited. However, many interviewees also noted that their firms may
change business plans in response to FTAs in the future. Also, almost all
interviewees answered that their firms studied the texts of FTA provisions
that may affect their businesses.12 In general, firms are keenly interested in
the implementation of existing FTAs and negotiations for future FTAs
that may affect Japanese firms’ business environments.
Rules of origin
The concern over complications stemming from overlapping ROOs was
apparent in our interviews with electronics firms. One interviewee noted
that the issue of overlapping ROOs had not caused any problems, but
speculated that it would be problematic in the future (Table 3.9). In the
case of the electronics industry, the usage of FTAs is limited because of
the ITA and other local schemes for tariff reduction, so ROOs are not
problematic in this industry.
Both firms utilizing FTAs noted that the existence of different ROOs
leads to increasing operating costs.13 For example, one firm had hired excustoms inspectors who were knowledgeable about the ROO of the North
American Free Trade Agreement (NAFTA) when it started to use that
agreement. An interviewee from this firm noted that such a practice was
possible in the case of NAFTA because its market size was large enough.
In the case of Asian FTAs, Japanese firms may base their decisions to use
FTAs on market size.
Accordingly, it is not surprising that all of the interviewed firms now
utilizing or planning to utilize FTAs supported ROO regimes that were
harmonized in a simple manner. Most interviewees noted that the CTC is
preferable to the VA rule because the VA criterion may reveal confidential
information through the process of certification.14
Two electronics manufacturers noted that the certification method of
ROOs mattered; the Japan-related FTAs require certification by a certifying body approved by the government whereas some other FTAs, such as
NAFTA, rely on self-certification.15 Self-certification systems offer benefits in
the following two respects. First, in self-certification, importers have to prove
that imported goods qualify for preferential tariffs under FTAs, placing the
burden of proof on importers rather than exporters. Second, for exporters,
self-certification means reduced waiting time for certification of ROOs. It
usually takes only one or two business days for the JCCI, the certifying body
in Japan, to issue certificates. However, one interviewee stressed that even
one day mattered crucially because the firm always made a great deal of
effort to reduce inventory costs by improving the distribution system.
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Policy issues
While all of the interviewed firms noted that government agencies provided information on FTAs via websites, the evaluation of such online
information services varied. According to an interviewee who gave low
ratings, online information offered by the government and JETRO was
too general. Two types of online information were most desired: information on FTAs to which Japan was not party, and more detailed information on tariff reduction schemes. Asked where they seek help for problems
in utilizing FTAs, most interviewees indicated the government (MOFA
and METI) and business associations such as the Japan Electronics and
Information Technology Industries Association.
Textiles and Garments
Industry profile
The process of manufacturing textiles and garments involves four steps:
spinning and yarn making, weaving or knitting, dyeing and manufacturing. The upstream process is in general more capital-intensive than the
downstream. According to interviewees from a textile manufacturer, while
their spinning and yarn-making factories are located in Japan, the PRC
and some ASEAN countries, factories for weaving and knitting are in the
user markets, such as European countries. This is partly because many
ROOs require the process of weaving or knitting to take place within the
market to benefit from preferential tariffs. Some textile firms have plans to
export high-value-added textiles to the PRC or Viet Nam to manufacture
clothing and bring it back to Japan.
Utilization of FTAs
Two of the interviewed firms used the Japan–Thailand EPA. They operate
factories in Thailand to manufacture clothing. Three firms used AFTA
and two firms used the ASEAN–PRC CECA. Among the several FTAs
under negotiation, the agreements with ASEAN, Indonesia and Korea
were identified by interviewed firms as FTAs they might use. Therefore,
while the interviewed firms showed interest in FTAs, the current utilization
of FTAs is low.
Impact of FTAs
Interviewees emphasized that FTAs were in general beneficial. Three firms
pointed out increased export sales due to improved market access, and
two firms expected that importing to Japan would become easier. Some
other firms pointed out the possibility of product concentration and new
business opportunities.
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With respect to impediments to using FTAs, interviewees pointed out
small tariff reduction under FTAs and increasing documentation costs.
One interviewee noted that partly because the firm outsourced its exporting and importing businesses, it was difficult to understand how it could
increase profits by using FTAs.
Due to lack of experience with FTAs among textile firms, respondents
were less decisive about the impacts on their business plans: all interviewees stated that FTAs might change their business plans or that they did
not know. Similarly, half of the interviewees had not investigated FTA
provisions. Four interviewees stated that less demanding administration
of ROOs would promote the use of FTAs; another interviewee thought
that the coverage of products subject to preferential tariffs should be
increased.
Rules of origin
Some textile firms interviewed expressed concerns over overlapping ROOs.
For the most part, interviewees did not give decisive answers: many of the
interviewed firms noted that ROOs might increase business costs and the
adoption of harmonized ROOs might offer benefits.
The textile industry has a common opinion on the preferred regime of
ROOs: change of CTC classification combined with specified production
process requirements. First, the fact that tariff codes change according to
production processes makes CTC a more convenient option. In the case
of synthetic fibres, spinning and weaving chemical substances into yarn
changes the codes to HS 5401–5406, weaving and knitting changes the
codes to 5407–5408, and then manufacturing clothing further changes
the codes to HS 6201–6217. Second, other major free trade areas such
as NAFTA and the EU use the CTC rule for the textile and garment
industry.
Policy issues
Although three interviewed firms acknowledged that government agencies provided information on FTAs via websites and business consulting
services, no firms use such services. Instead, firms obtain information on
FTAs through business associations in the industry. When seeking help
for problems encountered in utilizing FTAs, most interviewees indicated
the government (MOFA and METI) and business associations such as the
Japan Chemical Fibers Association (JCFA).
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SUMMARY OF FINDINGS AND POLICY
RECOMMENDATIONS

Based on the analysis of firm-level evidence, we can conclude that the
impact of Japan-related FTAs on business activities is smaller than is
estimated by studies using CGE models, mainly because few firms are
utilizing FTAs. The findings from the study are summarized below:
●

●

●

●

●

●
●

●

●

Because a large number of firms are already operating in Asia, for
small parts suppliers FTAs do not offer large advantages. Also, differentiated products that are not sensitive to changes in prices are
not suitable for FTAs because production volume is small.
FTAs involving Japan may improve business environments because
the FTAs provide opportunities for the business sector to participate in business and private talks related to FTA agreements.
With the Information Technology Agreement in effect, most information technology-related products are traded without tariffs. In
addition, investment promotion schemes that exempt tariffs on
intermediate goods for export purposes, like a Board of Investments
scheme, are available.
The phase-out tariff schedules by which tariffs are eliminated gradually over ten years makes the impact of FTAs small, dampening the
motivation for enterprises to use FTAs.
The current FTAs have documentation costs that are burdensome
to exporters and reduce the incentives for firms to use FTAs. Under
such a system, FTAs are better utilized for intrafirm trade rather
than interfirm trade.
Time delays incurred to obtain certificates of origin from organizations conflict with just-in-time production.
The ROOs issue can be an impediment to the utilization of FTAs.
While the application and certificate fee is small, the administrative
costs to prepare documents are costly for firms.
The VC rule is costly to firms because it can be difficult to calculate
the VC (or local content) for a single-part item when purchasing sources of parts and prices frequently change according to
market conditions. The VC rule also requires information about
costs and procurement sources. In cases where information on
original equipment manufacturer suppliers is confidential because
of patents and proprietary terms, firms may opt out of using the
FTA.
The CTC rule is a better practice than the VC rule. The bill of materials that describes the flow of the production process for a final

M2443 - WIGNARAJA TEXT.indd 103

12/11/10 12:20:10

104

●

●

Asia’s free trade agreements

product can be used as the CTC rule certificate if the tariff code
numbers are added to this document.
In Japan, due to limited human resources, documentation costs can
be high. Taking into consideration costs and benefits of economic
partnership agreements, the overlapping FTAs might force firms
to use FTAs selectively. As a result, firms will utilize FTAs only for
intrafirm trade of products that have high volume and high MFN
tariffs. This may not apply to situations in ASEAN countries where
labour costs are relatively low.
SMEs and firms in less developed countries face challenges to using
FTAs. FTAs benefit most large enterprises but penalize smaller
firms.

The following policy recommendations for governments are extracted
from our study:
●
●

●

●

●

●

●

Address the low levels of awareness among firms, especially among
SMEs, through information dissemination campaigns.
Provide operational guidelines to increase predictability and reduce
administrative costs to acquiring certificates of origin for exporters.
Equally, information on ROOs and phase-out tariff schedules and
comparisons with MFN rates should be made easily accessible to
firms.16
Re-examine and improve the self-certification system used to
prepare documentation. The US self-certification system should be
an example.
Promote unilateral tariff liberalization. Rules of origin are cumbersome, and unilateral tariff liberalization on an MFN basis provides
attractive alternative options for exporters.
Launch trade facilitation measures, such as quick customs clearance, which would enhance the just-in-time production system in
production networks.
Promote region-wide plurilateral FTAs over bilateral FTAs to mitigate the ‘noodle bowl’ problem. This enables firms to utilize FTA
preferential tariffs among the countries concerned by adopting a
regional cumulation rule.
Promote a simple multilateral trade system that does not require
cumbersome procedures. Develop multilateral trade negotiations at
the World Trade Organization alongside FTAs.
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NOTES
1.

2.
3.
4.
5.
6.
7.
8.

9.
10.
11.
12.
13.
14.

15.
16.

The 2006 survey asked about the following 14 FTAs: Japan–Singapore EPA, Japan–
Malaysia EPA, ASEAN Free Trade Area (AFTA), ASEAN–PRC Comprehensive
Economic Cooperation Agreement (CECA); PRC–Hong Kong, China CEPA; PRC–
Macau, China CEPA; Korea–Singapore FTA; Singapore–India CEPA; Singapore–New
Zealand CEPA; Singapore–Australia FTA; Thailand–India FTA; Thailand–Australia
FTA; Thailand–New Zealand CEPA and Australia–New Zealand FTA. Three FTAs
were added to the 2007 survey: Japan–Thailand EPA, Japan–Mexico EPA and Japan–
Chile EPA.
Although the Japan–Mexico EPA was enacted in May 2005, it was not included in the
2006 survey. Thus, it is not known whether the user firms increased in 2007.
Another exception is the Japan–Singapore EPA, which only five firms used in 2007.
Firms were allowed multiple answers.
In the US, there is no charge for the certificate.
SMEs that had been asked by their clients to submit data for ROO certification complained that it was very costly.
According to the World Trade Organization, 70 member states were participating in the
ITA as of November 2007 and it covers about 97 per cent of world trade in information
technology products.
Recently, the Japanese government and ASEAN agreed that the Japan–ASEAN EPA
would include FPDs as a subject of tariff removal. Thus, it is expected that Japanese
electronics manufacturers will benefit from the Japan–ASEAN EPA when exporting
FPDs to ASEAN countries.
The Japan–Chile EPA went into effect on 3 September 2007. The tariff on digital
cameras was 6 per cent.
One interviewee even asserted that this would be the only merit of the Japan–ASEAN
EPA.
This is because the Japan-related FTAs require certification by a private entity
approved as a certifying agency by the government. On the Japanese side, the Chamber
of Commerce issues certificates as the approved agency.
One firm does not study FTA provisions because all its products are subject to the
ITA.
As shown in Table 3.9, four electronics firms answered that the existence of different
ROOs leads to increasing operating costs. Half of these firms were utilizing FTAs.
Some interviewees noted that the VA rule would be occasionally more convenient than
CTC. For example, if manufacturers produced the key intermediate goods themselves,
it would be easy to verify that VA criteria were met. An interviewee said the best practice would be for firms to be able to choose either the CTC or VA rule.
For example, AFTA and Mercosur take similar certification methods to the Japanrelated FTAs.
The Japan customs website publishes tables of FTA tariffs vis-à-vis MFN rates but
there are no phaseout tariff schedules in the same table.
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People’s Republic of China
Zhang Yunling

4.1

INTRODUCTION

The People’s Republic of China (PRC) has emerged as a major player in
the global economy and considers free trade agreements (FTAs) an important part of its global trading strategy. The PRC’s export industries are
embedded in the existing regional and global production networks in that
they rely on foreign direct investment (FDI) flows and external supplies of
materials and intermediate goods. Immediately after its accession to the
World Trade Organization (WTO) in December 2001, the PRC adopted
a regional approach to trade and began taking part in FTAs. The PRC’s
firms view FTAs as a way to increase their access to partner markets.
Despite the government’s regional approach, PRC firms remain oriented
toward traditional markets like the United States. As rebalancing of
growth takes place, market orientation may shift toward the Association
of Southeast Asian Nations (ASEAN) and regional markets and the use of
FTAs may intensify.
This chapter analyses the results of a survey of 232 firms in the PRC
from October to December 2008 on the impact of FTAs. The survey
addressed questions on FTA utilization, perceived costs and benefits,
perceptions of multiple rules of origin and policy and institutional support
mechanisms. This study produces several recommendations to increase
FTA use on the part of PRC firms, including the expansion of support
services for firms, the promotion of larger regional FTAs and the creation
of more opportunities for collaboration between the government and the
private sector.

4.2

FTA STRATEGY AND TRADE TRENDS

The PRC approaches FTA negotiations as a means to perpetuate its
status as a significant player in the global economy. Its FTA partners
enter into agreements with the PRC on the basis of mutual interest. As

106

M2443 - WIGNARAJA TEXT.indd 106

12/11/10 12:20:10

People’s Republic of China

107

of February 2010, the PRC has concluded ten agreements. The most
notable of these agreements are the ASEAN–PRC Comprehensive
Economic Cooperation Agreement (CECA), PRC–Pakistan FTA, PRC–
Chile FTA, PRC–New Zealand FTA, PRC–Singapore FTA, PRC–Hong
Kong, China Closer Economic Partnership Agreement (CEPA) and
PRC–Macau, China CEPA (see Table 4.1 for a summary of the PRC’s
FTAs). Furthermore, the PRC has conducted negotiations with the
Gulf Cooperation Council (GCC), Australia, Costa Rica, Iceland and
Norway; and completed feasibility studies on FTAs with partners including the South African Customs Union, India and the Republic of Korea
(hereinafter Korea).
The PRC is also active in signing regional agreements; it is a signatory
to the Asia-Pacific Trade Agreement (tariff reduction only, incorporating Bangladesh, the PRC, India, Korea, the Lao People’s Democratic
Republic and Sri Lanka) and the Greater Mekong Subregion CrossBorder Transport Agreement, and it has participated in feasibility studies
on the proposed Japan–PRC–Korea FTA, the East Asia Free Trade
Agreement (EAFTA) or ASEAN+3, and the Comprehensive Economic
Partnership in East Asia (CEPEA) or ASEAN+6.
PRC’s FTA Strategy
In general, the PRC has adopted a gradual approach when negotiating
agreements with trading partners: first goods, then services and investment,
followed by a comprehensive FTA package subject to the agreement of
both parties. The ASEAN–PRC Comprehensive Economic Cooperation
Agreement (CECA) and the PRC–Chile FTA were both adopted via this
gradual approach. The PRC–Pakistan FTA was preceded by an Early
Harvest Program based on tariff reductions, after which further negotiations around goods and investment took place (Zhang 2009a). In contrast,
the PRC–New Zealand, PRC–Singapore and PRC–Peru FTAs were all
more comprehensive in scope upon signing (Zhang 2009b).
Due to their focus on market liberalization and the facilitation of trade,
agreements between the PRC and developing economies tend to centre
upon the reduction of tariffs and non-tariff barriers to trade. Agreements
with developed economy partners, such as New Zealand and Singapore,
incorporate other policy and institutional issues including intellectual
property rights, transparency measures, quality assurance standards and
competition policy.
The PRC launched its regional trade strategy with the ASEAN–PRC
CECA. The ASEAN–PRC CECA was a natural extension of the increasing interest in trade and economic relations shared by the parties. From
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Table 4.1

Asia’s free trade agreements

PRC’s involvement in FTAs

Status

Agreement

Remarks

Signed or in
effect

Asia-Pacific Trade Agreement
(1976)
PRC–Thailand PTA (2003)

In effect since 1976; PRC
acceded in 2001
Early Harvest of ASEAN–
PRC CECA

PRC–Hong Kong, China CEPA
(2004)
PRC–Macau, China CEPA
(2004)
ASEAN–PRC CECA (2005)

PRC–Chile FTA (2006)
PRC–Pakistan FTA (2007)
PRC–New Zealand FTA (2008)
PRC–Singapore FTA (2009)
PRC–Peru FTA
Under
negotiation

PRC–GCC FTA (2005)

Framework agreement signed
in 2002; TIG agreement
in effect since 2005; TIS
agreement in effect since 2007

Signed in 2009; expected to
take effect soon
Framework agreement signed
in 2004; under negotiation

PRC–Australia FTA (2005)
PRC–Iceland FTA (2006)
PRC–Norway FTA (2007)
PRC–Costa Rica FTA (2009)
Proposed

PRC–India FTA (2003)
Japan–PRC–Korea FTA (2003)
EAFTA (ASEAN+3) (2004)

Investment agreement
initiated in 2007
Initiated study in 2004; report
completed in 2006

PRC–SACU FTA (2004)
PRC–Korea FTA (2005)
FTAAP (2006)
CEPEA (ASEAN+6) (2007)
PRC–Switzerland FTA (2009)
Notes:
The PRC–Singapore and PRC–Peru FTAs were not included in the study because both
agreements were concluded after the interviews took place.
ASEAN = Association of Southeast Asian Nations; CECA = Comprehensive Economic
Cooperation Agreement; CEPA = Comprehensive Economic Partnership Agreement;
CEPEA = Comprehensive Economic Partnership for East Asia; EAFTA = East Asia Free
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(continued)

Trade Agreement; EPA = economic partnership agreement; FTA = free trade agreement;
FTAAP = Free Trade Area of the Asia-Pacific; GCC = Gulf Cooperation Council;
Korea = Republic of Korea; PRC = People’s Republic of China; PTA = preferential tariff
agreement; SACU = Southern African Customs Union; TIG = trade in goods; TIS = trade
in services.
Sources: Ministry of Commerce of the People’s Republic of China (2009) and Asian
Development Bank (2010), data as of February 2010.

the PRC’s perspective, an FTA would make it easier for PRC companies
to enter ASEAN markets. An FTA would also serve as a preliminary
experiment in the promotion of regional integration and cooperation.1
The five areas emphasized in the ASEAN–PRC CECA as priority
sectors for cooperation were agriculture, information and communications
technology, human resources development, investment and the Greater
Mekong Subregion. Within and beyond these areas, cooperation has
taken place in relation to banking, finance, tourism, industry, transport,
telecommunications, intellectual property rights, small and medium-sized
enterprises (SMEs), the environment, biotechnology, fisheries, forests and
forestry products, mining, energy and subregional development. Capacitybuilding programmes have been implemented and technical assistance
provided, particularly for the newer ASEAN members, to facilitate economic structural adjustment and expand trade and investment with the
PRC. A significant aspect of the economic integration between the PRC
and ASEAN has been the establishment of legally based systems for trade,
investment and management that follow WTO rules and international
standards (Banda and Whalley 2005).
The PRC will continue its efforts to conclude more FTAs. The most
likely FTAs to be concluded in the near future are the PRC–GCC,
PRC–Norway, PRC–Costa Rica and PRC–Australia FTAs. The region
that has the greatest significance for the PRC, however, is East Asia. The
PRC has expended great effort in promoting East Asian regional cooperation and integration. Economically, the PRC is a key player in the East
Asian regional production network and it has benefited remarkably from
increased integration and cooperation. For this reason, the PRC will
continue to take part in further regional arrangements. Apart from the
ASEAN–PRC FTA, the PRC also has a strong interest in promoting the
EAFTA. The primary reason for this is that a substantial amount of economic integration (in the form of a regional production network) already
exists among East Asian economies. The PRC is also promoting the proposed Japan–PRC–Korea FTA. These three economies are among the
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most integrated in East Asia and have, through FDI, created a high-level
economic network that facilitates economic exchange in trade, services
and other activities (Korea Institute for International Economic Policy
2008). While it has been difficult for the three parties to reach a political
consensus, each agrees that an investment agreement should be negotiated
first, with a view to establishing a solid foundation for future negotiations
around the trade of goods and services as well as further economic cooperation.2 The Free Trade Area of the Asia-Pacific initiative was proposed by
the United States during the Asia-Pacific Economic Cooperation (APEC)
leaders’ meeting in 2006. Although the PRC considers the negotiation of
an FTA in such a large region of the Asia-Pacific to be premature, it has
participated in APEC activities.
Impact of FTAs on Trade Flows
FTAs usually promote trade in goods and services and investment by
creating an improved environment for business between the partners
(Kawai and Wignaraja 2008b). For example, the Early Harvest Program
between the PRC and ASEAN helped to increase the volume of agricultural trade between the signatories. In the case of the PRC–Thailand
Early Harvest Program, the PRC share in Thai agricultural exports rose
from 8.8 per cent in 2003 to 13.4 per cent in 2006. PRC–ASEAN trade
in goods has increased significantly with an average annual growth rate
of over 20 per cent since 2000 (Ministry of Commerce of the PRC 2009).
However, it is debatable whether this is entirely attributable to the FTA,
given the extrinsic fact of the PRC’s economic boom and the increasingly
integrated regional production network deriving from increased flows of
FDI between the PRC and ASEAN. The PRC’s imports from ASEAN
have increased at a faster rate than its exports to the region. As of 2009,
ASEAN was the third-largest import market for the PRC. Strikingly,
high-tech goods (mainly electronics parts and automobiles) accounted for
53 per cent of the PRC’s imports from ASEAN.
FTAs may also prompt diversion of trade and investment away from
countries with less favourable business conditions. However, such effects
are not obvious in the case of the ASEAN–PRC CECA, ASEAN–Japan
Comprehensive Economic Partnership Agreement (CEPA) and ASEAN–
Korea CECA. Trade and investment activities between the PRC, Japan
and Korea also seem to have been unaffected by the three ASEAN-plus
agreements. The primary element affecting trade and investment among
ASEAN+3 countries is their differently structured markets and economies. Considering the large investments from Japan and Korea in both
ASEAN and the PRC, Japan and Korea could actually benefit from the
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Growth rates of PRC trade with major partners (%, year-onyear)

Trade partner

2002

2003

2004

2005

2006

2007

ASEAN total
Exports
Imports
Japan total
Exports
Imports
Korea total
Exports
Imports
US total
Exports
Imports
EU total
Exports
Imports

31.1
22.3
34.4
16.2
7.8
25.0
22.8
23.8
22.2
20.8
28.9
3.9
15.4
20.3
10.4

42.8
31.1
51.7
31.1
22.7
38.7
43.3
29.4
51.0
30.0
32.2
24.3
44.1
49.7
37.7

35.3
38.7
33.1
25.7
23.7
27.3
42.5
38.4
44.3
34.3
35.1
31.9
33.9
38.8
27.8

23.1
29.1
19.0
9.9
14.3
6.5
24.3
26.2
23.4
24.8
30.4
9.1
22.6
34.1
5.0

23.4
28.8
19.4
12.5
9.1
15.2
20.0
26.8
16.9
23.9
25.5
19.2
26.0
30.0
19.1

25.9
32.0
21.0
13.8
11.4
15.8
19.1
26.1
15.6
15.0
14.4
17.2
27.0
29.1
22.4

Notes: ASEAN = Association of Southeast Asian Nations; EU = European Union;
Korea = Republic of Korea; PRC = People’s Republic of China; US = United States.
Source: Author’s calculations based on International Monetary Fund (2009), data as of
January 2009.

ASEAN–PRC CECA because the agreement between ASEAN and the
PRC creates an open market for the existing production network.
In practice, the major factors affecting flows of goods, services and
investment within East Asia are government policies (affecting the business policy environment), transportation (affecting operation costs) and
market size (affecting final sales volumes). The large trade flows between
the ASEAN–PRC, ASEAN–Japan and ASEAN–Korea have not been
greatly affected by the reduction in tariffs brought on by the FTAs given
that tariff rates were already very low (see Table 4.2). The weighted average
tariff rate was less than 5 per cent and there were no tariffs for manufacturing parts. Notably, information technology products were also already
tariff-free as a result of the WTO Information Technology Agreement.
Trade within East Asia is generally dominated by vertically integrated
production. Large volumes of trade and investment in East Asia simply
follow the three ‘ASEAN+1’ routes (ASEAN–PRC, ASEAN–Japan and
ASEAN–Korea), while flows that cross these routes are limited (except in
the case of the PRC–Japan–Korea).
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SURVEY FINDINGS

In October–December 2008, a survey of PRC firms was undertaken in
order to investigate the actual and perceived effects of FTAs on export
businesses. The 232 firms surveyed were randomly selected from 15
provinces and major cities: Guangdong, Shanghai, Shandong, Liaoning,
Jiangsu, Fujian, Henan, Hunan, Guangxi, Shanxi, Sichuan, Yunnan,
Tianjin, Hubei and Zhejiang (see Table 4.3 for a profile of the firm
sample).
FTA Use
Governments negotiate and sign FTAs to provide a better environment
for business. The greater the rate at which firms utilize FTAs, the greater
the potential benefits that can be realized. This section analyses the use
of FTAs by PRC firms in two ways. First, it examines utilization rates in
a direct sense, by calculating the share of firms that use or intend to use
FTAs. Second, it examines the degree of FTA coverage of firms’ exports,
by calculating the share of their total exports that benefit from FTA
provisions.
Of responding firms, 45 per cent (102 firms) stated that they used at least
one FTA and 78 per cent (176 firms) said that they used or planned to use
FTAs in the future. Such high prospective use figures suggest that PRC
exporters are aggressively considering FTAs as a significant trade policy
strategy. Table 4.4 summarizes the utilization rates of specific FTAs in
effect, under negotiation and proposed.
According to the firms that made use of FTAs, the ASEAN–PRC
CECA was by far the most popular agreement (65.7 per cent). The
PRC–Hong Kong, China CEPA has the second-highest usage rate at
46.1 per cent (47 firms), followed by the PRC–Chile FTA (32.4 per cent).
Among prospective users, 22.1 per cent of responding firms anticipate
using the ASEAN–PRC CECA in the future, 16.4 per cent plan to use the
PRC–New Zealand FTA, 14.2 per cent plan to use the PRC–Hong Kong,
China CEPA and 13.7 per cent plan to use the PRC–Pakistan FTA. The
importance of the ASEAN–PRC FTA reflects the growing importance
of regional markets to PRC exporters (Hong 2008). In fact, Hong Kong,
China’s importance as a trade centre for the PRC may soon be overshadowed by ASEAN, though for small and medium-sized firms Hong Kong,
China is still a significant market for exports. The lower shares of firms
that use or plan to use either the PRC–Chile or PRC–Pakistan FTAs may
reflect the fact Chile and Pakistan do not constitute significant markets for
firms’ exports at this time.
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42
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40.4
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Source:

Author’s calculations based on survey data.

Notes:
PRC = People’s Republic of China; SME = small or medium-sized enterprise.
Foreign firms are defined as firms with at least 10% foreign equity share.
Size is determined by number of employees: SME = 100 or fewer; large = 101–1000; and giant = more than 1000.
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Table 4.3

41.3
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Table 4.4

Current and planned utilization of FTAs by PRC firms

Agreement

Use

Plan to use

Number
Share of
of firms FTA users, %
(n = 102)
Signed or in effect
ASEAN–PRC CECA
PRC–Hong Kong, China
CEPA
PRC–Chile FTA
PRC–Pakistan FTA
PRC–New Zealand FTA
PRC–Macau, China
CEPA

Number
of firms

Share of
respondents,
% (n = 226)

67
47

65.7
46.1

50
32

22.1
14.2

33
22
15
15

32.4
21.6
14.7
14.7

28
31
37
25

12.4
13.7
16.4
11.1

Under negotiation
PRC–Australia FTA
PRC–Singapore FTA
PRC–GCC FTA
PRC–Costa Rica FTA
PRC–Iceland FTA

41
25
17
11
12

18.1
11.1
7.5
4.9
5.3

Proposed
Japan–PRC–Korea FTA
PRC–SACU FTA
PRC–India FTA
CEPEA (ASEAN+6)
EAFTA (ASEAN+3)
PRC–Korea FTA
PRC–Peru FTA
PRC–Norway FTA

39
35
33
31
29
24
20
17

17.3
15.5
14.6
13.7
12.8
10.6
8.8
7.5

Notes:
ASEAN = Association of Southeast Asian Nations; CECA = Comprehensive Economic
Cooperation Agreement; CEPA = Comprehensive Economic Partnership Agreement;
CEPEA = Comprehensive Economic Partnership for East Asia; EAFTA = East Asia Free
Trade Agreement; EPA = economic partnership agreement; FTA = free trade agreement;
GCC = Gulf Cooperation Council; Korea = Republic of Korea; PRC = People’s Republic
of China; PTA = preferential tariff agreement; SACU = Southern African Customs Union.
Plan to use does not include firms currently using an FTA. Firms may use or plan to use
more than one FTA.
FTA status categorization is as of survey period.
Source: Author’s calculations based on survey data.
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Table 4.4 also shows that among the five FTAs under negotiation, 18.1
per cent of responding firms (41 firms) plan to use the PRC–Australia
FTA and 11.1 per cent (25 firms) plan to use the PRC–Singapore FTA.3
The higher proportion of firms planning to use these two FTAs may
reflect the expectation on the part of PRC firms that they will increase
their exports to these markets in the future. In contrast, the expected use
rates for the PRC–GCC FTA, PRC–Costa Rica FTA and PRC–Iceland
FTA are significantly lower. There are also many proposed FTAs that are
under academic or official feasibility study by the PRC and its partners.
Of the proposed FTAs, 17.3 per cent of responding firms (39 firms) plan
to use the PRC–Japan–Korea FTA, 15.5 per cent (35 firms) plan to use
the PRC–South African Customs Union FTA, 14.6 per cent (33 firms)
plan to use the PRC–India FTA and approximately 13.3 per cent (around
30 firms) plan to use each of the two East Asian FTAs. The prospective
support for these proposed FTAs heralds a growing interest among PRC
firms in the potential of the East Asian, Indian and South African markets
for their products. This interest may increase as the studies progress.
While utilization rates, as defined by incidence of use, are relatively high
among PRC firms, the share of exports covered by FTAs is lower (see
Figure 4.1). Of responding firms, 8.8 per cent (12 firms) have FTA coverage for 50 per cent or more of their exports, 11 per cent (15 firms) have
coverage between 20 per cent and 50 per cent, 33.1 per cent (45 firms) have
coverage for less than 20 per cent of exports and almost half (64 firms)
have no FTA coverage for exports.4 This variable coverage of export value
by FTAs reflects the present market orientation of PRC firms toward traditional markets such as the United States. As rebalancing of growth takes
place, there may be a shift in market orientation toward ASEAN and
regional markets and the use of FTAs may intensify accordingly.
Impediments to Use
If FTAs can help firms export, why are utilization rates not higher? Firms
face many barriers to using FTAs (see Table 4.5). The top impediment to
using FTAs faced by firms is lack of information, chosen by 45.1 per cent
of firms (62.9 per cent of non-users), which indicates that lack of knowledge of FTAs among PRC exporters is a significant barrier. The other
top reasons given were time delays and administrative costs of applying
for certificates of origin, small margins between the most favoured nation
(MFN) and preferential rates, and use of other incentive schemes that give
duty-free treatment.

M2443 - WIGNARAJA TEXT.indd 115

12/11/10 12:20:10

116

Asia’s free trade agreements

0

% respondents
20
30

10

40

50

8.8

50% or more

11.0

20–50%

Less than 20%

33.1

No coverage

47.1

(n = 136)

Notes: FTA = free trade agreement; PRC = People’s Republic of China.
Source: Author’s calculations based on survey data.

Figure 4.1

FTA coverage of PRC exports

Benefits and Costs
More than half of responding firms identified an increase in export sales
as a benefit of the ASEAN–PRC CECA (see Table 4.6). This demonstrates that PRC firms are interested in market access, that is, in increasing exports to partner markets. The PRC’s exports are embedded in the
regional production network and rely on FDI flows and the external
supply of raw materials and intermediate goods. Accordingly, 89 firms
also reported greater convenience (39.2 per cent of responding firms) and
76 firms reported promotion of FDI and new business opportunities (33.5
per cent) as positive effects of the ASEAN–PRC CECA on their businesses. Less-cited benefits of that FTA were lower tariffs (27.8 per cent)
and the deepening of production networks and supply chains (17.2 per
cent). While PRC exporters are growing more connected to the regional
and global production networks, the majority of PRC firms are still manufacturing at the lower chain of the production networks dominated by
very large multinational corporations.
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Impediments to FTA use as indicated by PRC firms, number of
respondents (% respondents)

Impediments

Non-users only (%)

Total

78 (62.9)
18 (14.5)
17 (13.7)
15 (12.1)
13 (10.5)
8 (6.5)
8 (6.5)
6 (4.8)

102 (45.1)
24 (10.6)
32 (14.2)
20 (8.8)
24 (10.6)
12 (5.3)
10 (4.4)
14 (6.2)

Lack of information
Delays and administrative costs
Small margin of preference
Use of EPZ schemes and/or ITA
Confidentiality of information required
Arbitrary classification of origin
Too many exclusions
Non-tariff measures used by FTA partners
Number of responding firms

124

226

Notes:
Multiple answers allowed.
EPZ = export processing zone; FTA = free trade agreement; ITA = Information
Technology Agreement; PRC = People’s Republic of China.
Source:

Author’s calculations based on survey data.

For FTAs with newer markets like Chile and New Zealand, the benefits
most cited by firms were an increase in export sales due to widening market
access (18.9 per cent and 22 per cent of responding firms, respectively) and
greater convenience in exporting (15.9 per cent and 16.3 per cent, respectively). This reflects a trend that PRC firms, along with promoting a regional
focus, still practice a ‘go outside’ policy as a way to take advantage of outside
markets particularly for raw materials and primary products. For the PRC–
Pakistan FTA, 15.8 per cent of responding firms cited greater convenience
due to easier facilitation as a benefit, followed by the increase in export sales
due to widening market access (13.7 per cent). PRC firms may be viewing
Pakistan as an attractive investment location for lowering production cost.
The most cited negative impact of the ASEAN–PRC CECA was increased
competition from imported products and documentation costs relating
to FTA use. Firms’ concerns about increased competition from ASEAN
imports reflect the likelihood that many ASEAN manufacturers would
produce similar products as PRC firms within the multinational corporationcreated regional production network. PRC exporters are also concerned
about the complex and time-consuming procedures to obtain proper documentation for their export products. PRC firms are less concerned about the
negative impacts of the relocation of production and competitive disadvantages with precedent FTAs, given the strong labour market and abundance
of available capital that continues to ensure their competitiveness.
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Benefits and costs of FTAs as indicated by PRC firms (number
of respondents)

Benefits
Cheaper intermediate goods
due to lower tariffs
Increased market access
Promoting FDI and new
business opportunities
Greater convenience due to
enhanced trade facilitation
Concentration of production,
including deepening of
production networks and
supply chains
Costs
Increased competition
Documentation related to
FTA use
Competitive disadvantage
Relocation of production

ASEAN–
PRC
CECA

PRC–
Chile
FTA

PRC–
Pakistan
FTA

PRC–
New
Zealand
FTA

63

25

17

20

124
76

43
24

33
24

50
29

89

36

36

37

39

9

9

14

69
54

18
27

16
16

20
19

18
14

3
5

6
4

6
4

Notes:
Multiple responses allowed. The number of responding firms was 227.
ASEAN = Association of Southeast Asian Nations; CECA = Comprehensive Economic
Cooperation Agreement; FDI = foreign direct investment; FTA = free trade agreement;
PRC = People’s Republic of China.
Source: Author’s calculations based on survey data.

With the PRC–Chile FTA, documentation costs and increased competition from imported products were again the top two perceived negative
impacts, with the former receiving a slightly higher proportion of responses
than the latter (11.9 per cent and 7.9 per cent of responding firms, respectively). This higher perception of the negative impacts of documentation
may reflect the fact that Chile is a geographically distant market and firms
may be concerned about time delays affecting export schedules. With
the PRC–New Zealand FTA, 8.8 per cent of the respondents (20 firms)
rated increased competition from imported products as a negative impact
and 8.4 per cent (19 firms) were concerned about the negative impact of
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Notes: FTA = free trade agreement; PRC = People’s Republic of China.
Source:

Author’s calculations based on survey data.

Figure 4.2

PRC firms’ business strategy response to FTAs

documentation costs. With regard to the PRC–Pakistan FTA, only 7.0
per cent of respondents (16 firms) ranked increased competition from
imported products and documentation costs as negative impacts, which
allays some concerns about competition generated by low-priced products
manufactured in Pakistan.
Business Responsiveness and Knowledge of FTAs
Generally speaking, it is to be expected that once firms have gauged the
impacts of FTAs they will adjust their business plans to maximize the
benefits of these agreements to their business and minimize the costs. The
survey results demonstrate, however, that PRC firms have not responded
so actively. Only 2.6 per cent of respondents (six firms) stated that they
had changed or planned to change their business plans (see Figure 4.2).
The small share of definite affirmative responses may imply that FTAs
have had limited impact on firms’ decisions. Still, 31.3 per cent of respondents (71 firms) stated that they may change their business plans, reflecting
the potential for firms to become more responsive to FTAs in the future.
In order to understand the reasons behind the general lack of business
response to FTAs, the survey investigated the extent to which the firms
possessed detailed knowledge of the relevant FTAs. Only ten firms (4.4 per

M2443 - WIGNARAJA TEXT.indd 119

12/11/10 12:20:10

120

Asia’s free trade agreements

cent of the 229 responding firms) claimed to have a thorough and detailed
understanding of FTA provisions. Most of the firms responded that they
had not studied the texts at all (24 per cent of respondents), that they had
a limited understanding of FTAs (40.2 per cent of respondents) or that
they had knowledge of some aspects of FTA provisions (31.4 per cent).
This low level of knowledge of FTA provisions could be the result of three
possible conditions: a general lack of interest in FTAs, inadequate FTA
training and outreach, or the particular corporate officers who responded
to the survey lacking knowledge of FTAs. The limited knowledge of FTA
provisions professed by those surveyed indicates that there is much need
for the government to provide additional professional training for the
business community.
SMEs, in particular, may have difficulty making full use of FTAs due to
their limited human resources and level of management training, and so
would likely welcome professional training sponsored by the government
or commercial enterprises. Over 60 per cent of responding SMEs professed
to have either no knowledge or limited understanding of FTAs. Some
knowledge of FTA provisions was professed by 33.7 per cent of responding SMEs and a scant 3.1 per cent (three firms) claimed to have detailed
knowledge of FTAs.
Rules of Origin
Rules of origin (ROOs) play an important role in FTA use because all
products that could potentially benefit from liberalization measures
must be able to comply with these rules. ROOs may create three kinds
of problems for businesses: arranging certification of products may be
time-consuming and costly; differences between ROOs may make transactions more complex; and different FTAs may result in overlapping ROOs,
the so-called ‘noodle bowl’ effect (see Chapter 1 for a discussion of this
phenomenon).
Despite concern over the noodle bowl, only 6.3 per cent of responding
firms stated that multiple ROOs significantly add to business costs (see
Figure 4.3). This may reflect the extensive outsourcing of production processes that require frequent border crossings and with them the work of
complying with certificate of origin requirements and qualifying for tariff
concessions. Such outsourcing reduces the cost to firms of dealing with
ROOs. While it may not be difficult for products to meet the requirements
of the ROO system, associated documentation may still be very complex
(Cheong and Cho 2006). Also, the ambiguity evident in the high number
of ‘maybe’ and ‘do not know’ responses to the question about the effect of
ROOs on business costs may also indicate that many PRC firms have not
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Figure 4.3

Impacts of ROOs as indicated by PRC firms

yet understood how overlapping ROOs could be a significant problem for
their businesses.
While multiple ROOs do not seem costly to the surveyed firms overall,
among firms that use FTAs, the reported cost increases. Twelve firms out
of the 102 FTA users (11.8 per cent) stated that multiple ROOs significantly added to their business costs. When we combine the 11.8 per cent of
FTA users that perceive a significant addition to business costs from FTAs
with the 33.3 per cent who responded that FTAs may impose significant
burdens, we see nearly half of FTA users perceiving potential significant
costs from the negative effects of multiple ROOs.
One way to prevent problems due to overlapping ROOs would be to
harmonize the ROOs between FTAs. Asked whether they would benefit
from harmonized ROOs, 84 firms (38.9 per cent of the 216 responding
firms) replied that they would, and 79 firms (36.6 per cent) replied that
they probably would. With over 70 per cent of firms responding positively
to the suggestion of harmonization of ROOs, it seems that a single, regionwide, plurilateral ROO regime could be an effective mechanism through
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which to avoid the costs created by the ‘noodle bowl’.5 Asked about their
preferences on ROO harmonization, 31 firms replied that they would
prefer a value-added (VA)-based measurement, while 24 firms preferred
a change in tariff classification (CTC) rule. A further 41 firms replied that
they would prefer the option to choose between a value content (VC) rule
and CTC.
The preferences of PRC firms surveyed were distributed relatively
equally across the three possible rules of VA, CTC, and option to choose
VA or CTC. This broad distribution suggests that PRC firms are still in
the process of developing into transnational companies. This is illustrated
when PRC firms are contrasted with Japanese transnational firms, few
of which expressed their preference for a VC rule. The absence of a clear
preference could make the project of harmonizing ROOs difficult. In recognition of the fact that many PRC firms do not thoroughly understand
ROOs, it would be beneficial for the government to sponsor the creation
of an institution that could educate firms about ROOs in general, the differences between VA, VC and CTC, and their respective advantages and
disadvantages.
However, 129 firms indicated that they would prefer to be able to
self-certify their own certificates of origin. This high preference for selfcertification indicates that the existing certificate-issuing authority, with
its demanding requirements for documentation, does not fit with the trade
environment and is particularly in conflict with just-in-time production
systems. A self-certification system in which exporters are responsible for
preparing their own documents would greatly simplify the certification
process, enabling firms to save time and money. The government should
examine this option in light of the high number of firms that perceive
documentation costs as a negative aspect of FTAs.
Institutional Support
Institutional support for firms using FTAs is important. Two main
sources of institutional support are available to firms when they encounter
an FTA-related problem: government agencies and non-governmental
sources such as business associations.
The government agencies involved in assisting firms with issues regarding FTA usage and certificate of origin applications in the PRC are the
Ministry of Commerce (including local departments of commerce), China
Customs, the Ministry of Foreign Affairs and other agencies such as the
State General Administration for Quality Supervision, Inspection and
Quarantine. The Ministry of Commerce is directly responsible for negotiating, implementing and monitoring the various regional and bilateral
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FTAs. Its website contains important FTA information including legal
texts and instructions for obtaining further assistance. Further, the
Ministry of Commerce and the local departments of commerce are responsible for introducing FTAs by distributing informational documents, and
by organizing FTA seminars and training programmes. China Customs is
the agency authorized to issue certificates of origin for existing FTAs and
to implement the policies on tariff reductions and other nontariff barrier
reduction measures. The Ministry of Foreign Affairs does not deal directly
with FTA issues; its primary role with regard to FTAs is to provide basic
information on negotiations. Other governmental agencies provide concrete information to help firms comply with FTA provisions and make full
use of concluded FTAs.
Overall, PRC firms seek support more from the government and public
sources than from private sector sources such as business associations.
When seeking FTA-related assistance from government agencies, 135
firms go to the Ministry of Commerce and 114 firms indicated China
Customs as a source of support. Other government agencies, including
the Ministry of Foreign Affairs, seem to play only a marginal role (used
by only 22 firms). These figures indicate that the Ministry of Commerce
and China Customs have important roles to play in assisting firms to use
FTAs for exports.
Non-governmental agencies are another source of assistance for firms
and include the Chamber of Commerce, other smaller business associations, law firms and private consultants. Almost half of the respondents (103
firms) sought the Chamber of Commerce and 22 firms also indicated business associations as a source of help in dealing with FTAs issues, followed
by law firms and private consultants (indicated by a total of 60 firms).
When firms were asked about their knowledge of the specific FTA
services provided by different government agencies, the awareness of most
services showed room for improvement (see Figure 4.4). Only 52 firms
(38.8 per cent of responding firms) were aware of FTA training services
provided by government agencies and just 33 firms (24.6 per cent) were
aware that government agencies offered FTA-related business consulting services. A higher number of firms (97 firms, or 72.4 per cent) stated
that they were aware of government-sponsored websites on FTAs. This
high awareness rate for provision of online information on FTAs is probably attributable to the convenience that websites offer as sources of
information.
While online information and resources on FTAs are the most known
among the firms, the proportion of firms that used these services was much
lower (54.5 per cent of respondents) than the proportion of firms that
was aware of them. This suggests that firms may desire more interactive
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Figure 4.4

PRC firms’ awareness and use of government FTA services

information sources from the government or that information on websites
is not meeting all of firms’ information needs. The responses on business
consulting services suggest that firms made aware of these services are apt
to use them: while awareness of business consulting services was the lowest
(24.6 per cent), an equal percentage of firms were using these services.
Awareness of non-governmental services was much lower than awareness of services offered in the public sector, ranging from 29.1 per cent (39
firms) for consulting services to 41.8 per cent (56 firms) for support on the
issuance of certificates of origin (see Figure 4.5). Usage rates were generally similar to awareness rates, suggesting that when firms are made aware
of services from nongovernmental sources, they are likely to use them.
Considering that lack of information was the most significant impediment to use among PRC firms, it is no surprise that the majority of firms
want services beyond those shown in Figures 4.4 and 4.5. In particular,
information-based services are the most desired by the responding firms.
These include awareness training on FTA provisions (79.1 per cent),
studies on the impact of FTAs on businesses (83.1 per cent), monitoring and surveillance of non-tariff measures (42.7 per cent) and enhanced
consultations during FTA negotiations (39.6 per cent) (see Figure 4.6 for
a summary of services desired). Therefore, the government and private
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Figure 4.5

PRC firms’ awareness and use of non-governmental FTA
services

sector should devote more resources to such services. There is also demand
for technology-based services: 57.8 per cent of firms want upgrades to
electronic data interchange, while 27.1 per cent want upgrades of technical standards and skills. SME services are also in demand: about 40.9 per
cent of firms seek SME extension services and 34.7 per cent seek financial
support or other services for SMEs.

4.4

CONCLUSION

Summary
FTAs have become an important part of the PRC’s trade and economic
policies and it plans to take part in more FTAs in the future. This chapter
has analysed data from interviews with 232 firms that were randomly

M2443 - WIGNARAJA TEXT.indd 125

12/11/10 12:20:10

126

M2443 - WIGNARAJA TEXT.indd 126

12/11/10 12:20:11

0

10

20

30

40

50

60

70

80

90

Awareness
training

79.1

Enhanced
consultations

39.6

Information-based services

Impact on
business
studies

83.1

Use of EDI in
ROO system

Technology-based services

NTM
surveillance

42.7

57.8

SME
extension
services
Financial and other incentives

Technical
standards and
skills upgrade

27.1

40.9

Financial
support and
other services

34.7

(n = 225, multiple
answers allowed)

FTA support services desired by PRC firms

Author’s calculations based on survey data.

Figure 4.6

Source:

Notes: EDI = electronic data interchange; FTA = free trade agreement; NTM = non-tariff measure; PRC = People’s Republic of China; ROO =
rule of origin; SME = small or medium-sized enterprise.
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selected to cover a representative range of businesses in terms of size,
ownership, age, industry and location. The selected firms were all characterized by high or relatively high dependence on export markets for their
products. The following is a summary of the key findings:
Incidence of FTA use is high and is set to rise. The interviews revealed
that among the firms surveyed, 44 per cent were already using FTAs to
some extent, while 76 per cent were using or planned to use FTAs. While
this utilization rate is relatively high, the coverage of export value by
FTAs is lower. Use of FTAs as well as intensity of use (export coverage
of FTAs) can be improved by addressing the barriers to FTA use. The
main impediments reported by the firms surveyed, in order of impact from
highest to lowest, were lack of information on FTAs, small margin of
preferences, confidentiality of information required in certificate of origin
forms, and time delays and administrative costs of preparing applications
for certificates of origin.
Firms’ perceptions of FTAs’ impact on business were net positive. The
benefit perceived by the most firms was an increase in export sales due
to widening market access, while the negative impacts most cited were
increased competition from imports and documentation relating to FTA
use. The negative perceptions regarding FTA-related documentation indicate that firms remain concerned about red tape issues even after market
liberalization.
Firms are adjusting business strategies in response to FTAs but remain
uninformed of the details of provisions. Of the firms surveyed, 77 indicated that they had charged or might change their business plans in
response to FTAs. While firms are planning to take an active stance in
responding to FTAs, they still have limited knowledge of the details of
FTA provisions. Only ten firms claimed to have thorough and detailed
knowledge of FTAs. A further 72 firms professed to have some knowledge
of FTA provisions. These figures reflect a significant lack of information
accessible to firms.
Only about 6 per cent of firms regard multiple ROOs as costly to business. Rules of origin have a significant impact on FTA use because all
products that could benefit from liberalization are required to comply with
ROOs. A relatively low number of exporting firms considered multiple
ROOs to be problematic. This is perhaps because many firms are still unfamiliar with ROOs in practice, especially considering that export coverage
by FTAs is relatively low. With regard to proposals for ROO harmonization, there was very little variation in firm preferences among the options
(VA, CTC or both). However, a high proportion of respondents indicated
their preference for a ROO scheme that allowed self-certification, which
could significantly simplify ROO procedures. Firms also expressed the
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hope that government agencies would improve their information services
and ROO certification processes.
Firms want more FTA-related information services. Many firms
remained unaware of the services provided by government agencies or
non-governmental agencies such as business associations. The findings
suggest that when firms are aware of these services, they are likely to use
them. This suggests that outreach programmes can be made more effective
in informing the business sector of the range of services available. Among
the services desired by PRC firms, FTA-related information services were
the most cited. These should be considered of great importance to those
agencies wishing to promote the use of FTAs.
Policy Recommendations
The PRC is a major player in the global trading system. The FTAs concluded between the PRC and its trading partners thus have a significant
impact on both the PRC and the global trading system. Therefore, concluded FTAs should be consistent with this system, that is, with WTO
rules. The gradual approach taken by the PRC toward FTAs thus far has
been appropriate to its capacities as a developing country. However, as
domestic firms continue to gain regional and global capacity and move
toward becoming multinational corporations, the PRC should consider
establishing more comprehensive package agreements that incorporate
the liberalization of services and investment.
To address the concerns of firms, more effort should be made to
improve the assistance for firms to make the best use of the FTAs signed.
Special programmes and institutions should be developed to provide
FTA-related information, training and consulting services to the PRC’s
business community. The Ministry of Commerce, the China Council
for the Promotion of International Trade and the China Chamber of
International Commerce should conduct more thorough surveys on the
impacts of FTAs with a special focus on business responses. The institutions most sought out by firms in need of FTA-related assistance were the
Ministry of Commerce (among government agencies) and the Chamber of
Commerce (among non-governmental agencies). An electronic information exchange and sharing mechanism should be built by these two bodies
in order to maximize the utilization of services provided by both the public
and private sectors. Finally, market-based service firms should also be
encouraged.
The multi-layered FTAs that criss-cross East Asian markets seem to run
counter to the dynamics of the existing production network in which the
region’s economies are embedded. The ideal solution would be to promote
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a region-wide FTA in East Asia. However, given the difficulty in reaching
a consensus among East Asian countries, it would be more practical to
promote a facilitation agreement that starts with a single initiative such as
the mutual recognition of standards, the harmonization of ROOs or the
adoption of ROO guidelines in FTA negotiations in East Asia or APEC.

NOTES
1. Political gains are also important for the PRC. Since a closer economic relationship
helps to smooth the comprehensive relations between partners, it can help to create a
surrounding peaceful environment.
2. Japan seems in no hurry to pursue the Japan–PRC–Korea FTA and has placed the
proposed agreement on its long-term agenda. See Zhang and Xu (2008) for more
information.
3. The PRC–Singapore FTA was signed in October 2008.
4. Econometric analysis of the decision to export in the Chinese firm sample used in this
chapter reveals a link between FTA use, research and development (R&D) expenses to
sales ratios, and exporting to developed country markets. This indicates that the probability of exporting is positively associated with using FTAs, innovation and learning,
and connections with sophisticated markets. See Wignaraja (2010).
5. Feasibility studies on the EAFTA (ASEAN+3) and the CEPEA (ASEAN+6) have recommended the creation of a regional ROO regime. For the regional production network,
a single ROO regime for ASEAN+3 would seem more urgent (Kawai and Wignaraja
2008b).
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Republic of Korea
Inkyo Cheong and Jungran Cho

5.1

INTRODUCTION

Despite its limited natural resources and small domestic consumer market,
the Republic of Korea (hereinafter Korea) has grown into one of the
largest economies in the world, having taken advantage of globalization
and global trade liberalization under the General Agreement on Tariffs
and Trade (GATT) system.1 It is also an active participant in various bilateral free trade agreements (FTAs) and the Doha Development Round of
multilateral trade negotiations.
When Korea was a developing country, it opened up its market only
to a minimum. Over the past several years, Korea has come to see the
advantages of an open economy. With its elevated global economic position, Korea has recognized that the principle of mutual reciprocity has to
be applied to trade liberalization. Lee Myung-bak’s government, which
was elected in February 2008, decided on the construction of a ‘global
FTA network’ as its core foreign trade policy. It also plans to improve
the country’s declining trade environment in response to the recent global
financial crisis, and to sustain the country’s economic growth through the
conclusion of FTAs.2
Despite the assertive stance of the government, critics complain that
FTAs currently being implemented in Korea are only beneficial to some
enterprises. Also, while the Korean government has been pushing for
the conclusion of pending FTAs, it has been less successful in providing
information to help Korean businesses utilize the existing FTAs.
This chapter summarizes key findings from previous surveys3 and
presents new evidence from a survey conducted in July and August 2008
among 120 Korean firms, exploring critical questions regarding the utilization of FTAs, their perceived costs and benefits, perceptions of multiple
rules of origin (ROOs), and policy and institutional support mechanisms
available and demanded by firms for FTAs.4

130

M2443 - WIGNARAJA TEXT.indd 130

12/11/10 12:20:11

Republic of Korea

5.2

131

BACKGROUND: KOREA’S FTA POLICIES

Korean FTAs5
This section provides general information on the main elements contained
in the FTAs of Korea. Korea has not based its FTAs on one consistent
model agreement. The texts of the FTAs that it pursued in its negotiations
with Chile, Singapore and the United States (US) followed the framework
of the North American FTA (NAFTA), although the specific structure
and provisions of each agreement varied. The draft text of an agreement
with the European Free Trade Association (EFTA) at the start of negotiation was based on the EFTA–Singapore agreement. The structure of
the FTA between the Association of Southeast Asian Nations (ASEAN)
and Korea resembles those of the ASEAN Free Trade Area (AFTA) and
ASEAN–People’s Republic of China (PRC) FTA.
In terms of the substantive aspects of FTAs, Korea has maintained a
high degree of consistency. It has pursued comprehensive FTAs that cover
all industries and substantially all trade, in line with Article XXIV of
GATT 1994 and Article V of the General Agreement on Trade in Services
(GATS). Korea has improved the quality of its FTAs over time in terms of
liberalization of trade in goods and services.
Legislative Framework for FTA Negotiations
Under the Government Organization Act, the Minister of Foreign Affairs
and Trade is responsible for trade negotiations and the conclusion of
trade-related agreements with foreign countries.6 Therefore, the Office of
the Minister for Trade within the Ministry of Foreign Affairs and Trade
leads and coordinates Korea’s negotiations on FTAs, in which various
relevant ministries and agencies participate.
Detailed procedures, which must be followed by the government
officials participating in FTA negotiations, are set up in the form of the
Presidential Directive on Procedures for the Conclusion of Free Trade
Agreements (Directive).7 The Directive governs the entire process of negotiations, including the pre- and post-negotiation stages, of an FTA that the
Korean government undertakes.
Under the Directive, the Ministers’ Meeting for External Economic
Affairs (MMEEA) has the authority to make decisions on major policy
issues with regard to negotiations on FTAs the Korea pursues with its
partner countries. Such issues include the selection of countries with which
Korea will negotiate FTAs; the timing and the method of such negotiations; the mandates that will be given to the negotiating team; and other
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important directions for the negotiations. The Deputy Prime Minister for
Economy and Finance chairs the MMEEA with the participation of relevant economic ministers.
The Directive has established three committees: the FTA Committee,
the working-level subcommittee and the FTA Advisory Committee. These
three committees work together to draw up roadmaps for FTAs, make
decisions on Korea’s negotiating position for each FTA negotiation and
undertake follow-up measures after the conclusion of an FTA.
The FTA Committee, which is chaired by the Minister for Trade and
consists of deputy ministers of relevant ministries, is primarily responsible for making Korea’s FTA policy, overseeing FTA negotiations and
undertaking follow-up measures. Its subcommittees provide information on the government’s promotion of FTAs for the private sector.
The FTA Committee works with semi-official organizations such as the
Korea Trade-Investment Promotion Agency (KOTRA) and the Korea
International Trade Association (KITA), in collecting companies’ opinions on FTAs and disseminating information on FTAs. Many ministries
have close networks with industrial organizations regarding FTA issues,
and these channels are utilized for FTA promotion. One good example
of an FTA promotion is the FTA fair held at Seoul’s Convention and
Exhibition Center in December 2007, which was designed to provide FTA
utilization schemes and comprehensive FTA information to the public.
The FTA Advisory Committee, which is chaired by the Minister for
Trade and consists of experts from academia and businesses, gives advice
to the government in the pursuit of FTAs.8 As per pre-negotiations
procedures, Korea’s FTA partner and basic strategy for its execution
is drafted by the FTA Committee and endorsed by the MMEEA.9 The
FTA Committee recommends to the MMEEA candidate countries for
FTA partners on the basis of economic feasibility studies undertaken by
domestic research institutes. It is the Korean government’s usual practice
to carry out a joint study with a candidate FTA partner to examine the
feasibility of an FTA10 before it starts negotiations. However, a joint study
is not mandatory under the Directive. Korea launched negotiations with
Chile after two preliminary consultations. During the period of the joint
study, such issues as the economic effect of the FTA, the scope and coverage of the FTA and negotiating modalities are normally discussed.
When a joint study or any other form of preliminary consultation ends
with the conclusion that the proposed FTA is expected to bring benefits,
the FTA Committee recommends to the MMEEA the launching of FTA
negotiations. A public hearing must be held prior to the MMEEA’s
decision and the result of the public hearing should be presented to the
MMEEA at its deliberation. The MMEEA has the final say on whether
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or not to launch the negotiations. This procedural requirement ensures
that various interested parties and industries will have a chance to be
fully heard by the government before the government makes any formal
decision on the launching of negotiations.
Trade Coverage and FTA Promotion
Korea became a late joiner of the bandwagon of FTA regionalism when
it enforced the Korea–Chile FTA in April 2004. Since then, it has liberalized trade with many countries by focusing on a strong FTA-centred
approach with the objective of securing export markets and economic
advancement through FTA channels.11 As of February 2010, in addition
to the long-standing Asia-Pacific Trade Agreement, Korea had implemented five FTAs: with Chile (April 2004), Singapore (March 2006),
EFTA (September 2006), ASEAN (with all ASEAN members except for
Thailand for goods in June 2007 and with all ASEAN members for services in September 2009) and India (January 2010). Korea signed an FTA
with the US in June 2007. It also de facto concluded an FTA with the
European Union in October 2009 and expects the agreement to be implemented in mid-2010. FTA negotiations with economies including Canada,
Mexico and Peru are currently under way, and joint research on FTAs
with the PRC and Mercosur has been completed. Table 5.1 summarizes
the status and progress of Korean FTAs.
The Korean government promotes FTAs in accordance with the FTA
Promotion Roadmap that was established in September 2003.12 This
roadmap classified the Korean government’s promotion of FTAs into
short-term promotion with Japan, Singapore and ASEAN, and mid- and
long-term promotion (3–5 years) with bigger economies like European
Union (EU), the PRC and the US. Korea’s FTAs with most of the countries included in the roadmap have been promoted as originally scheduled. In 2008, the promotion of the Japan–Korea Economic Partnership
Agreement (EPA) was discussed, and negotiations for an FTA with the
PRC will begin soon.
In December 2003, Korea and India had agreed to set up a joint study
group to establish a comprehensive cooperative relationship in the trade,
investment and service sectors of both countries, after which both countries were expected to have the same position on the conclusion of an
FTA. In addition, following agreement on the promotion of an FTA with
EFTA, FTAs with India and EFTA were added to the roadmap.
The promotion of FTAs with Japan, the PRC, Russia and the Gulf
Cooperation Council (GCC), which were not included in the existing
roadmap, is now under consideration. The government is hoping that
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Table 5.1
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Korea’s involvement in FTAs

Status

Agreement

Signed or in
effect

Asia-Pacific Trade Agreement
(1976)
Korea–Chile FTA (2004)
Korea–Singapore FTA (2006)
Korea–EFTA FTA (2006)
ASEAN–Korea CECA (2007)

Korea–India CEPA (2010)
Korea–United States FTA
(2007)
Under
negotiation

Japan–Korea EPA (2003)
Korea–Canada FTA (2005)
Korea–Mexico SECA (2006)
Korea–New Zealand FTA
(2008)
Korea–Australia FTA (2009)
Korea–GCC FTA (2009)
Korea–Peru FTA (2009)
Korea–EU FTA (2009)

Remarks

TIG in effect since 2007, TIS
in effect since 2009; investment
agreement was signed in Jun
2009
Signed 2007, undergoing
ratification in Korea
May resume negotiation soon
May resume negotiation soon

De facto concluded, expected
to be signed and implemented
soon

Korea–Colombia FTA (2009)
Proposed

Japan–PRC–Korea FTA
(2003)
EAFTA (ASEAN+3) (2004)
Korea–Malaysia FTA (2004)
Korea–Mercosur PTA (2004)
Korea–South Africa FTA
(2005)
PRC–Korea FTA (2005)
CEPEA (ASEAN+6) (2007)
Korea–Russia (EPA)
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Joint study in progress since
2002
Joint study in progress since
2005
Inactive with signing of
ASEAN–Korea CECA
Agreed to start official talks;
joint report in May 2006
Agreed to conduct joint study
in 2008
May start negotiation soon
Under consideration
Joint study in progress since
2008
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(continued)

Notes: ASEAN = Association of Southeast Asian Nations; CECA = Comprehensive
Economic Cooperation Agreement; CEPEA = Comprehensive Economic Partnership for
East Asia; EAFTA = East Asia Free Trade Agreement; EFTA = European Free Trade
Association; EPA = economic partnership agreement; EU = European Union; FTA =
free trade agreement; GCC = Gulf Cooperation Council; Korea = Republic of Korea;
PRC = People’s Republic of China; PTA = preferential tariff agreement; SECA = strategic
economic complementation agreement; TIG = trade in goods; TIS = trade in services.
Sources: Ministry of Trade, Republic of Korea (2004) and Asian Development Bank
(2010); data as of February 2010.

Korea’s FTA with the US will be ratified, and is preparing to promote the
FTA with the EU, which is expected to be implemented soon.
The Korean government has focused its promotion of FTAs on economies to which Korea exports. As Lee (2008) pointed out, minimizing
damages and expanding exports were Korea’s major aims in the promotion of FTAs. The top ten economies to which Korea exported in 2007, in
descending order, were: the PRC; the EU; the US; ASEAN; Japan; Hong
Kong, China; Taipei,China; Mexico; Russia and India. Of these, the EU,
the US, ASEAN, Mexico, Japan and India have been put into effect, have
concluded or are in the process of negotiations for an FTA with Korea.
This means that – excluding the special cases of Hong Kong, China and
Taipei,China – Korea has either concluded or is in the midst of FTA negotiations with all of its major trading partners except for the PRC.
Korea’s exports to the countries with which it had concluded FTAs up
to October 2008 accounted for nearly 26 per cent of its total exports in 2007
(Table 5.2), and if the countries with which FTA negotiations are currently
under way are included, this percentage increases to nearly 42 per cent. If
the FTAs that are currently being discussed are included, approximately
88 per cent of Korea’s foreign trade is covered by FTAs (Lee 2008).
The Korean government has been criticized as focusing more on concluding a large number of FTAs than on the content of those agreements.
Choi (2007) has pointed out that the conclusion of an FTA should not be
its own object; rather, an FTA should be a means to strengthen competitiveness and enhance efficiency. For example, the FTAs that Korea had
concluded before the Korea–US FTA were seen as having only allowed
limited market opening. In particular, the FTAs that Korea has concluded with developing countries are considered insufficient in terms of
liberalizing trade and opening up markets.
In Korea’s FTA with Chile, Korea’s major export items, such as home
appliances (including washing machines and refrigerators), were not
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Korea’s trade share by FTAs, 2007

Status

Signed or in effect

Under
negotiation

Proposed

FTA partner

Trade Share (%)
Export

Import

Export +
import

Total

Chile
EFTA
Singapore
ASEAN
United States

0.5
0.5
2.9
9.9
13.3

1.2
0.7
1.9
9.6
10.9

0.9
0.6
2.4
9.7
12.2

25.8

European Union
India
Canada
Mexico

14.9
1.7
1.1
1.9

9.7
1.2
1.0
0.3

12.4
1.5
1.1
1.1

41.8

PRC
Japan
Australia
New Zealand
Russia
Mercosur
GCC

21.3
8.2
1.4
0.2
1.6
1.1
2.4

15.7
16.8
3.7
0.3
1.5
1.1
17.5

18.6
12.4
2.5
0.3
1.5
1.1
9.7

87.9

Notes:
FTA status categorization is as of survey period.
ASEAN = Association of Southeast Asian Nations; EFTA = European Free Trade
Association; FTA = free trade agreement; GCC = Gulf Cooperation Council; Korea =
Republic of Korea; PRC = People’s Republic of China.
Source: UNCTAD (2006) cited in Lee (2008).

included among the items whose tariffs were abolished, and the FTA with
ASEAN designated over 200 items as ultrasensitive so that they would
not be affected by the FTA. As a result, ASEAN was able to maintain
the existing tariffs on Korea’s major export items.13 In Korea’s FTA with
Singapore, the ratio of tariff abolition is almost 100 per cent, as shown in
Table 5.3, but because Singapore is virtually a free trade zone, the FTA
had no significant effect on Korea’s export companies.
However, under the Korea–US FTA, it has been agreed that the tariffs
on most trade items will be abolished immediately when the agreement
goes into effect. Moreover, Korean enterprises are highly interested in
the implementation of the Korea–US FTA because of the large domestic
market of the US.
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Tariff eliminations in Korea’s FTAs (%)

FTA

Country

All industries

Manufacturing

Agriculture

Korea–Chile
FTA

Korea

Tariff
elimination:
6.4
Immediate
elimination:
87.2
Tariff
elimination:
99.0
Immediate
elimination:
41.8

Tariff
elimination:
100
Immediate
elimination:
99.9
Tariff
elimination:
99.8
Immediate
elimination:
30.6

Tariff
elimination:
71.2
Immediate
elimination:
15.6
Tariff
elimination:
94.2
Immediate
elimination:
92.9

Chile

Korea–
Singapore
FTA

Korea

Singapore
Korea–United
States FTA

Korea

United
States

Tariff
Tariff
Tariff
elimination:
elimination:
elimination:
91.6
97.4
66.6
Immediate
Immediate
Immediate
elimination:
elimination:
elimination:
59.7
68.8
16.0
Immediate tariff elimination (100)
Tariff
elimination:
99.7
Immediate
elimination:
80.4
Tariff
elimination:
100
Immediate
elimination:
82.1

Total: 100

Immediate
elimination:
91.6
Total: 100

Immediate
elimination:
87.7

Tariff
elimination:
98.0
Immediate
elimination:
38.1
Tariff
elimination:
100
Immediate
elimination:
58.7

Notes: FTA = free trade agreement; Korea = Republic of Korea.
Source:

Authors’ calculations based on Korean FTAs.

Since 2008, the Korean economy has faced sluggish growth. Under
these circumstances, lasting growth can no longer be guaranteed by the
existing economic growth paradigm of increasing inputs. If designed
well, FTAs can serve as useful policy instruments for driving economic
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growth. However, among most concluded FTAs, the content that induces
industrial competitiveness is insufficient. As such, they are not expected to
have any effect on the advancement of the economy other than boosting
the country’s exports. In contrast, the Korea–US FTA is generally viewed
as emphasizing competitiveness by providing provisions on deregulation
and general economic development. Unless agreements provide incentives
for industrial competitiveness, such as the deregulation provision in the
Korea–US FTA, they are not expected to affect economic growth beyond
boosting exports.
For large economic benefits to come from the conclusion of an FTA
with a particular country, the FTA should be comprehensive and the
range of the market opening should be wide. In particular, the share of
reduced tariff rates should be high, and less-stringent ROOs should be
adopted.

5.3

PREVIOUS LARGE-SCALE SURVEYS

FTAs bring about economic growth by expediting the accumulation of
material, human and knowledge capital. When the tariff and non-tariff
measures are removed, the resources are shifted from the industries with
weak competitive power to those with strong competitive power. It would
be ideal, if difficult, to select the countries with which to conclude an FTA
based on the expected advantages such agreements would bring to the
major industries.
Of the countries Korean enterprises prefer as FTA partners, with which
has Korea concluded FTAs with so far? Table 5.4 summarizes the results
of Cheong (2006).
In 2006, with the support of the Federation of Korean Industries, the
authors conducted a survey among Korean enterprises regarding their
preferred country to conclude FTAs with. The results were presented in
the 2006 seminar, The Promotion of FTAs and the Gain and Loss by
Industry, held at the Federation of Korean Industries in Seoul (Cho and
Cheong 2006). The analysis covered the automotive, steel, electronics,
chemical and textile and garment industries.
The results showed that Korean enterprises prefer FTAs to be concluded with big economic blocs like the PRC, the US and the EU. This
diverges from the Korean government’s current promotion of FTAs with
smaller economies like Chile, Singapore and EFTA. Korean enterprises
considered the conclusion of an FTA with the PRC to be the most urgent.
In particular, the electronics and chemical industries ranked the PRC first
among their preferred FTA partner countries, while the steel industry
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Korean firms’ FTA preferences

Industry

High priority

Medium priority

Low priority

Automotive

EU, US, PRC

Brazil, India

Machinery

EU, US, PRC,
Mexico
PRC, Mexico,
EU
PRC, India

Canada, Australia,
Mexico
Canada, Australia
Mercosur, ASEAN

Japan, India, US

US, EU, Mercosur

Mexico,
Australia, Canada
US, EU

Electronics
Chemicals
Steel and metals
Textile and
garment

ASEAN, PRC,
India
US, Canada

Mercosur, Canada,
Australia
PRC, India

Brazil, India

Japan, EU,
Mexico, Australia

Notes: ASEAN = Association of Southeast Asian Nations; EU = European Union; FTA
= free trade agreement; Korea = Republic of Korea; PRC = People’s Republic of China;
US = United States.
Source:

Cheong (2006).

ranked it second, after ASEAN. The automotive and machinery industries, on the other hand, regard an FTA with the PRC as less attractive
than FTAs with the EU and the US. The Korean textile and garment
industry, whose price competitiveness is weaker than that of the PRC,
considers the promotion of an FTA with the US as most urgently needed
(Cheong 2008).
As of October 2008, the Korean government was negotiating FTAs
with Canada, India, Mexico, the EU and the GCC. Most of the content
of the FTA with India was concluded in the September negotiations, but
it is known that some controversial points need to be resolved before it is
officially signed. In another survey in 2008, Korean enterprises expressed
full support of the government’s promotion of FTAs, but expressed their
preference for promotion efforts to target preferred FTA partner countries
(KOTRA 2008). In the survey, the EU was cited by the most respondents,
followed by India and Canada.14
Firms cited several reasons for their preferences of Korea’s FTA partners, including high frequency and large volume of trade as well as the
FTA partner country being a major export–import country. Firms cited
reasons related to future marketability and profitability, such as expected
improvement of the FTA partner country’s export performance as well as
the scale and potential of the country’s economy and market. Concerning
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the enterprises’ desire that FTA negotiations with Japan be resumed, the
reasons that most of the enterprises cited were that it is advantageous for
importing raw materials, materials or parts, and because Japan is a major
trading country. Regarding the enterprises’ desire that PRC–Korea FTA
negotiations be started, the reasons that most of the enterprises cited were
that the PRC is a major trading country and that the volume and frequency of trade with the country are large. As for concluding FTAs with
Russia and India, these countries’ economic growth potential and high
marketability were big factors.
Regarding FTA promotion strategy, the Korea Institute for
International Trade (2008) proposed that FTAs be promoted first with
resource-rich countries, and requested that the government carefully consider whether to conclude FTAs with the PRC and Japan because such
FTAs will have a great impact on Korea’s domestic industries. The report
examined the order of priorities for promoting FTAs with 11 economic
blocs with which FTA negotiations are under way or are being considered, not including the economic blocs with which FTA negotiations have
already been concluded or are imminent (India and the EU). In examining the order of priorities, five points were considered: market scale and
growth potential; tariff level; the possibility of damaging the country’s
industries; the current amount of resources and energy; and the counterpart country’s current environment concerning the promotion of FTAs.
When these five points were taken into account, Russia was given the first
priority, followed by the GCC, Australia, India, the PRC, Mercosur and
Mexico.
Based on the results from several previous large-scale surveys, we
can propose the following tasks for Korea in relation to the promotion
of FTAs: (1) the early implementation of the Korea–US FTA; (2) the
early conclusion of the Korea–EU FTA; and (3) the early settlement
of the FTAs with GCC, India and Mexico, which are expected to put a
relatively small burden on the Korean economy. The Korea Institute for
International Trade has also recommended that FTAs be concluded with
Russia, Australia (and New Zealand) and Mercosur, and has advised the
government to consider carefully entering into FTA negotiations with
the PRC and Japan, as this is expected to produce an adverse impact on
the country’s industries.
To sum up, Korean enterprises are hoping that a broader market
opening will result from the FTAs that the government is promoting,
and they prefer the promotion of FTAs with countries that have large
economies (Cheong 2009). Particularly, they expect many business opportunities to be generated by the Korea–US FTA, which has been awaiting
ratification by the National Assembly since 2007, and they expect that the
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governments of the two countries will implement the FTA soon (Cheong
2007, 2008). The Korean government has been slower to promote FTAs
with Japan, India and other regions because Korean enterprises’ preference for FTAs with these partners is relatively lower than their preference
for FTAs with the US or the EU.

5.4

SURVEY OF 120 FIRMS15

Overview
We conducted a survey of 120 enterprises that manufacture automobiles
and automobile parts, electrical goods, machinery, chemicals, textiles and
garments, steel and metal products and sundries16 (Table 5.5). Eighteen
enterprises represented the chemical industry; the other industries each
had 17 representative enterprises. Thirty-three firms have more than
300 employees, 80 have 101–300 employees and seven have 50–100
employees.17
Knowledge of FTAs
The enterprises surveyed were all found to have some knowledge of the
content of the existing FTAs. Of the responding firms (120 firms), 12 firms
Table 5.5

Composition of sample of Korean firms surveyed

Industry

Number of
firms

Automotive
Electronics
Machinery
Chemicals
Textile and garment
Steel and metals
Sundries
Total

17
17
17
18
17
17
17
120

Firm size (number of firms)
Small

Medium

Large

0
3
0
0
0
0
4
7

12
10
12
10
13
12
11
80

5
4
5
8
4
5
2
33

Notes:
Korea = Republic of Korea.
Small firms have 50–100 employees; medium-sized firms have 101–300 employees; large
firms have more than 300 employees.
Source:

Authors’ calculations based on survey data.
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56.7

60

(n = 120)

% respondents

50
40

33.3

30
20
10.0
10
0
Detailed
knowledge

General
knowledge

Some
knowledge

Notes: FTA = free trade agreement; Korea = Republic of Korea.
Source: Authors’ calculations based on survey data.

Figure 5.1

Korean firms’ knowledge of FTA provisions, 2008

(10 per cent) indicated that they had detailed knowledge of these agreements’ contents, 68 firms (57 per cent) indicated that they understood most
parts of these agreements and 40 firms (33 per cent) indicated that they
knew about some of the FTAs’ provisions (see Figure 5.1).
The enterprises surveyed were found to have obtained FTA-related
information mainly from TV and by visiting the offices of business associations or government organizations related to international trade policies
(Figure 5.2). Businesspersons can gain access to detailed FTA and trade
information through a variety of associations by industry or trade organization and through the Internet. Despite this and the government’s push
to provide FTA-related information through diverse channels, firms still
complain that there is not enough detailed information about how to
utilize the FTAs under implementation. Because the government’s FTA
promotion activities have focused mainly on FTA policies and the content
of provisions, they have not addressed enterprises’ concerns on better
ways to use FTAs and the impact of FTAs on business. Alarmingly, the
FTA fair in 2007 sponsored by the government attracted less business
interest than expected. Hardly any information related to business activities was provided in the FTA presentation meetings or seminars held by
the government, illustrating the gap between government FTA priorities
and promotion efforts and business FTA needs.18
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50

40

30
20
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Others

Notes: FTA = free trade agreement; Korea = Republic of Korea.
Source:

Authors’ calculations based on survey data.

Figure 5.2

Sources Korean firms use to obtain information on FTAs, 2008

Table 5.6 shows the results of the survey on firms’ understanding of
FTAs by industry. The enterprises that understand FTAs well are evenly
distributed in most industries, with the textile and garment and automotive industries having the highest ratios, followed by the electronics,
chemical and sundries industries. Since low or no tariffs are applied to the
metals industry in accordance with the sectoral liberalization policy of the
Asia-Pacific Economic Cooperation (APEC), the enterprises belonging to
these industries were found to be relatively uninterested in FTA policies.
Costs and Benefits of FTAs
About 61 per cent (73 firms) of the responding companies indicated that
the FTAs that the Korean government has concluded so far are helpful
to their respective businesses; about 39 per cent (47 firms) indicated that
such FTAs are not helpful or have nothing to do with their businesses
(see subtotals in Table 5.7). The majority of these belong to the steel and
metals industry. The firms with positive responses perceive that FTAs
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Korean firms’ knowledge of FTAs by industry (number of
respondents)

Industry

Automotive
Electronics
Machinery
Chemicals
Textile and garment
Steel and metals
Sundries
Total

In detail
(1)

Well
(2)

Subtotal
(1) + (2)

Some
(3)

Do not Subtotal
know (3) + (4)
(4)

3
1
1
2
4
0
1

10
11
9
9
10
9
10

13
12
10
11
14
9
11

4
5
7
7
3
8
6

0
0
0
0
0
0
0

4
5
7
7
3
8
6

12

68

80

40

0

40

Notes: FTA = free trade agreement; Korea = Republic of Korea.
Source: Authors’ calculations based on survey data.

Table 5.7

Korean firms’ evaluation of FTAs by industry (number of
respondents)

Industry

Automotive
Electronics
Machinery
Chemicals
Textile and
garment
Steel and metals
Sundries
Number of
respondents

Number of
firms that
found FTAs
helpful to
business

Number of
firms that
found FTAs
somewhat
helpful to
business

Subtotal

Share of firms
that found
FTAs helpful
or somewhat
helpful to
business, %

3
1
1
2
2

10
10
7
7
9

17
17
17
18
17

76.5
64.7
47.1
50.0
64.7

1
2

5
13

17
17

35.3
88.2

12

61

120

60.8

Notes: FTA = free trade agreement; Korea = Republic of Korea.
Source: Authors’ calculations based on survey data.
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Korean firms’ knowledge and evaluation of FTAs
Number of
firms that
found FTAs
helpful or
somewhat
helpful to
business

Number of
Firms that
found FTAs
not helpful
to business

Subtotal

Share of
firms that
found FTAs
helpful or
somewhat
helpful to
business, %

Understand
FTAs in detail
Understand
FTAs well
Understand
FTAs a little

11

1

12

91.7

40

29

69

58.0

22

17

39

56.4

Number of
respondents

73

47

120

60.8

Level of
understanding

Notes: FTA = free trade agreement; Korea = Republic of Korea.
Source:

Authors’ calculations based on survey data.

contribute to the improvement of the business environment in the partner
countries, particularly concerning tariff eliminations on items with high
tariff rates.19
Of the 73 companies indicating that the government’s promotion of
FTAs would be helpful to their businesses, 47 employed 101–300 employees, 21 employed more than 300 employees and five employed 50–100
employees. Although all of the industries surveyed indicated that the promotion of FTAs by the government was helpful for their businesses, there
are differences in the number of firms across industries. There is more
agreement from sundries, automotives, textiles and garments and electronics, compared to the relatively small numbers from metals, machinery
and chemicals, which have lower tariff measures (see Table 5.7).
Firms’ knowledge of existing FTAs appears to have an unclear correlation with the firms indicating that the government’s promotion of FTAs
would be helpful to their businesses. Table 5.8 shows that 30 per cent of
companies indicating that the conclusion of FTAs would be helpful to their
businesses claimed that they only partially understood the existing FTAs;
and 36 per cent of companies responding that the conclusion of FTAs
would not be helpful to their businesses registered a low understanding of
the existing FTAs. Only six of the 12 companies that understand FTAs in
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detail indicated that FTAs would be helpful to their respective businesses;
five companies indicated that FTAs would be somewhat helpful to their
businesses; and the remaining firm (a chemical products manufacturer)
indicated that the conclusion of FTAs would not be helpful at all to its
business.
Utilization of FTAs
The number of companies that actually utilize the existing FTAs in their
respective businesses was found to be far lower than the number of companies that know the content of the existing FTAs. The survey showed
that while Korean enterprises are well informed about the existing FTAs
that their government is promoting, only 20.8 per cent of those surveyed
(25 firms) are currently utilizing the existing FTAs.20 When asked whether
they plan to utilize the existing FTAs, 54.2 per cent (65 firms) responded
that they plan to do so.
When the 25 companies responding that they are currently utilizing
the existing FTAs were classified by industry, most of the companies
were found to belong to the textile and garment and chemical industries
(five each), followed by the sundries industry (four). Traditionally, these
industries have high dependence on exports for their growth.
In terms of firm size, larger firms are not only friendly to the FTA policies but are also actively utilizing the existing FTAs for their businesses.
It is not difficult for larger firms to utilize the existing FTAs because they
have the human resources to handle the task. For example, firm A, an
automobile manufacturer, had been operating exclusive teams to handle
FTA rules of origin for two or three years and had built a database for
tracking the procurement of parts for its own products and a system for
analysing the production process and rules of origin. It had also constructed computer programs and a system to check automatically whether
the rules of origin are met.
Most small and medium-sized enterprises (SMEs), however, do not fully
understand FTAs and have not secured human resources to focus solely
on international trade. According to the Korea Small Business Institute
(2007), SMEs supply goods to big corporations within the country rather
than exporting the goods directly or selling them in the domestic market.
In recent years, the ratio of SMEs’ exports to their total sales has been
declining, while their supply of goods to the big corporations has been
sharply increasing.21 The increase in the SMEs’ supply of goods to the
country’s big corporations is due to the increase in the demand of the
big corporations (34.8 per cent) and the pursuit of stability in business
management (30.4 per cent).
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(n = 120, multiple
answers allowed)

120
105
100

Number of firms

75

74

80

60
46

45
Know
Do not know

40

15

20

0
Korea–Chile
FTA

ASEAN–Korea
CECA

EFTA

Notes: ASEAN = Association of Southeast Asian Nations; CECA = Comprehensive
Economic Cooperation Agreement; EFTA = European Free Trade Association; FTA =
free trade agreement; Korea = Republic of Korea.
Source:

Authors’ calculations based on survey data.

Figure 5.3

Korean firms’ awareness of implemented FTAs, 2008

Of the countries with which FTAs have been implemented, the degree
of awareness is highest for the FTA with Chile (88 per cent), followed by
FTAs with ASEAN (62 per cent) members such as Singapore, Malaysia,
Indonesia and Viet Nam, and finally the FTA with EFTA (38 per cent)
(see Figure 5.3).
Although only about 21 per cent of the Korean enterprises are utilizing
the existing FTAs, more than half of the enterprises surveyed responded
that they plan to utilize such FTAs (see Table 5.9). Most of the enterprises
that produce automobiles, automobile parts and sundries are establishing plans to utilize the existing FTAs. The enterprises in the chemical and
steel and metals industries, on the other hand, were found to have minimal
plans to utilize such FTAs.
Korean firms cited several reasons for not using FTAs (see Figure 5.4).
The top reasons for this were low tariff preferences (43 firms) and lack of
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Current and planned utilization of FTAs by Korean firms, by
industry

Industry

Automotive
Electronics
Machinery
Chemicals
Textile and
garment
Steel and metals
Sundries
Total

Number
of users

Number of
firms that
use or
plan to use

Subtotal

Share of
Share of
firms that firms that
use, %
use or plan
to use, %

3
3
2
5
5

15
6
10
2
13

17
17
17
18
17

17.7
17.7
11.8
27.8
29.4

88.2
35.3
58.8
11.1
76.5

3
4

5
14

17
17

17.6
23.5

29.4
82.4

25

65

120

20.8

54.2

Notes: FTA = free trade agreement; Korea = Republic of Korea.
Source: Authors’ calculations based on survey data.

information (41 firms). These findings are generally in line with the earlier
2008 KOTRA survey, which found 35.8 per cent of responding firms
stating that they do not use FTAs because of low tariff preferences, and
34.2 per cent citing lack of information.
Perceptions of Rules of Origin
The fact that Korean enterprises are preparing to utilize existing FTAs is
partly reflected by the results of the survey on the knowledge of the rules
of origin. When asked whether they grasp the ROOs of the FTAs that the
Korean government has implemented, 72 of the 120 surveyed enterprises
(60 per cent) responded that they had detailed knowledge or general
knowledge of them (see Figure 5.5). On the other hand, 40 per cent of the
surveyed enterprises (48 firms) were uninformed about the ROOs.
The lack of knowledge about ROOs can be explained in several ways.
Many enterprises still do not know the ROOs, and most of the enterprises
that are well informed about them worry about the costs of meeting such
rules. Next, many SMEs in Korea are more interested in the prospective
FTAs with the big economic blocs and may be ignoring FTAs in effect.
Although they appear uninterested in utilizing the FTAs that the Korean
government has implemented so far, they deem it useful to utilize FTAs
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(n = 120)
43

45

41

Number of firms

40
35
30
25
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13
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Other
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Notes: FTA = free trade agreement; Korea = Republic of Korea; ROO = rule of origin.
Source:

Authors’ calculations based on survey data.

Figure 5.4

Impediments to FTA use as indicated by Korean firms, 2008

with the big economic blocs to advance into the big domestic market
or to expand their exports. In particular, since the Korea–US FTA is a
comprehensive agreement and the tariffs on most of the items that Korea
exports are to be abolished within three years from the time the agreement
comes into effect, the manufacturing industries in Korea are highly interested in it. Because the FTA with the EU is being promoted based on the
Korea–US FTA, it can help expand Korea’s exports to the EU.
The 39 enterprises that are well acquainted with the ROOs were asked
whether they find it easy to meet the ROOs of the FTAs that the Korean
government has implemented. Thirty-three enterprises responded that
they find it easy to meet the ROOs, two responded that they find it difficult
to do so and four responded that they could not do so at all considering
their present circumstances (Table 5.10).
Looking at ROO knowledge by industry, firms in the sundries, textile
and garment, electronics, automotive and machinery industries are knowledgeable about ROOs. One unexpected result is that SMEs, which are
typically found in sundries, have a higher degree of knowledge of FTAs
than expected. The steel and chemical industries were found to have a low
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Source: Authors’ calculations based on survey data.

Figure 5.5

Korean firms’ knowledge of ROOs, 2008

degree of knowledge of the ROOs, which also reflects their low level of
knowledge of FTAs overall and plans to utilize the existing FTAs.
Asked how the ROOs to be adopted by the Korean government’s FTAs
could be improved in comparison with the existing ROOs, 41.7 per cent
of firms stated that it was necessary to adopt more flexible ROOs. On the
other hand, 14 (11.7 per cent) of the enterprises maintained that a more
restrictive form of the ROOs should be adopted. Most of these enterprises
were found to be manufacturing products that are facing severe competition with imported goods in the domestic market.

5.5

SUMMARY OF FINDINGS AND POLICY
RECOMMENDATIONS

Of the 120-firm sample, only 25 firms use free trade agreements currently,
while 65 use or plan to use FTAs. There are several reasons why only a
small share of firms utilizes FTAs. The most important impediment to
using FTAs is likely to be the low tariff preference of Korean FTAs (43
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Ease of ROO compliance as indicated by Korean firms
(number of respondents)

Industry
Automotive
Electronics
Machinery
Chemicals
Textile and garment
Steel and metals
Sundries
Total

Number of firms

Easy

Difficult

Impossible

3
3
7
5
6
6
9

3
2
5
5
5
5
8

0
0
0
0
0
1
1

0
1
2
0
1
0
0

39

33

2

4

Notes: Korea = Republic of Korea; ROO = rule of origin.
Source:

Authors’ calculations based on survey data.

firms), followed by the lack of information on FTAs (41 firms). Other
impediments are costs related to rules of origin (18 firms), administrative
costs (13 firms) and non-tariff measures (five firms). While the Korean
government has been actively promoting FTAs, it is recommended that
the government’s FTA promotion system should be supplemented with
targeted schemes for enhancing utilization of existing FTAs.
Lee Myung-bak’s government is now promoting strategic FTAs aimed
at forming a ‘global FTA network’. The government intends to secure
the world’s largest advanced markets through the promotion of FTAs
with the big economic blocs (the United States and European Union),
to adopt the economic system of the advanced economies, to establish
a national opening-up mindset and to pave the way for the revamping of less-competitive enterprises. The government is also constructing
Korea’s strongholds by continent by concluding FTAs with Central
America (Chile, Mercosur), Southeast Asia (Association of Southeast
Asian Nations), Europe (European Free Trade Association) and North
America (the US, Mexico and Canada). It aims to secure access to the
emerging big markets through bilateral FTAs with India, the People’s
Republic of China, Russia and the Gulf Cooperation Council.
We offer the following recommendations for the government of Korea.
Many of these could also prove useful for other economies.
Completion of several key FTAs will spur greater utilization. In the
existing FTAs, the range of preferential tariffs is not big; as such, only one
out of five enterprises was found to be utilizing them. On the other hand,
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half of the enterprises responded that they intended to utilize the existing
FTAs. These enterprises are thought to have so responded so with the
implementation of the Korea–US FTA in mind; since 2007 most of the
enterprises have been expecting the Korea–US FTA to be implemented
soon. Accordingly, the Korean government should complete the internal
ratification of the Korea–US FTA so that it can be implemented soon.
Furthermore, the Korean government should implement the agreement
that it concluded with India in 2009 and should conclude its FTA negotiations with the EU. Further, the government should promote FTAs with
East Asian countries such as Japan and the PRC.
Stakeholder consultation is crucial to the success of FTAs. Since the
conclusion of the Korea–US FTA, the Korean people have become highly
interested in the economic effects of FTAs, but it has become difficult to
form internal consensus, even with clear validation of economic feasibility.
Moreover, in the course of FTA negotiations, the government has found it
difficult to push an FTA agenda that satisfies all stakeholders, particularly
from the business community. As such, stakeholders in industrial circles
should be widely consulted in the course of establishing strategies and collecting relevant feedback. FTA negotiations that are undertaken without
collecting public opinion are likely to face opposition due to the public’s
lack of understanding of such FTAs. Public opposition can lead to enormous social costs, as was seen in 2008 in the candlelight street demonstrations related to American beef imports.
Support for utilization of FTAs is needed, especially by small and
medium-sized enterprises. In addition to improving its mechanism for
coordinating interests in the business community, the government should
establish effective schemes for increasing FTA utilization rates. The system
of supporting FTAs for SMEs, in particular, should be reinforced. Some
SMEs utilize FTAs extensively, but the rest are virtually indifferent to
them. Due to their limited human resources, SMEs find it difficult to grasp
the content of the existing FTAs and the ROOs for their own products.
While the government should take into account the current structure used
by many SMEs for supplying goods to big domestic corporations, FTAs
are useful not only for exports but also for procuring parts for production.
In the existing concluded FTAs, the ROOs are strict and complicated. In
future FTAs, more-lenient ROOs should be adopted.
Future FTAs should be approached more strategically and with more
attention to detail. The government’s procedures for promoting FTAs
have been systematized, but the procedures for consultations leave much
to be desired. As a result of the government’s top-down approach to the
promotion of FTAs, the agreements have neglected the matters that interest enterprises. In other developed countries, bottom-up trade policies are
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the norm, where the interests of enterprises are first considered, and then
the FTAs are promoted to realize these interests.

NOTES
1.
2.
3.

4.
5.
6.

7.

8.
9.
10.
11.
12.
13.

14.

15.
16.

Korea was the fourteenth-largest economy in the world in 2006, eleventh in 2007 and
fourteenth in 2008.
Refer to Baldwin and Rieder (2007), Holmes (2005), Donnenfeld (2003), Raff (2004)
and World Trade Organization (2002) for general discussions on the economic effects
of FTAs.
The previous studies include: Cheong (2006), an early survey analysing the ranking of
FTAs by firms based on the preference of countries with which Korea has concluded an
FTA; Korea Small Business Institute (2007), a survey of 500 small and medium-sized
Korean firms; and Korea Trade Investment Promotion Agency (KOTRA) (2008),
whose survey was conducted in April 2008 for 505 export-import companies.
Comprehensive analysis on preferential ROOs and related issues can be found in
Falvey and Reed (2002), Gretton and Gali (2005) and Grossman and Helpman (2005).
This section is based on the documents ‘Overview of Korea’s FTA Promotion and
Policy Directions’ (Ministry of Trade, Republic of Korea 2004) and ‘Korea’s Legislative
Framework for FTA Negotiations’ (Ministry of Trade, Republic of Korea 2005).
Article 30(1) of the Government Organization Act stipulates that: ‘The Minister of
Foreign Affairs and Trade shall exercise general supervision over diplomacy, trade
negotiations with foreign countries, and general management and coordination of trade
negotiations, treaties and other international agreements, protection of and support for
Korean nationals abroad, and research on international situations and immigration.’
The Directive has been established to facilitate consultations and coordination among
relevant ministries and to increase the understanding and participation of the general
public in the FTA process. The Directive entered into effect on 8 June 2004. Unofficial
translation of the Directive can be found in Ministry of Trade, Republic of Korea
(2004).
Article 9 of the Directive.
Article 13 of the Directive.
Before the launch of FTA negotiations with Japan, the Joint Study Group met seven
times during the period of 2002–03. After two meetings of the Joint Study Group in
2004, Korea launched FTA negotiations with EFTA in January 2005.
See Choi (2008) for more information on Korea’s progress in FTA negotiations.
See Ministry of Trade, Republic of Korea (2004) for an overview of Korea’s FTA promotion policies.
Due to political sensitivity to the opening of agriculture, Korea excluded many items
from its exports to Chile, but after the implementation of the agreement, its exports to
Chile increased by an annual average of 61 per cent for four years. According to the
research results of Kim (2008), who analysed Korea–Chile trade using an econometric
model, the increase in trade between the two countries is mostly attributable to the
implementation of the FTA.
Refer to Appendix 5A.1 regarding the major findings in KOTRA (2008). KOTRA, the
country’s largest trade promotion organization, and the International Trade Business
Institute under KITA published the list of countries that the Korean enterprises prefer
to have FTAs with in 2008.
The authors performed an additional survey in 2009. Refer to Appendix 5A.2 for a
summary of the findings.
‘Sundries’ is used here as a general category that covers other smaller industrial
sectors.
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Of the 120 firms, 45 recorded annual exports of more than US$100 million, 46 recorded
annual exports of US$10 million – US$100 million while the rest recorded annual
exports of US$1 million – US$10 million. Also, most of these firms are engaging in both
exports and domestic sales. The respondents were mostly deputy general managers in
charge of export and import, while the chief executive officers of some firms responded
to the survey.
See Hyun (2008) for more information on tasks to improve the business environment as
part of a seminar held by the Korea Society for International Trade.
Though 61 per cent of the firms said that FTAs were positive for their businesses, only
21 per cent utilized FTAs in their business by applying preferential tariffs.
FTA utilization findings were also presented at a seminar held by the Korea Association
of International Trade and Industries (Cho and Cheong 2008).
Big corporations are defined in Korea as firms with more than 500 workers, though
small variations in the number of workers are allowed depending on the industry.
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2008 KOTRA SURVEY FINDINGS
ON FTA PRIORITIES

According to the 2008 KOTRA survey of 505 firms, of the economies with
which Korea is currently negotiating FTAs, the EU was cited by the most
respondents as the economy with which they want an early conclusion
of FTA negotiations (87.7 per cent), followed by India (57.4 per cent),
Canada (54.1 per cent), Mexico (39.4 per cent) and the Gulf Cooperation
Council (37.8 per cent).
The majority of the respondents want FTA negotiations to be resumed
or initiated with the PRC (74.1 per cent), followed by Japan (67.7 per
cent), Russia (51.1 per cent), Australia and New Zealand (43 per cent) and
Mercosur (39.6 per cent).
Many enterprises are highly interested in the early implementation of the
Korea–US FTA. Seven out of ten respondents (70 per cent) indicated that
the Korea–US FTA should be ratified in 2008. About half of the respondent companies indicated that the promotion of a Japan–Korea EPA and
a PRC–Korea FTA should begin in 2009 or earlier, but a considerable
number of respondents opined that, considering the predicted effects of
such FTAs, their promotion should be thought of as a long-term goal.

APPENDIX 5A.2:

RESULT OF 2009 SURVEY OF 100
FIRMS

A survey of 100 additional firms was performed in 2009 to supplement the
2008 findings from the 120-firm sample presented in this study. The key
findings on utilization rates and awareness of FTAs from this new survey
are summarized below:
●

●

A slightly smaller share of firms (17.2 per cent) in the 2009 sample
indicated that they used an FTA, compared to 20.8 per cent in
2008.
Levels of awareness in the 2009 sample also dropped moderately:
8.1 per cent of responding firms in the 100-firm sample indicated
that they had detailed knowledge of FTA provisions, compared to
10.0 per cent in the 120-firm sample. The share of firms with detailed
knowledge of ROOs was 17.2 per cent in 2009 compared to 32.5 per
cent in 2008.

These differences can be explained by the inherent differences in the
samples, and several external circumstances. First, firms for the 2009
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survey were located in smaller cities and towns, mostly outside the capital
region, while those for the 2008 survey were generally found in Seoul and
its suburbs. It is likely that access to information and resources on FTAs
was more difficult for the firms located in more remote areas. Second,
as a response to the 2008–09 global economic crisis, many firms might
have shifted their production, concentrating on products for the domestic
market rather than for export markets, and therefore making less use of
FTAs. As a result, firms might have been less interested in government
promotion of FTAs. Third, ‘FTA fatigue’ and compliance fears may have
been exacerbated in 2009. Korea’s customs authorities imposed penalties
on several firms for not satisfying the ROOs of the FTAs they were using.
Consequently, firms became more reluctant to use FTAs. Finally, no additional FTAs were implemented during 2008–09.
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6.

Singapore
Chia Siow Yue

6.1

INTRODUCTION

The number of free trade agreements (FTAs) has been growing rapidly in
Asia since 2000 and these agreements are used by governments as a major
instrument of trade policy and foreign policy. Singapore has signed and is
negotiating numerous plurilateral and bilateral FTAs to secure economic
benefits by gaining access to the markets of FTA partners, consolidating
itself as a services hub, attracting more foreign investors and protecting its
growing investments abroad. Singapore offers free trade in goods (except
for import tariffs on a few alcoholic beverages), so its attraction for its FTA
partners lies in its restricted services market as well as its value as an investment location, investment partner and regional gateway to the rest of Asia.
There is a growing literature on measuring the effects of FTAs through
computable general equilibrium (CGE) modelling. However, there are few
empirical studies on the behaviour and perceptions of firms toward FTAs in
Asia. The main contribution of this chapter is the results of a survey of firms
in Singapore that attempts to cover this knowledge gap. The survey covers
firms in three export industries: electronics, pharmaceuticals and chemicals,
and textiles and garments. Although the automotive industry had initially
been chosen as one of the three industries of focus in the survey, its coverage
had to be abandoned when the nine firms surveyed were found to be engaged
in trading rather than automotive parts manufacturing.1 The automotive
industry was replaced with the pharmaceuticals and chemicals industry,
which is another leading Singaporean export industry. Unfortunately,
efforts to interview the chemicals industry cluster located on Jurong Island
were unsuccessful. The final tally of firms successfully surveyed was only 75.

6.2

SINGAPORE’S FTA STRATEGY

Singapore pursues a three-tier trade strategy, simultaneously supporting multilateralism (World Trade Organization, WTO) and regional and

159

M2443 - WIGNARAJA TEXT.indd 159

12/11/10 12:20:12

160

Asia’s free trade agreements

bilateral FTAs. It does this through its open trade regime (WTO 2004).
Singapore practices free trade in goods with only six tariff lines imposed
on alcoholic beverages. However, it had bound only 69 per cent of its most
favoured nation (MFN) tariffs with an overall bound simple average rate
of 10.7 per cent (WTO 2009a). The Singaporean government believes that
regional and bilateral FTAs could be building blocks if they were WTOconsistent (covering substantially all trade), WTO-plus (going beyond
WTO commitments) and open to countries prepared to make the same
commitments.
Since the early 1990s, FTAs have been instruments of Singapore’s
foreign and economic policy and have helped Singapore to consolidate
political and economic relations with selected countries. As of February
2010, Singapore has 30 regional, plurilateral and bilateral FTAs, economic partnership agreements (EPAs) and Comprehensive Economic
Cooperation Agreements (CECAs) signed and implemented and in various
stages of negotiation or under consideration. These are generally WTOconsistent (with Article XXIV of the General Agreement on Tariffs and
Trade and Article V of the General Agreement on Trade in Services) and
WTO-plus agreements covering not only trade in goods and services, but
also trade facilitation, investment, government procurement, intellectual
property rights protection, competition policy and even environmental
and labour standards. Singapore’s numerous FTA partnerships span the
world, from the Association of Southeast Asian Nations (ASEAN) to the
Asia-Pacific region and South Asia, the Middle East and Europe.
Singapore’s main motivation in signing so many FTAs is economic.
First, the network of FTAs is aimed at opening up markets for Singapore’s
exports of manufactures and services as well as reinforcing Singapore
as a regional services hub, attracting more foreign direct investment
(FDI) into Singapore’s manufacturing and services sectors, and ensuring national treatment and legal protection for Singapore’s investments
abroad. Second, Singapore found the pace of trade and investment liberalization and facilitation in the WTO, ASEAN and Asia-Pacific Economic
Cooperation (APEC) too slow and negotiations too protracted to address
its economic interests. Bilateral FTAs with selected and like-minded
countries produce faster and deeper results. Third, FDI in Singapore
is dependent on export market access because the domestic market of
Singapore is too small. Therefore, Singapore negotiates for market access
in its FTAs not only for Singaporean exporters but also for foreign multinational corporations (MNCs) based in Singapore. Fourth, to develop
an integrated manufacturing centre in the region, rules of origin (ROOs)
in Singapore’s FTAs are designed to recognize the integrated nature
of manufacturing, where production is outsourced to low-cost centres
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but initial research and development and the final stages of high-end
processing and testing are undertaken in Singapore. Fifth, to nurture
a knowledge-based economy, intellectual property protection is being
enhanced through raising Singapore’s intellectual property standards
and compliance. Greater cooperation in the area of science and technology boosts research and development in high-value industries. Finally,
liberalization of services sectors both at home and in the markets of FTA
partners will spur the growth of Singapore as a services hub.
The main beneficiaries of Singapore’s FTAs are Singapore-based
companies (domestic and foreign), goods exporters and service providers and investors, which benefit from the liberalization of trade in goods
and services as well as investment facilitation and protection, intellectual property protection and liberalization of government procurement
requirements. Singapore’s consumers benefit little from cheaper imports
because imports (except for some alcoholic beverages) already enter
Singapore duty-free. However, the liberalized inflow of foreign services
providers improves the efficiency, range and quality of services available
to Singapore’s consumers. Expansion of trade and investment also leads
to job creation, an indirect benefit of FTAs. In particular, FTAs are
expected to lead to more FDI into Singapore, creating jobs and spin-offs
for domestic industries.
Singapore’s regional and bilateral FTAs do not have a common or
harmonized ROO system. Instead, a complex network of different ROO
requirements has emerged. Most FTAs use a combination of two to three
ROO criteria and general as well as product-specific rules. Two main variations of ROOs and one variation of customs procedures are of special
importance for Singapore:
Firstly, the outward processing rule. This recognizes that some of the
manufacturing work for a product may be done outside Singapore and the
product can then be returned to Singapore for final processing, assembly
or testing and finally exported from Singapore. That is, the product can
accumulate the value of all work done in Singapore as Singapore content,
as long as the final-stage manufacturing is done in Singapore. The concept
of outward processing is recognized in all of Singapore’s bilateral FTAs.
For example, Stage 1 may take place in Singapore, Stage 2 in a foreign
country and Stage 3 in Singapore for an export product. Under conventional ROOs, only Stage 3 would be recognized as Singapore local
content. Under outward processing, Stages 1 and 3 are recognized as
Singapore local content.
Secondly, the integrated sourcing initiative. Under the Singapore–
United States (US) FTA, certain goods not made in Singapore will be
deemed to be Singapore-originating if they are imported into the US from
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Singapore. The integrated sourcing initiative eliminates the requirement
that these products meet specific ROOs when shipped between the US and
Singapore. The customs procedure is streamlined and the burden on the
importer is reduced. If an integrated sourcing initiative product is shipped
between US and Singapore, an importer does not need to prove that the
product meets detailed ROO tests, complete certification paperwork or
pay the US merchandise processing fee of 0.21 per cent. The original list
of integrated sourcing initiative-qualifying products comprises 266 nonsensitive information and communications technology (ICT) products
and medical devices. However, because these products already have dutyfree access to the US market, the benefit is in the waiver of the 0.21 per cent
merchandising fee. The integrated sourcing initiative reflects the reality
of global production networks and will encourage US MNCs to locate in
various ASEAN locations to reduce costs and export their products to the
US market through Singapore.
Thirdly, advance rulings. The importer, manufacturer or exporter may
apply for a written advance ruling from the customs authority of the
importing country on the origin of the good, which offers greater certainty
for traders on the status of their goods in the country of import. All necessary information, including production records and cost statements,
has to be submitted before a ruling can be issued. Usually a ruling must
be made within 120 days after submission of the necessary information.
The advance ruling may be modified or revoked by the importing authority: (1) if the ruling was based on an error of fact; (2) if there is a change
in the material facts or circumstances on which the ruling was based; or
(3) to conform with a modification in the FTA or domestic regulations.
In Singapore’s bilateral FTAs, there are advance ruling provisions with
India, Japan, Jordan, the Republic of Korea, Panama, Peru and the US.
The government of Singapore launched a strong FTA outreach to
help the business community take advantage of the opportunities provided by the FTAs. The government has been getting feedback on what
businesspersons want from the concluded FTAs and what they hope to
see in FTAs under negotiation.2 Aw (2006) of International Enterprise
Singapore (IE Singapore) reported that FTA outreach efforts by government agencies usually involve close collaboration between the Ministry of
Trade and Industry (MTI) and IE Singapore.
Table 6.1 shows the market access in goods and time frames for liberalization from Singapore’s FTA partners. In all cases, Singapore commits
to immediate and 100 per cent tariff elimination, including the six MFN
tariff lines on alcoholic beverages. It should also be noted that Singapore’s
FTA zero-level tariffs are binding, while at the WTO it binds only 69 per
cent of its MFN tariffs.
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Singapore’s involvement in FTAs, selected regional and
bilateral FTAs

Status

Agreement

Remarks

In
effect

AFTA (1993)

CEPT inclusion list covers all manufactured
goods, including capital goods and processed
agricultural products
Tariff elimination schedule is as follows: Not later
than 1 Jan 2010 for ASEAN-6 and not later than 1
Jan 2015 for CLMV.
All tariffs eliminated when agreement came into
force

Singapore–New
Zealand
CEPA (2001)
Japan–
Singapore
EPA (2002)

Singapore–
EFTA FTA
(2003)

Singapore–
Australia
FTA (2003)
Singapore–
United States
FTA (2004)
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Japan committed to 77% of zero-tariff lines or
94% of Singapore exports. At the review of
the agreement in April 2006, Japan agreed to
provide tariff-free treatment for 8315 industrial
and agricultural products constituting 92.1%
of Japan’s tariff lines. Japan also agreed on
concessions on 26 petrochemical and plastic
products with varying staging periods for tariff
reduction.
All industrial products that originate from
Singapore enjoy immediate tariff elimination when
exported to EFTA. Concessions on agricultural
products are contained in bilateral agricultural
agreements separate from the main agreement.
All tariffs eliminated when the FTA came into
force.
US eliminated 92% of current tariffs within first
four years. The remainder to be eliminated within
10 years, with 8 categories of tariff elimination
depending on the HS codes.
●
Electronic and information and communications
technology products: previous duty = 44.4%; A
(immediate) = 39.0%; B (4 years) = 4.9%; C (8
years) = 0.5%.
●
Chemicals and petrochemical products: previous
duty = 74.0%; A (immediate) = 28.9%; B (4
years) = 30.3%; C (8 years) = 14.6%; D (10 years)
= 0.1%.
●
Precision instruments: previous duty = 52%; A
(immediate) = 44.7%; B (4 years) = 5.1%; C (8
years) = 1.9%.
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Table 6.1
Status

(continued)
Agreement

Singapore–India
CEPA (2005)

Singapore–
Jordan FTA
(2005)
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Remarks
The bulk of tariff savings for non-textile products
for Singapore goes to the chemical sector (60%),
followed by mineral product sector (18%) and
electrical and electronics sector (16%).
Integrated sourcing initiative applies to nonsensitive globalized sectors such as information
and communications technology. Over 100 high
technology goods that already enter into the US
duty-free can be given preferential treatment
such as less administrative hassle.
For textiles and apparel, immediate tariff
elimination for products that meet the yarn
forward ROO. A tariff preference level
mechanism allows some apparel exports from
Singapore to be exempted from the yarn
forward rule for eight years; for such
exports, tariffs would be phased out over five
years.
India’s modality and schedule of tariff reduction
and elimination:
● Early Harvest Programme: immediate tariff
elimination.
● Phased tariff elimination: tariffs removed in
five stages beginning 1 Aug 2005 and reaching
zero tariff in 1 April 2009 for 2202 products at
HS 8-digit level.
● Phased tariff reduction: tariffs reduced in five
stages, beginning 1 Aug 2005, of 5%, 10%,
20%, 35% and 50% in April 2009 for 2407
products at HS 8-digit level.
● Excluded from tariff concession: for 6551
products at HS 8-digit level, including
pharmaceuticals and chemicals and textiles
and garments.
Jordan to eliminate tariffs on 100% of exports
from Singapore within 10 years. Prior to this
agreement, 48% of Singapore goods entered
Jordan duty-free; another 44.6% of Singapore
goods enjoyed immediate tariff elimination. The
remaining 7.4% to enjoy tariff elimination six
years after agreement entered into force.
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(continued)

Agreement

Remarks

ASEAN–PRC
CECA (2005)

PRC and ASEAN-6 to eliminate tariffs on 90% of
their products by January 2010; remaining 10%
are deemed sensitive by partners and will be
reduced at a slower pace.
Categories of tariff elimination:
● Early Harvest Programme: Allowed accelerated
reduction of tariffs on certain products for three
years prior to FTA implementation.
●
Phased tariff elimination (2005–2010) for items
and tariff lines placed under Normal Track 1 and
Normal Track 2.
●
Phased tariff reduction (2012–2018) for items
and tariff lines on Sensitive and Highly Sensitive
lists.
75% of Singapore domestic exports to Korea
enjoyed immediate tariff elimination. Tariffs on
other goods to be reduced over 5 to 10 years.
Singapore exports benefiting include electronics,
electrical equipment, pharmaceuticals and
chemicals and processed foods.
Duties on majority of tariff lines were eliminated
upon entry into force of agreement. For
Singapore, Brunei Darussalam and New Zealand,
immediate elimination of all tariffs. For Chile,
immediate elimination of tariffs on 89.31% of
domestic exports, another 9.56% within three
years, making total of 98.87%, reaching 100% in
six years.
Singapore exports to benefit from tariff elimination
include electric machinery, non-electric machinery
and manufactured articles.
Tariffs on 98% of Singapore’s domestic exports (by
2004 value) were eliminated upon entry into force
of agreement. For other products, Categories B, C
and D, phased tariff elimination. For Category E,
no tariff concession.
Tariff elimination schedule different for ASEAN-6
and Korea and CLMV. Products excluded from
tariff concessions capped at 40 tariff lines at HS
6-digit level. Normal Track covered about 90% of
all goods, with Korea immediately eliminating at
least 70% of tariff lines.

Korea–
Singapore
FTA (2006)

Transpacific
Strategic
EPA (2006)

Singapore–
Panama FTA
(2006)

ASEAN–Korea
CECA (2007)
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Table 6.1
Status

(continued)
Agreement

Remarks
Timeline for tariff elimination is 1 Jan 2010
for Track 1 and 1 Jan 2012 for Track 2 for
ASEAN-6 and Korea.
● Sensitive list: timeline for tariff reduction to not
more than 20% is 1 Jan 2012 and to 0–5% by 1
Jan 2016 for ASEAN-6 and Korea.
● Highly sensitive list; timeline for tariff reduction
is 1 Jan 2016 for ASEAN-6 and Korea.
Japan to eliminate tariffs on 93% of imports (by
value) from ASEAN within 10 years. ASEAN-6
will likewise eliminate tariffs on 90% of imports
from Japan within 10 years. CLMV have a more
gradual tariff elimination timetable. Staging
of reduction or elimination of tariffs in equal
annual installments from base rates to specified
rates in specified annual installments.
95% of Singapore exports to PRC to enjoy tariff
concessions:
● Tariff elimination on more than 85% of
Singapore exports upon entry into force of
agreement.
● Tariff elimination on another 10% of Singapore
exports on 1 Jan 2006.
Key Singapore exports to benefit include
petrochemicals, processed foods and electronics.
Tariff reduction and elimination schedule of Peru:
● Category A: immediate tariff elimination on
entry into force of agreement.
● Categories B to F3: staged tariff elimination in
varying equal annual stages up to 18 years.
Tariff reductions started gradually on 1 Jan
2010 with free trade to be realized by 2015 for
ASEAN-6 and Australia. CLMV have longer
time frames.
FTA to see tariff reduction and elimination of over
90% of trade in goods between ASEAN and India.
Tariffs on over 4000 product lines to be eliminated
by 2016 at the earliest.
● Normal Track 1: tariffs reduced and eliminated
by 31 Dec 2013 for ASEAN-6 except
Philippines and India and by 31 Dec 2018 for
Philippines and CLMV.
●

ASEAN–Japan
CEPA (2008)

PRC–Singapore
FTA (2009)

Singapore–Peru
FTA (2009)

ASEAN–
Australia and
New Zealand
FTA (2010)
ASEAN–India
CECA (2010)
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(continued)
Agreement

Remarks
●

●

●

●

Signed
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Singapore–GCC
(2008)

Normal Track 2: tariffs reduced and eliminated
by 31 Dec 2016 for ASEAN-6 except
Philippines and India and by 31 Dec 2019 for
Philippines and 31 Dec 2021 for CLMV.
Sensitive Track: tariffs reduced to 5% by 31
Dec 2019 for ASEAN-6 except Philippines and
India, and 31 Dec 2019 for Philippines and 31
Dec 2021 for CLMV.
Highly Sensitive Lists: tariffs reduced to 50%
for Category 1, by 50% for Category 2, and
by 25% for Category 3 by 31 Dec 2019 for
Indonesia, Malaysia and Thailand, 31 Dec
2022 for Philippines and 31 Dec 2024 for
Cambodia and Viet Nam.
India’s special products (crude and refined
palm oil, coffee, black tea and pepper): Indian
tariffs reduced by 31 Dec 2019 to 37.5–50%.

Expected to take effect soon.
99% of Singapore domestic exports to enjoy tariff
elimination. Tariff elimination schedule:
●
Category A: immediate tariff elimination on
entry into force of agreement.
●
Category B: tariff elimination after five years.

Notes:
AFTA = ASEAN Free Trade Area; ASEAN = Association of Southeast Asian Nations;
CECA = Comprehensive Economic Cooperation Agreement; CEPA = Comprehensive
Economic Partnership Agreement; CEPT = Common Effective Preferential Tariff;
CLMV = Cambodia, Lao PDR, Myanmar and Viet Nam; EFTA = European Free Trade
Association; EPA = economic partnership agreement; FTA = free trade agreement; GCC
= Gulf Cooperation Council; HS = harmonized system; Korea = Republic of Korea; Lao
PDR = Lao People’s Democratic Republic; PRC = People’s Republic of China; ROO =
rule of origin; US = United States.
Singapore has achieved zero applied MFN tariffs and hence automatically offers 100% tariff
elimination upon entering into force of the various FTAs.
ASEAN-6 refers to the six older ASEAN members of Brunei Darussalam, Indonesia,
Malaysia, Philippines, Singapore and Thailand, while CLMV refers to the newer members
of Cambodia, Lao PDR, Myanmar and Viet Nam.
Source:
2010.

Compiled from legal texts and press releases of various FTAs; as of February
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6.3

TRADE AND TARIFF PROFILE

Singapore’s domestic exports have been increasingly capital- and
technology-intensive. Table 6.2 shows domestic exports for 2008 for the
electronics, pharmaceutical and chemicals, and textile and garment industries. Only 36.1 per cent of Singapore’s electronics exports are actually
domestically produced, while the rest are entrepôt exports; electronics
domestic exports accounted for 25.5 per cent of total domestic exports in
2008.
For textiles and garments, less than one-quarter are domestic exports;
these account for only 0.3 per cent of Singapore’s total domestic exports.
For pharmaceuticals and chemical products, the bulk (77.5 per cent) are
domestic exports and they account for 15.2 per cent of total domestic
exports. Together these three industries accounted for 41 per cent of
Singapore’s total domestic exports in 2008.
Table 6.2

Singapore’s domestic exports, commodity type, 2008

Total domestic exports
Pharmaceuticals and chemical
products
Organic chemicals
Plastics in primary forms
Medicinal products
Perfumes, toilet preparations
Other chemicals and chemical
products
Textile and garment
Textile manufactures
Garments
Electronics
Integrated circuits
Parts of personal computers
Disk drives
Telecommunications
equipment
Consumer electronics
Personal computers
Other electronics

Value
(S$ million)

% of domestic
exports

% of total
exports

247 618
37 589

100.0
15.2

51.94
77.48

16 513
8 793
5 760
1 370
5 153

6.7
3.6
2.3
0.6
2.1

46.45
86.22
81.99
37.12
59.30

840
385
315
63 057
20 902
14 536
7 108
2 858

0.3
0.2
0.1
25.5
8.4
5.9
2.9
1.2

24.40
30.85
14.34
36.14
26.06
50.27
76.59
22.46

2 596
1 335
13 722

1.0
0.5
5.5

29.32
45.18
43.49

Source: Department of Statistics, Singapore (2010).
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Singapore is a small and open economy and cannot afford to be picky
about its trade partners (Khaw 2002). Instead, it casts its net as wide as possible for maximum return. As shown in Table 6.3, as of 2008, Singapore’s
total FTA partners (for agreements both signed and under negotiation)
covered nearly 4 billion people or 59.7 per cent of world population; US$32
trillion or 55.3 per cent of world gross national income (GNI); US$13 967
trillion or 43.1 per cent of world trade; and per capita GNI ranging from
US$600 to US$47 580. In many cases, the Singapore bilateral FTAs are
the pathfinders of the ASEAN+1 FTA initiatives. Singapore had already
signed and implemented bilateral FTAs with Japan, Australia, New
Zealand, India and the Republic of Korea (hereinafter Korea) ahead of
those countries’ ASEAN+1 negotiations. The People’s Republic of China
(PRC) is the only country to have negotiated an ASEAN+1 FTA without
first signing a bilateral FTA with Singapore.
The simple average of MFN applied tariffs is under 9 per cent for
most of Singapore’s FTA partners; the exceptions are 13.7 per cent for
Cambodia, 15.7 per cent for Viet Nam, 16.4 per cent for India and 9 per
cent for the PRC. The average rates for the US and Japan are 3.3 per
cent and 2.8 per cent, respectively (see Table 6.4). The percentage share
of the harmonized system (HS) six-digit level of commodities that have
duty-free MFN applied tariffs ranges from over 50 per cent for Brunei
Darussalam, Malaysia, Japan, New Zealand and Norway to less than 10
per cent for the Philippines, Cambodia, Myanmar, Chile, the PRC and
India. Hence Singapore’s FTA partners include both the relatively tradeopen economies as well as the more protectionist economies. Increased
market access to the more protectionist economies would mean a larger
margin of preference between the MFN tariff rates and the FTA tariff
rates and would create more trade potential for Singapore’s exporters,
unless there are highly restrictive rules of origin and large exclusion
lists.
Singapore’s domestic exports to its FTA partners are shown in Table
6.5. In 2006, this reached S$14.1 billion3 or 61.9 per cent of Singapore’s
global domestic exports. The top five domestic export FTA markets are
the US, followed by Malaysia, the PRC, Indonesia and Japan.
Previous Studies on the Utilization of Singapore FTAs
There is no comprehensive official or research report on the utilization
rates of Singapore’s numerous FTAs. However, some understanding of
the utilization rates can be gleaned from references in official speeches,
in the media and on the IE Singapore website as well as from utilization
surveys undertaken in Japan.
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Size of Singapore’s bilateral FTA partners: population, GNI
and trade, 2008
Popu- GNI size GNI per
capita
(US$
lation
(US$)
(million) billion)

Singapore
5.0
Partners of FTAs signed
ASEAN 9
568.4
Brunei
0.4
Darussalam
Indonesia
228.0
Malaysia
27.0
Philippines
90.0
Thailand
67.0
Cambodia
15.0
6.0
Lao People’s
Democratic
Republic
Myanmar
49.0
Viet Nam
86.0
EFTA
13.0
Australia
21.0
PRC
1 325.0
GCC
36.0
India
1 140.0
Japan
128.0
Jordan
5.0
Korea
49.0
New Zealand
4.0
Panama
3.0
Peru
29.0
United States
304.0
Total for
partners of
FTAs signed
As % of world

Imports
(US$
billion)

Total
trade
(US$
billion)

168.2

34 760

338 176

319 780

657 956

752.8
10.2

1 324
26 740

651 942
11 100

615 804
2 300

1 267 746
13 400

458.2
188.1
170.4
191.7
8.9
4.7

2 010
6 970
1 890
2 840
600
750

139 281
199 516
49 025
177 844
4 290
1 080

126 177
156 896
59 170
178 655
6 510
1 390

265 458
356 412
108 195
356 499
10 800
2 470

–
77.0
697.6
862.5
3 899.3
474.0
1 215.5
4 879.2
13.5
1 046.3
119.3
21.0
115.0
14 466.1

–
890
–
40 350
2 940
–
1 070
38 210
2 500
21 530
27 940
6 180
3 990
47 580

6 900
4 290
62 906
80 416
378 200 278 600
105 825 125 280
1 428 488 1 133 040
751 800 368 000
179 073 291 598
782 337 761 984
7 790
16 888
422 007 438 275
30 586
34 366
1 180
9 050
31 529
29 981
1 300 532 2 165 982

11 190
143 322
656 800
231 105
2 561 528
1 119 800
470 671
1 544 321
24 678
860 282
64 952
10 230
61 510
3 466 514

3 625.4

28 918.5

7 957

53.7

50.1

Partners of FTAs under negotiation
Canada
33.0
1 390.0
Chile
17.0
157.5
Costa Rica
5.0
27.5
Mexico
106.0
1 061.4
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Exports
(US$
billion)

5 965 464 6 143 568 12 109 032

37
41 730
9 400
6 060
9 980

456 420
67 788
9 675
291 807

37.7
418 336
61 901
15 374
323 151

37.3
874 756
129 689
25 049
614 958
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(continued)
Total
trade
(US$
billion)

Exports
(US$
billion)

Imports
(US$
billion)

980
3 210

20 375
67 049

42 326
84 032

62 701
151 081

2 948.1

8 018

913 114

945 120

1 858 234

3 998.4

31 866.6

8 018

6 878 578

59.7

55.3

Population
(million)

GNI size
(US$
billion)

GNI per
capita
(US$)

Pakistan
Ukraine

166.0
46.0

162.9
148.8

Total for
partners of
FTAs under
negotiation

373.0

Total for
partners of
FTAs signed
and under
negotiation
As % of world

42.6

7 088 688 13 967 266

43.5

43.1

Notes: ASEAN = Association of Southeast Asian Nations; EFTA = European Free
Trade Association; FTA = free trade agreement; GCC = Gulf Cooperation Council; GNI =
gross national income; Korea = Republic of Korea; PRC = People’s Republic of China.
All the ASEAN+1 agreements have been ‘duplicated’ by bilateral FTAs with PRC, India,
Korea, and Australia and New Zealand.
Source: Compiled by author from World Bank (2009) and World Trade Organization
(2009b) for Brunei Darussalam, EFTA and GCC.

Lee (2007), then head of IE Singapore, reported that according to
consultancy firm DP Information Group’s SME Development Survey
2006, although 82 per cent of Singapore’s small and medium-sized enterprises (SMEs) were aware of FTAs, only 11 per cent made use of them.
IE Singapore therefore enhanced its outreach programmes in 2006.
The Singapore–India Comprehensive Economic Partnership Agreement
(CEPA) has the highest utilization rate among Singapore’s FTAs, rising
from 61 per cent in 2005 to 68 per cent in 2006. The US–Singapore FTA
has the second-highest utilization rate, rising from 34 per cent in 2005 to 47
per cent in 2006. Tariff preferences for eligible Singapore-made goods led
to total tariff savings for Singaporean firms amounting to S$470 million
in 2006, of which tariff savings on exports to the US alone amounted to
S$200 million.
Other studies have also cited low use. Baldwin (2006b) stated that
‘almost no one uses AFTA [ASEAN Free Trade Area] preferences’
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ASEAN
Brunei
Darussalam
Indonesia
Malaysia
Philippines
Singapore
Thailand
Cambodia
Lao People’s
Democratic
Republic
Myanmar
Viet Nam
Others
Australia
Chile
PRC
India
Japan
Korea
95.0
96.1
81.3
61.8
64.5
70.9
100.0
–

4.7
100.0
96.5
100.0
100.0
69.8
99.6
93.8

9 909
11 019
9 781
9 472
4 737
9 473
–

9 473
9 473

5 351
6 845
6 533
10 203
7 209
9 724

Binding
coverage
(%)

9 473

Number
of MFN
applied
tariffs

11.0
25.0
9.1
34.9
2.7
10.1

21.1
10.4

35.6
14.9
23.4
6.3
25.5
17.7
–

24.5

Simple
average
bound

3.9
6.0
9.0
16.4
2.8
6.6

5.1
15.7

6.8
7.9
5.8
0.0
8.2
13.7
–

3.0

Simple
average
applied

19.1
0.0
6.8
3.2
58.2
15.9

1.0
15.1

2.9
5.0
3.0
17.7
3.0
1.1
–

0.0

Duty-free
bound
(% of HS 6
headings)

45.6
0.3
7.3
2.4
55.1
15.9

2.8
35.6

22.7
55.4
3.1
100.0
20.6
5.6
–

77.6

Duty-free
applied duty
(% of HS 6
headings)

MFN tariffs on non-agricultural products of Singapore’s FTA partners

FTA partner

Table 6.4

55
25
50
261
724
54

165
200

60
90
50
10
209
43
–

50

Maximum
duty bound
(% of HS 6
headings)

251
6
50
268
724
50

40
150

80
60
30
0
154
35
–

36

Maximum
duty applied
(% of HS 6
headings)
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6 211
5 833
7 512
6 250
9 395

99.9
100.0
100.0
99.7
100.0

10.4
3.1
22.9
2.6
3.3

3.2
0.6
6.4
2.1
3.3

46.4
48.8
2.4
17.3
47.3

62.1
94.2
36.3
18.7
47.5

179
452
81
177
55

35
452
82
134
55

Source:

World Trade Organization (2009a).

Notes:
ASEAN = Association of Southeast Asian Nations; AVE = ad valorem equivalent; FTA = free trade agreement; HS = harmonized system; Korea
= Republic of Korea; MFN = most favoured nation; PRC = People’s Republic of Korea.
Binding coverage = % of HS 6-digit subheading containing at least one bound tariff line.
Simple average = simple average of the ad valorem or AVE HS 6-digit duty averages.
Duty-free = % of duty-free HS 6-digit subheading in total subheadings in product group.
Maximum duty = maximum tariff line level ad valorem duty or AVE.

New Zealand
Norway
Panama
Switzerland
United States

174

Table 6.5
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Singapore domestic exports to FTA partners, 2006
Value in
S$ million

%
Distribution
of total
domestic
exports

%
Distribution
of FTA
signed
exports

Country
domestic/
total export
ratio %

Domestic exports
ASEAN
Brunei Darussalam
Cambodia
Indonesia
Lao People’s
Democratic Republic
Malaysia
Myanmar
Philippines
Thailand
Viet Nam
Australia
PRC
India
Japan
Jordan
Korea
New Zealand
Panama
United States
EFTA

227 378
58 003
312
383
15 878
3

100.0
25.5
0.1
0.2
7.0
0.0

39.9
0.2
0.3
10.9
0.0

52.7
43.6
34.2
52.5
40.2
4.6

22 742
380
4 747
8 853
4 705
10 688
19 674
5 095
13 533
68
5 591
1 386
4 133
26 107
1 153

10.0
0.2
2.1
3.9
2.1
4.7
8.7
2.2
6.0
0.0
2.5
0.6
1.8
11.5
0.5

15.6
–
3.3
6.1
3.2
7.3
13.5
3.5
9.3
0.0
3.8
1.0
2.8
18.0
0.8

40.3
42.5
58.8
49.3
54.3
66.0
46.8
41.9
57.4
63.7
40.3
62.6
96.5
61.0
64.1

FTAs signed

145 431

64.0

100.0

49.1

Chile
Costa Rica
Canada
Gulf Cooperation Council
Mexico
Pakistan
Peru
Ukraine

21
21
604
2 940
1 143
488
7
78

0.0
0.0
0.3
1.3
0.5
0.2
0.0
0.0

37.5
62.1
46.5
45.2
71.3
39.5
31.0
55.4

FTAs under negotiation

5 302

2.3

45.4

Notes: ASEAN = Association of Southeast Asian Nations; EFTA = European Free
Trade Association; FTA = free trade agreement; Korea = Republic of Korea; PRC =
People’s Republic of China.
Source: Economic Development Board, Singapore (2007).

M2443 - WIGNARAJA TEXT.indd 174

12/11/10 12:20:12

Singapore

175

(p. 9). Information from the late 1990s shows that the AFTA preferences were not being used. Overall less than 3 per cent of intra-ASEAN
trade benefited from AFTA’s preferences. Takahashi and Urata (2008)
reported in a firm survey undertaken in November 2006 that, of the 469
respondent firms, only 17 firms or 4.6 per cent reported utilization of the
Japan–Singapore FTA. They attribute the low utilization rate for the
Japan–Singapore FTA to the fact that there is no reason for Japanese
firms to use it, since most products exported from Japan to Singapore
enjoy tariff-free treatment.
Koh (2005) and the IE Singapore website provide anecdotal information on firm-specific utilization of existing FTAs, citing examples of
Singaporean firms venturing abroad to take advantage of FTAs. Koh estimates that Singapore’s exporters to the US saved S$25 million in 2004 as a
result of the waiver of the merchandise processing fee of 0.21 per cent. One
firm, Sembcorp Marine, has stated that it would benefit from the waiver
of the 50 per cent vessel repair duty, saving S$30 million a year, and that
the firm hopes to double its business of repairing US ships. Another firm,
Owl International, a manufacturer of instant beverages, saved its importers some S$100 000 in tariffs in 2005 by leveraging on AFTA. This has
enhanced Owl’s competitive edge (IE Singapore website). Kleen-Pak, a producer of wipe products that exports to Indonesia, Malaysia, the Philippines
and Viet Nam, has used AFTA tariff preferences. The FTA benefits have
helped the firm to compete on a more level playing field with bigger and
more established foreign competitors, enabling them to gain new footholds
in overseas markets (IE Singapore website). Singa Plastics, a manufacturer
and exporter of plastic housewares, industrial packaging, storage, hospitality and sanitary products, has saved its ASEAN importers S$15 170
(under AFTA) and its Australian importers S$8870 (under the Singapore–
Australia FTA). It expects sales to ASEAN and Australia to increase by 20
per cent and 10 per cent, respectively (IE Singapore website).

6.4

SURVEY RESULTS

Survey Methodology and Response Rate of Firms
The survey was conducted by Singapore Cooperation Enterprise4 using
a questionnaire developed by the Asian Development Bank. It was not
possible to achieve a representative sample as no specific sampling methodology was adopted. The firms surveyed were chosen based on their
willingness to respond to the survey. Of the 216 firms approached by
Singapore Cooperation Enterprise, 84 responded. However, nine firms in
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Table 6.6
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Coverage of Singapore survey by industry

Industry

Responding
firms

Census of manufacturing
activities establishments*
Number

Average
number
of
employees

Export/
total
sales
ratio
(%)

186
304

505
65

79.3
66.2

42

94

92.8

262

60

49.1

14
11
15

67.3
40.1
74.3

Electronics
Pharmaceuticals and
chemicals
Pharmaceutical
products
Chemicals and
chemical products
Textile and garment
Textile manufactures
Garments

50
9

16

561
91
471

Total for above three
industries

75

1051

Survey
coverage
(%)

26.9
3.0

2.9

7.1

Note: * These are derived from the Census of Manufacturing Activities 2006.
Source: Author’s calculations based on Economic Development Board, Singapore (2006)
and survey data.

the automobile parts industry had to be removed from the sample because
they were mainly trading in used cars and importing spare car parts. The
automotive industry was then replaced by the pharmaceuticals and chemicals industry to provide a total usable sample of 75 firms, or a response
rate of 34.7 per cent.
Characteristics of Selected Industries and Survey Firms
Industry coverage
The 75 respondent firms are distributed as follows: electronics (50), pharmaceuticals and chemicals (9) and textiles and garments (16). Table 6.6
shows the survey respondent firms against the numbers in the annual
Census of Manufacturing Activities for 2006, to give some sense of representativeness. While the survey coverage reached 26.9 per cent for firms
in electronics, the coverage is only 3 per cent for pharmaceuticals and
chemicals and 2.9 per cent for textiles and garments.5 In the case of textile
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and garment firms in the census, there are a few large and export-oriented
firms, but the majority are SMEs that do not export.
For the electronics industry, over the years, Singapore’s exports of
consumer electronics and data storage and ICT products have declined
due to competition from lower-cost products from East Asian countries
and rising wage and other costs in Singapore. High-value-added products
such as semiconductors have increased their share. As of February 2010
Singapore is home to over 14 semiconductor wafer fabrication plants, 20
assembly and test operations, and 40 integrated circuit design centres.
Large electronics assembly plants employing thousands of workers are
a disappearing feature of the Singaporean electronics landscape as the
industry upgrades.
The FTA utilization rate in the electronics cluster covered by the survey
is affected by the plurilateral Information Technology Agreement (ITA)
of the WTO. The ITA eliminates tariff duties on imports of ICT products.6 The number of signatory countries has grown from the initial 29
(including Singapore) to 70, representing about 97 per cent of world trade
in ICT products and including all of Singapore’s major FTA partners.
Although the ITA has removed tariff barriers, other non-tariff measures
remain, including different national safety standards and import licensing
requirements.
For the pharmaceuticals and chemicals industry, the survey was unsuccessful in covering the chemical firms on Jurong Island, which is home to a
dedicated and vertically integrated chemicals complex. The island is home
to more than 90 leading petroleum, petrochemicals, specialty chemicals
and manufacturing companies.
Ownership, size and age
Table 6.7 shows the 75 respondent firms by ownership and size in terms of
number of employees. There are 38 foreign firms and 37 domestic firms,
so the sample is balanced in terms of ownership. However, in terms of
size the sample is biased toward SMEs, as there are only four giant firms
(with over 1000 employees) and 19 large firms (with between 1000 and 101
employees) but 52 SMEs (with 100 or fewer employees). The four giant
firms are all foreign MNCs in the electronics industry. Of the large firms
and SMEs, more than half are domestic. A sizeable number of the foreign
MNCs are classified as SMEs because of their small number of employees,
as they are mostly engaged in the more capital- and technology-intensive
operations both upstream and downstream. The large number of domestic
SMEs provides insight into the outreach activities of Singapore’s government agencies, which are targeted mainly at these firms, since it is assumed
that the large foreign MNCs would have adequate internal capability to
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Table 6.7

Asia’s free trade agreements

Singapore sample firms by size, ownership and overseas
production bases, by industry
Electronics

Pharmaceuticals
and
chemicals

Textile
and
garment

4
4
0
15

0
0
0
2

0
0
0
2

4
4
0
19

5.3
5.3
0.0
25.3

10
5
31

1
1
7

1
1
14

12
7
52

16.0
9.3
69.3

18
13
50
32
18

3
4
9
4
5

1
13
16
2
14

22
30
75
38
37

29.3
40.0
100.0
50.7
49.3

50

9

16

75

–

Electronics

Pharmaceuticals
and
chemicals

Textile
and
garment

Number of firms with
overseas production
bases

29

6

6

% of firms with
overseas production
bases

58.0

66.7

Number of overseas
production bases in:
ASEAN (mainly
Malaysia,
Indonesia)
PRC
Japan
Korea
India

70

Giant (>1000 workers)
Foreign
Domestic
Large
(101–1000 workers)
Foreign
Domestic
SME
(100 or fewer workers)
Foreign
Domestic
Total
Foreign
Domestic
Number of responding
firms
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Total

Total

% of
responding
firms

Production
bases (%
distribution)

41

–

37.5

54.7

–

12

11

98

100.0

22

7

5

37

37.8

17
6
1
2

1
1
1
–

4
–
–
–

24
7
2
3

24.5
7.1
2.0
3.1
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(continued)

Australia
EFTA
United States
Others

Electronics

Pharmaceuticals
and
chemicals

Textile
and
garment

1
1
6
14

1
–
–
1

–
–
1
1

Total

1
1
7
16

Production
bases (%
distribution)
1.0
1.0
7.1
16.3

Notes: ASEAN = Association of Southeast Asian Nations; EFTA = European Free
Trade Association; Korea = Republic of Korea; PRC = People’s Republic of China; SME
= small or medium-sized enterprise.
Source:

Author’s calculations based on survey data.

take advantage of the FTAs. Most of the respondent firms have operational histories of less than 50 years, reflecting the fact that Singapore’s
industrialization began in the early 1960s.
Overseas production bases
Of the 75 respondent firms, 41 foreign and domestic firms (54.7 per cent)
have overseas production bases (see Table 6.7). Together, they have a total
of 98 overseas production bases, most of which are held by electronics
firms. They are mostly in ASEAN (mainly Malaysia and Indonesia), followed by the PRC, reflecting the relocation of non-competitive operations
to lower-cost regional destinations. A smaller number of production bases
are in the US and Japan. The incidence of firms having overseas production bases is much higher among those utilizing and planning to utilize
FTAs than those not utilizing FTAs.
Export destinations
The largest number of firms exported to ASEAN (28.5 per cent), followed
by the US, the PRC, South Asia including India, and the European Union
(EU). Singapore has FTAs with most of these major export destinations
except the EU, with which an FTA has been under negotiation by ASEAN
since 2007. It is somewhat surprising that more domestic respondent firms
are exporting to South Asia than to the PRC, considering that Singapore’s
domestic exports reached S$19.7 billion to the PRC as compared to only
S$5.1 billion to India. By industry, electronics firms export to a wide
group of economies, led by ASEAN, the PRC, the US, the EU, South
Asia including India, and Japan. For pharmaceutical and chemicals firms,

M2443 - WIGNARAJA TEXT.indd 179

12/11/10 12:20:13

180

Asia’s free trade agreements

export markets are mainly in ASEAN, and also in the Gulf Cooperation
Council and South Asia. For textiles and garments, the main export
markets are ASEAN, followed by South Asia and the US.
FTA Utilization
The FTA utilization rate used in this survey refers to the incidence of firms
reporting actual or planned utilization of FTAs and hence is not comparable to the utilization rates based on export values. The latter is based on
customs declaration data showing export values and has the advantage
that it can be measured against the total most favoured nation (MFN)dutiable exports to FTA partners. A firm survey has the advantage of
obtaining information on the characteristics and behaviour of firms that
utilize or have not utilized the FTA preferences and their perceptions of
FTA benefits and costs.
Overall and industry FTA utilization rates
The sample size is very small (75 firms) and the number of respondent
firms actually utilizing FTAs is even smaller (13), giving an actual FTA
utilization rate of only 17.3 per cent, with the highest rates in pharmaceuticals and chemicals (22.2 per cent), followed by electronics (18 per cent)
and textiles and garments (12.5 per cent). When the FTA utilization rate is
expanded to include planned utilization, as shown in Table 6.8, the overall
utilization rate rises to 28 per cent, with a utilization rate of 55.6 per cent
for pharmaceuticals and chemicals, 28 per cent for electronics and 12.5 per
cent for textiles and garments.
The FTA utilization rates (actual and planned) from this survey compare
favourably to the low figures cited by Baldwin (2006a) for AFTA and by
the Japan External Trade Organization (JETRO) (2007a) for Japanese
firms. However, these utilization rates are significantly below those cited
by Lee (2007) for the Singapore–India FTA and the US–Singapore FTA.
The survey’s utilization rates also seem surprisingly low: (1) in comparison
to the results of other countries in this project (see Chapter 2); (2) in relation to the large number of FTAs in Singapore (implemented and under
negotiation); and (3) in relation to the government of Singapore’s extensive FTA outreach efforts. There are several possible explanations.
First is the sensitivity of the overall FTA utilization rate to sectoral
coverage. The margin of preference is very low for the electronics industry
because of the operation of the ITA, and fairly high for the automotive,
textile and garment and pharmaceuticals and chemicals industries. The
survey covered a large proportion of electronics firms, had no coverage of
the automotive industry, and had limited coverage of the pharmaceuticals
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Utilization of FTAs by Singapore firms, by industry and
ownership
Electronics

Total
Total
50
Responding
Firms
18.0
Firms
currently
using FTAs
(%)
Firms using 28.0
or planning
to use FTAs
(%)

Pharmaceuticals and
chemicals

Textile and
garment

All firms

D

F

Total

D

F

Total D

F Total

18

32

9

5

4

16

2

14

75

D
37

F
38

16.7 18.8 22.2 20.0 25.0 12.5 14.3 0.0 17.3 16.2 18.4

27.8 28.1 55.6 60.0 50.0 12.5 14.3 0.0 28.0 27.0 28.9

Notes: D = domestic firms; F = foreign firms; FTA = free trade agreement.
Source:

Author’s calculations based on survey data.

and chemicals industry and the textile and garment industry. It bears
noting that the utilization rate (actual and planned) for the pharmaceutical and chemicals industry is a high 55.6 per cent. The textile and garment
industry has a low utilization rate of 12.5 per cent due to complex ROOs,
the ‘yarn forward’ rule7 in the Singapore–US FTA and the fact that vertical integration in the industry is low in Singapore.
Second, several respondent firms did not indicate a categorical ‘no’ on
the question of FTA utilization; some respondents said that FTA utilization for their firms would be decided by the regional or head offices and
others did not know whether their firms utilized FTAs because the export
documentation was handled by regional or head offices, freight forwarders
and logistics companies.
Third, Singapore’s exports are highly dependent on imported inputs
and hence are likely not able to meet the ROO requirements. Some FTAs
have improved on the ROO based on a value-added criterion to increase
utilization rates. For example, AFTA amended its 40 per cent value-added
criterion to allow for alternative criteria. A review of the Japan–Singapore
EPA led to Japan liberalizing the value-added criterion from 60 per cent to
40 per cent for most products.
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Fourth, some FTAs have low margins of preference between the MFN
and FTA tariff rates. Hence it is not surprising that low-tariff FTA partners did not attract utilization of their tariff preferences. For example, the
Singapore–New Zealand FTA and the Transpacific FTA had no FTA
utilization.
Fifth, over half the respondent firms are SMEs and these firms are not
only less export-oriented than the larger firms but also face greater difficulties with the compliance requirements regarding ROOs and form-filling.
FTA utilization and firm ownership
Does ownership structure affect FTA utilization? The 38 foreign firms
have a higher FTA utilization rate (actual and planned) of 28.9 per cent,
as compared to 27 per cent for domestic firms. However, a significantly
higher FTA utilization rate for foreign firms is not found in pharmaceuticals and chemicals or in textiles and garments (Table 6.8). Hence, the
survey results do not appear to suggest a link between ownership of firm
and FTA utilization.
FTA utilization by firm size
Does firm size affect FTA utilization? The four giant firms have an average
FTA utilization rate (actual and planned) of 75 per cent, while the rate for
the 19 large firms is 47.4 per cent and that for the 52 SMEs is only 17.3 per
cent (Table 6.9). This seems to demonstrate a relationship between firm
size and FTA utilization. This positive relationship holds also at the industry level. It would seem that the need to satisfy the ROOs and the burden
of applying for certificates of origin (COs) have a heavier impact on SMEs
than on the large and giant firms.
Utilization of individual FTAs
By end-2007 Singapore had implemented 13 FTAs, five of them plurilateral and eight bilateral. However, as shown in Table 6.10, firms use or plan
to use only nine FTAs. The popularity of those FTAs in descending order
is AFTA, Singapore–US, Singapore–India, ASEAN–PRC, ASEAN–
Korea, Korea–Singapore, Japan–Singapore, Singapore–Australia and
Singapore–Jordan.
AFTA is the most popular FTA among the surveyed firms, with seven
actual and four planned utilizations. The popularity of AFTA among the
surveyed firms probably reflects the fact that AFTA has been in operation since 1993 (hence increasing its familiarity among businesses), and
that many Singapore-based firms export to the ASEAN region, with
Malaysia and Indonesia being among Singapore’s major export destinations. Although imports into Singapore have always been tariff-free (except
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40.0

75.0

50.0

55.6

22.2

9

42.9

0.0

7

Total SME

100.0

100.0

2

L

0.0

0.0

0

G

12.5

12.5

16

7.1

7.1

14

Total SME

50.0

50.0

2

L

0.0

0.0

0

G

Author’s calculations based on survey data.

16.1

28.0

40.0

4

G

Textile and garment

Source:

3.2

18.0

15

L

Pharmaceuticals and chemicals

FTA = free trade agreement; G = giant firm; L = large firm; SME = small or medium-sized enterprise.

31

50

Total SME

Electronics

Utilization of FTAs by Singapore firms, by industry and employment size

Notes:

Total
responding
firms
Firms
currently
using FTAs
(%)
Firms using
or planning
to use FTAs
(%)

Table 6.9

28.0

17.3

75

17.3

3.8

52

Total SME

L

47.4

47.4

19

Total

75.0

50.0

4

G

184
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1
–
–
1
1
–
–

2

3

–

1

–

–

–

–

1

1
–

–

–

–

–

–

–

–

–

1
2

0

0

2

1

3

2

2

0

7
4

Pharma- Textile Total
and
ceuticals
garment
and
chemicals

5
2

Electronics

Number of firms currently
using FTAs*

–

1

–

1

–

–

1

4

3
2

–

–

–

–

–

1

1

2

1
–

–

–

–

–

–

–

1

–

–
–

Number of firms planning
to use FTAs*

0

1

0

1

0

1

3

6

4
2

0

1

2

2

3

3

5

6

11
6

0.0

0.0

9.5

4.8

14.3

9.5

9.5

0.0

33.3
19.0

0.0

5.6

0.0

5.6

0.0

5.6

16.7

33.3

22.2
11.1

0.0

2.6

5.1

5.1

7.7

7.7

12.8

15.4

28.2
15.4

Distribution of
Total
Utilization (%)
current
and
Current Planned Current
Elec- Pharma- Textile Total
planned
and
and
tronics ceuticals
garment
planned
and
chemicals

Current and planned utilization of existing FTAs by Singapore firms

AFTA
Singapore–United
States FTA
Singapore–India
CEPA
ASEAN–PRC
CECA
ASEAN–Korea
CECA
Korea–Singapore
FTA
Japan–Singapore
EPA
Singapore–
Australia FTA
Singapore–Jordan
FTA
Singapore–New
Zealand CEPA

FTA

Table 6.10
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–

–
4

–

–

14

–

–

3

–

–

–

21

0

0

0

12

–

–

–

5

–

–

–

1

–

–

–

18

0

0

0

39

0

0

0

100.0

0.0

0.0

0.0

100.0

0.0

0.0

0.0

Source:

Author’s calculations based on survey data.

Notes:
* Firms were allowed multiple choices.
ASEAN = Association of Southeast Asian Nations; CECA = Comprehensive Economic Cooperation Agreement; CEPA = Comprehensive
Economic Partnership Agreement; EFTA = European Free Trade Association; EPA = economic partnership agreement; FTA = free trade
agreement; Korea = Republic of Korea; PRC = People’s Republic of China.

Total

Transpacific
Strategic EPA
Singapore–EFTA
FTA
Singapore–
Panama FTA

100.0

0.0

0.0

0.0
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for a few alcoholic beverages), ASEAN importers of Singapore’s products
are able to enjoy tariff preferences and improved customs procedures. The
AFTA rules of origin, with 40 per cent value added and ASEAN cumulation, are also easier to satisfy than those of many other FTAs. Most of the
firms using AFTA are in electronics, of which two are large foreign MNCs.
The Singapore–US FTA also has a high utilization rate, reflecting
the fact that the US is Singapore’s largest market for domestic exports
of manufactures. Although the ROOs are serious obstacles, they have
been eased by the Outward Processing Rule, the Integrated Sourcing
Initiative applied to some ICT products and medical appliances, the Tariff
Preference Level applicable to textiles and garments, and the waiver of the
merchandise processing fee of 0.21 per cent. American MNCs in Singapore
are also highly prominent in manufacturing, accounting for 60 per cent of
Singapore’s domestic exports to the US. Of the six firms that utilize or plan
to utilize the Singapore–US FTA, four are in electronics and two are in
textiles and garments. Of the electronics firms, three are domestic and one
is an American MNC. The two textile and garment firms are both large
and domestic (including a contract manufacturer of American brands).
The Singapore–India CECA has been in effect since August 2005, but
none of the surveyed firms are actually using this agreement. Six firms are
planning utilization, with four in electronics (mobile phones and accessories, equipment, optical disk and memory modules, solder paste) and two
in pharmaceuticals and chemicals (medicated oil, cosmetic ingredients).
They are mostly domestic SMEs. This stands in sharp contrast to the high
actual utilization rate for the Singapore–India FTA cited by Lee (2007).
Trade between Singapore and India has grown by leaps and bounds in
recent years, reflecting the very high growth rates of the Indian economy
and the rapid opening up of the Indian market, including the signing of
this agreement.
The ASEAN–PRC (Trade in Goods) has been in effect since July 2005.
Five firms are utilizing it or planning utilization, including two in electronics (electric irons, parts and components), two in pharmaceuticals and
chemicals (cosmetic ingredients, monomers and polymers) and one in textiles and garments (knitted T-shirts and pullovers). These firms are a mix
of foreign and domestic, large and SME. The two foreign firms utilizing
this FTA are a Dutch MNC in electronics and a Japanese MNC producing chemicals mainly for export to the PRC (also Taipei,China and Hong
Kong, China), Malaysia and Japan. The latter firm has overseas production bases in Japan and Korea and utilizes several FTAs: ASEAN–PRC,
AFTA and Singapore–India; in addition, it plans to utilize ASEAN–EU
and Singapore–Egypt. The main obstacles to FTA implementation for
the firm are the low margin of preference and the confidential information
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required in applications for COs. The firm finds that different ROOs add
to complexity and business costs, but finds that it has not been a significant
cost for the firm. This firm commented further that it would be beneficial to
harmonize ROOs based on the change in tariff classification (CTC) rule.
The Singapore–Korea and ASEAN–Korea FTAs are both recent FTAs
implemented in 2006 and 2007, respectively. Of the six firms utilizing or
planning to utilize the two FTAs with Korea, five are in electronics and
one is in pharmaceuticals and chemicals. A large foreign firm produces
electronic goods and components and exports to Korea, the PRC and
Hong Kong, China and has overseas production bases in the US and
France. It utilizes both the Singapore–Korea FTA and the ASEAN–
Korea FTA even if the regional agreement with Korea appears to be more
advantageous. While the Singapore–Korea FTA’s ROO is more restrictive, giving preferential treatment exclusively to goods manufactured in
Korea or Singapore, the ASEAN FTA allows for cumulation of inputs
from the rest of the ASEAN members. Benefits from the FTAs, according
to this firm, are the ease of importing intermediate goods and raw materials, and increased access to export markets. However, documentation
requirements for FTA use are a concern for the firm. This firm does not see
ROOs as a significant obstacle but agrees that harmonized ROOs based on
the value added (VA) rule would be beneficial.
The Singapore–Japan EPA has surprisingly low utilization even though
it was implemented in 2002. Reflecting the difficulties experienced by
Singapore exporters, the review of the Japan–Singapore EPA in 2006
extended the inclusion of tariff liberalization products and reduced the
ROO requirement from 60 per cent to 40 per cent of value added for most
products. The survey found only one firm in pharmaceuticals and chemicals reporting utilization and another firm in electronics reporting planned
utilization of the agreement. The former is a Japanese MNC producing
monomers and polymers that utilizes three other FTAs (AFTA, ASEAN–
PRC and Singapore–India) and plans to utilize the ASEAN–EU and
Singapore–Egypt FTAs. It finds FTAs beneficial because they increase
export market access as well as facilitate imports of intermediates and raw
materials, but is deterred by the low margin of preference between MFN
and FTA rates and the administrative costs of preparing documentation
for FTA utilization. This was one of the few firms that planned to change
its business plans in response to FTAs. Although the firm is involved in
six FTAs (actual and planned), it does not see ROOs as an obstacle or a
source of significant increase to business costs.
The Singapore–Australia FTA was implemented in July 2003 but only
two respondent firms reported utilization: a domestic firm in electronics
and a large domestic firm in pharmaceuticals and chemicals. The latter
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began operations in Singapore in 1879 and produces traditional Chinese
medicinal products and drinks. It has overseas production bases in Hong
Kong, China and Malaysia and exports to Australia, Indonesia and the
US. It utilizes only the Singapore–Australia FTA. It sees FTAs as beneficial for new business opportunities including joint ventures and may
change business plans in response to them. It sees overlapping ROOs as
increasing costs but does not see this as a serious problem.
The Singapore–Jordan FTA is not currently being utilized by any of the
respondent firms. One electronics firm plans to utilize this agreement
Four existing FTAs appear to have no actual or planned utilization
among the respondents. These FTAs are not with Singapore’s major
trading partners. It would appear that these FTAs are ‘redundant’ for
trade in goods, although other aspects of the agreements could deliver
benefits. Also, of the many FTAs under negotiation, only some were
found to have planned utilization among the respondent firms, thus rendering the remaining FTAs redundant for trade in goods.
Rules of Origin and the Noodle Bowl Effect
To explore the firms’ views on the difficulties of complying with the ROOs
and the difficulties caused by the ‘noodle bowl’ arising from multiple and
overlapping FTAs, the survey asked the following questions. Most of the
firms that did not respond to these questions did not utilize FTAs (Table
6.11).
First, do ROOs significantly add to business costs? Nine firms stated
that ROOs add significantly to business costs; all of them are electronics
firms. Perhaps this reflects the extensive outsourcing of electronics production, which requires frequent cross-border movements of components and
subassemblies and hence the frequent need to certify the origin of these
to qualify for tariff concessions. Four firms indicated that they thought
ROOs may add significantly to business costs, and seven firms indicated
that they did not. ROO documentation requires detailed records of costs
in the case of the value added rule. There are also costs of certification
by the appropriate agencies. Where the margin of preference is small, it
may not offset the burden and costs of meeting the ROO requirements.
A related problem is the confidential information required for ROO certification, such as information on industrial processes to meet the process
rule and cost data to meet the value-added rule.
Second, does the existence of different ROOs complicate procedures
to prove country of origin? Eleven firms replied that this complicated
procedures or necessitated changes in production processes, leading to
increased costs. Eight firms found the existence of different ROOs to be
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Total
responding
firms

3
2
4

9

2. Do different ROOs complicate procedures to prove country of origin?
Number
21
28.0
100.0
17
responding to
question
a. Complicated
9
12.0
42.9
7
procedures lead to
increased costs
b. Changes to
2
9.5
9.5
2
production
processes etc. lead
to increased costs

12.0
5.3
9.3

100.0

% of
% of
Firms
responding responses using or
firms
to question planning
to use
FTAs

100.0

41.2

11.8

33.3

9.5

33.3
22.2
44.4

100.0

% of
responses
to question
by firms
using or
planning to
use FTAs

81.0

14.3
9.5
19.0

42.9

% of
firms
using or
planning
to use
FTAs

0

2

4

3
0
0

3

Firms
not using
or
planning
to use
FTAs

Impact and preferences on harmonization of ROOs as indicated by Singapore firms

1. Do ROOs add significantly to business costs?
Number
20
26.7
responding to
question
a. Yes
9
12.0
b. Maybe
4
5.3
c. No
7
9.3

Table 6.11

0.0

3.7

7.4

5.6
0.0
0.0

5.6

% of firms
not using
or planning
to use
FTAs

0.0

50.0

100.0

100.0
0.0
0.0

100.0

% of
responses
to question
by firms
not using
or planning
to use FTAs

190
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10.7
2.7

38.1
2.7

6
2

% of
% of
Firms
responding responses using or
firms
to question planning
to use
FTAs

4. Which rule is preferred for ROO harmonization?
Number
17
22.7
100.0
responding to
question
a. VA rule
9
12.0
52.9
b. CTC rule
4
5.3
23.5

19.0
9.5

4
2

44.4
22.2

100.0

75.0
25.0
0.0

42.8
14.3
0.0
42.9

100.0

35.3
11.8

% of
responses
to question
by firms
using or
planning to
use FTAs

57.1

28.6
9.5

% of
firms
using or
planning
to use
FTAs

9

3. Would harmonization of ROOs of different FTAs be beneficial?
Number
22
29.3
100.0
12
responding to
question
a. Yes
16
21.3
72.3
9
b. Maybe
6
8.0
27.3
3
c. No
0
0.0
0.0
0

8
2

Total
responding
firms

(continued)

c. No problem
d. No problem at
this point but
some may occur in
future

Table 6.11

2
1

3

3
2
0

5

2
0

Firms
not using
or
planning
to use
FTAs

3.7
1.9

5.6

5.6
3.7
0.0

9.3

3.7
0.0

% of firms
not using
or planning
to use
FTAs

3.7
1.9

5.6

60.0
40.0
0.0

100.0

50.0
0.0

% of
responses
to question
by firms
not using
or planning
to use FTAs

191
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0

0.0

14.3

0.0

33.3

0

0

Author’s calculations based on survey data.

0.0

3

Source:

0.0

0

23.5

CTC = change of tariff classification; FTA = free trade agreement, ROO = rule of origin; VA = value added.

5.3

4

Notes:

c. Option to choose
between VA or
CTC
d. No need for
harmonized ROO

0.0

0.0

0.0

0.0
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unproblematic, while two firms indicated that it could become problematic in the future.
Third, Would harmonization of ROOs of different FTAs be beneficial?
Sixteen firms (mainly in electronics) believed that this would be beneficial,
while another six firms indicated that it may be beneficial. No firm replied
in the negative.
Fourth, which rule is preferred for ROO harmonization? Nine firms
preferred the VA rule, four firms preferred the CTC rule and another four
firms preferred to be given the option to choose between the VA and CTC
rules.
Are the firms’ responses influenced by whether they utilize FTAs? The
majority of firms not utilizing FTAs did not respond to this set of questions. Firms with FTA utilization have a greater tendency to state that
the existence of different ROOs complicates procedures to prove country
origin, that ROOs significantly add to business costs and that harmonized
ROOs would be beneficial.
The survey results show that of the 13 firms actually utilizing FTAs, six
firms utilized just one FTA, five firms utilized two FTAs and two firms
utilized three or more FTAs (Table 6.12). However, on actual and planned
FTA utilization, the incidence of multiple utilizations increased, with six
firms utilizing just one FTA and 15 firms utilizing multiple FTAs. This is
consistent with the finding that many respondent firms saw the existence
of multiple ROOs as a possible future problem, but not a current problem.
This suggests that, at least for the Singapore firms surveyed, the noodle
bowl is not a current serious problem, in contrast to depictions by Baldwin
(2006) and others, but a possible emerging problem.
Perceptions of FTA Benefits and Drawbacks
The firms surveyed generally have more positive perceptions on the effects
of FTAs and are less concerned with the disadvantages. Increased market
access ranked as the most important benefit for 25 firms. This is not surprising since, given the small size of Singapore’s domestic market, firms
generally seek to export and Singaporean firms are part of the global and
regional production networks. Ease of importation (11 firms) ranked a
poor second to export market access, followed by new business opportunities (eight firms) including joint ventures and concentration of production (three firms). Because Singapore imposes no import tariffs (except
for alcoholic beverages), FTAs confer no tariff benefits on Singapore’s
importers, although they gain from improved customs procedures and
harmonization and mutual recognition of standards. On new business
opportunities including joint ventures, only nine responses cited it as first
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Singapore firms by industry and multiple FTA utilization
Elec- Pharma- Textiles Total
% of
% of
% of
tronics ceuticals
and
respondent
firms
firms
and
garments
firms
currently using or
chemicals
using planning
to use

Total
respondent
firms
Firms
Currently
Using FTAs
One FTA
Two FTAs
Three or
more
FTAs
Firms
currently
using or
planning to
use FTAs
One FTA
Two FTAs
Three or
more
FTAs

50

9

16

75

100.0

17.3

28.0

9

2

2

13

17.3

100.0

–

3
5
1

1
0
1

2
0
0

6
5
2

8.0
6.7
2.7

46.2
38.4
15.4

–
–
–

14

5

2

21

28.0

–

100.0

3
6
5

2
1
2

1
0
1

6
7
8

8.0
9.3
10.7

–
–
–

28.6
33.3
38.1

Note: FTA = free trade agreement.
Source:

Author’s calculations based on survey data.

or second most important. This low number is surprising because governments in ASEAN and Singapore often cite the importance of FTAs
in attracting FDI in an enlarged barrier-free market. This suggests that
market access alone is insufficient to attract foreign direct investment
and host governments should improve other aspects of the investment
climate. On concentration of production, only two electronics firms
ranked it as the most important benefit and one firm each in pharmaceuticals and chemicals and in textiles and garments ranked it as the second
most important benefit. The small sample precludes robust conclusions.
However, the low incidence of perceptions of benefits from FTAs in the
form of new business opportunities and concentration of production is
in accordance with the 40 per cent of respondents (29 firms) that had not
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changed or did not plan to change their business plans in response to
FTAs.
The costs of FTAs most cited by the surveyed firms were increased
documentation costs by clients to claim FTA benefits on their imports and
certification (five firms), followed by increased competition from imported
products (three firms). Relocation of production was the third most cited
negative effect of FTAs; all the firms citing this as a negative effect were
electronics firms. These firms are concerned over the possible relocation
of production from Singapore to its FTA partners that can offer lower
cost levels. More importantly, the small margin of preference between the
MFN rate and the FTA rate appears to be a more serious deterrent to
FTA utilization, particularly for electronics firms. This is not surprising as
much of the electronics trade is duty-free because of the operation of the
ITA and the common practice of import duty-drawbacks for inputs into
electronics export production. Where the margin of preference is small,
the benefits may not outweigh the costs.
Institutional Support for FTA Utilization
Government agencies involved in assisting businesses in Singapore
with their FTA usage and CO applications are the Ministry of Trade
and Industry (MTI), IE Singapore and Singapore Customs (under the
Ministry of Finance). The MTI is directly responsible for negotiating, implementing and monitoring the various regional and bilateral
FTAs. IE Singapore helps to ‘market’ Singapore’s FTAs by producing
documents and brochures on them, including web access to legal texts,
organizing FTA seminars and training programmes, and information on
obtaining assistance from IE Singapore officers regarding FTA usage.
Singapore Customs is the authorized agency for issuing the COs for
various FTAs. To apply for a CO through Singapore Customs, a manufacturer must first register its factory with the agency; the application
can be filed online and is followed by a factory inspection by a customs
officer. Following registration, the manufacturer can proceed to submit
the manufacturing cost statement of its product to Customs for verification on ROOs. Upon verification, the statement is valid for one year. The
manufacturer is authorized to apply for a CO for export under specific
FTAs through the electronic TradeNet System. The approved CO can
be collected from the CrimsonLogic Service Bureau. Documents relating
to the production and shipment of exports accompanied by the certificates should be kept for a period of three to five years (depending on the
FTA) for post-verification by the Singapore Customs or by the overseas
customs authorities.
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The survey revealed a low level of awareness of FTA support services
with only 33.3 per cent of firms aware of the government’s online FTA
information service (28.1 per cent for domestic firms and 24.5 per cent
for SMEs). Correspondingly, the usage rate of FTA support services in
general is also low (40 per cent overall; 12.5 per cent for SMEs). It appears
that the government’s various outreach programmes have not been very
effective in informing the business sector about FTAs. This is especially so
for the SMEs. More effective outreach is required for this segment of the
business community. On the quality of the government services, firms that
responded to this question ranked the services fairly high (3.4 on average
on a scale of 1 to 5) and not much difference was found in assessment
between foreign and domestic firms or between large firms and SMEs.
The response rate on the preferred source of institutional support
was low, but 22 out of the 29 respondent firms preferred the services of
government agencies (MTI and Ministry of Foreign Affairs) to private
sector services. This response cuts across ownership and firm size. The
strong endorsement of government services from foreign firms (80 per
cent) reflects the general positive perception by the foreign business community of the efficiency and lack of corruption of Singapore’s government services. The SMEs have the highest endorsement of government
services (over 90 per cent). This is not surprising because these firms are
less likely to be able to afford private sector services. In the private sector,
the Singapore Business Federation received the highest score and trade
lawyers and private consultants received the lowest score, possibly because
of the cost involved in utilizing the latter. Nonetheless, trade lawyers and
private consultants have produced two major guidebooks on FTAs: one
on the Singapore–India CECA (Wong Partnership 2006) and the other on
the Singapore–US FTA (Rajah and Tann LLP 2004).

6.5

CONCLUSION

Singapore pursues a three-tier trade strategy, simultaneously supporting multilateralism (WTO) and regional and bilateral FTAs. The simple
average of the MFN applied tariffs are under 9 per cent for most FTA
partners, except for 13.7 per cent for Cambodia, 15.7 per cent for Viet
Nam, 16.4 per cent for India and 9 per cent for the PRC; the average
rates for the US and Japan are 3.3 per cent and 2.8 per cent, respectively.
Increased market access to the more protectionist economies would mean
a larger margin of preference (MOP) between the MFN tariff rates and
the FTA tariff rates and would create more trade potential for Singapore’s
exporters.

M2443 - WIGNARAJA TEXT.indd 195

12/11/10 12:20:13

196

Asia’s free trade agreements

There are few empirical studies on the behaviour and perceptions of
firms toward FTAs in Asia and this chapter represents an attempt to cover
this knowledge gap through a survey of firms in Singapore. This survey of
75 firms mainly covered trade in goods and enables only a partial analysis,
as Singapore’s FTAs and economic partnership agreements also cover
trade facilitation, trade in services, investment, ‘behind the border’ issues
and wide-ranging economic and political cooperation. Singapore’s objectives in FTAs extend beyond trade in goods and export market access.
The methodology of this study, using a firm-level survey, has advantages. It enables analysis of firm behaviour and perceptions, particularly
the characteristics of firms that utilize or do not utilize FTAs, and their
perceptions on rules of origin, the ‘noodle bowl’, benefits of FTAs, and
various FTA-related services. However, there are also two limitations: the
difficulty in ensuring a representative sample of industries and firms; and
the fact that the frequency of firms’ FTA utilization gives no indication of
the quantitative importance of preferential exports under various FTAs.
Reasons for Low FTA Utilization
The survey results show that actual FTA utilization is 17.3 per cent and
actual and planned FTA utilization is 28 per cent. Although these are
higher than the numbers cited in some studies that included coverage of
Singapore, the numbers are still undesirably low and need to be explained.
The following reasons can be offered as explanations of the low FTA
utilization rate among firms in Singapore.
The low margin of preference between MFN and FTA tariff rates discourages utilization. For importers of Singapore’s products (except for
alcoholic beverages), the margin of preference is zero. For exporters of
Singapore’s products, the WTO’s plurilateral Information Technology
Agreement and the prevalence of export processing zones in many countries have removed tariffs on most electronics products and components.
The difficulty in meeting the ROOs value-added rule is another barrier
to FTA utilization. Singapore’s exports of manufactures have a high
import content, reflecting the lack of a domestic raw material base and the
policy of unrestricted imports of industrial inputs.
The burden of getting the certificate of origin as well as the burden and
uncertainty regarding customs procedures also discourages utilization. In
this regard, more attention needs to be paid to simplifying ROO requirements and procedures for certificates of origin and improving customs
procedures, including the provision of advance rulings.
The survey results stand in sharp contrast to FTA utilization rates cited
in speeches by Singapore government officials. Although the survey results
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are not comparable with the information sources for such speeches (with
differences in methodology, coverage of industries and coverage of FTA
agreements), the contrast does indicate that Singapore’s FTA utilization
(at least for selected FTAs) is probably much higher than indicated by the
survey. The survey results showed that for the pharmaceuticals and chemicals firms, the actual and planned utilization rate reached 55.6 per cent.
Low FTA utilization could also be attributed to a general lack of knowledge of FTA procedures among firms, despite the extensive FTA outreach
efforts by Singapore’s government agencies.
Key Observations and Recommendations
AFTA proved to have the highest utilization rate among the existing
FTAs. It has been in effect since 1993 and preference rates have reached
zero for the ASEAN-6 countries, providing significant margin of preference benefits. Also, ASEAN is the largest market for Singapore’s domestic
exports.
Some FTAs were not utilized by any of the firms surveyed. Some of these
FTAs were signed years ago while others are more recent and include those
with ‘free’ markets (such as New Zealand and the Transpacific Partnership)
as well as those in markets that are currently of marginal interest to
Singapore’s exporters (such as Jordan and Panama). Such FTAs, if not of
use for trade, can be justified only if they offer other substantial benefits.
The issue of a ‘noodle bowl’ problem caused by overlapping ROOs of
different FTAs does not appear to be a serious problem in Singapore.
Even though Singapore has signed and negotiated numerous plurilateral
and bilateral FTAs, most of the firms that use FTAs were using only one
or two FTAs (11 out of the 13 firms that use them). Only two firms utilized
three or more FTAs. Eleven of the firms surveyed stated that the existence
of multiple ROOs is problematic. However, the low rate of response on
this topic (only 21 of the firms surveyed answered this question) could
indicate a lack of interest or experience with the noodle bowl issue.
Even if they did not see overlapping ROOs as a serious problem, all of
the firms surveyed recognized the benefits of harmonized ROOs. The surveyed firms also generally recognized the beneficial effects of FTAs, and
more particularly of the increased market access.
Despite the extensive FTA outreach efforts of Singapore’s government
agencies, the survey results show that responding firms were not very
knowledgeable about the FTAs. The government agencies concerned
should improve their outreach programmes to ensure greater effectiveness
by considering, for example, more broad-based consultations with firms
on FTAs.
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On trade grounds, Singapore should focus on improving its FTA utilization rather than entering into more FTAs with non-major trading partners. The marginal utility of additional FTAs diminishes rapidly when the
agreements extend to non-major trading partners. Singaporean firms lack
the capacity to penetrate the many markets that the FTAs have opened
up.

NOTES
1. It should be noted that Singapore has no automobile assembly plant and that firms
producing automobile parts and components for export are usually classified under
‘electronics’ or ‘plastics’.
2. For example, the Singapore Business Federation feedback session with businesspersons
interested in India produced a wish list that included a uniform law to apply across all
state governments in India, and better handling of goods by the Indian customs service,
as some businesspersons were worried about dealing with different sets of governments
and rulings.
3. As of 3 March 2010, US$1 = S$1.4.
4. Singapore Cooperation Enterprise is the commercial arm of IE Singapore, a Singaporean
statutory body. The Asian Development Bank contracted Singapore Cooperation
Enterprise to carry out the survey in view of its expertise in handling FTA outreach in
Singapore and its close links with other government agencies and with business enterprises. Singapore Cooperation Enterprise used various in-house lists of IE Singapore
as well as business profiles with the Accounting, Corporate and Regulatory Authority
(to obtain the contact details of companies), Members’ Directory of the Textile and
Fashion Federation of Singapore (to identify companies in the textiles and garments
industry), Directory of Singapore Process and Chemical Industries, Directory of Leading
International Companies in Singapore, and Singapore 1000 (publication of leading
companies in Singapore) to draw up the list of firms from the designated industries for
interview. Singapore Cooperation Enterprise officers assigned to the project were Alan
Ng and Lee Lay Keng. Chia Siow Yue accompanied the two Singapore Cooperation
Enterprise officers to interview ten of these firms.
5. The author acknowledges the potential of sampling bias in the survey, with the electronics industry over-represented and the pharmaceuticals and chemicals industry underrepresented in relation to their importance in Singapore’s domestic exports.
6. Before the ITA, the average applied MFN tariff reduction for ICT products was between
two and three percentage points for the developed countries, while the average applied
rates in many developing countries were much higher.
7. According to the ‘yarn forward’ rule, textiles and clothing products made of yarn produced in Singapore or the US are deemed to have originated from those countries. Some
apparel products imported into the US must satisfy a ‘triple transformation’ rule requiring domestic content at each one of the three transformation stages: fibre to yarn, yarn
to fabric and fabric to garment.
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Thailand
Ganeshan Wignaraja, Rosechin Olfindo,
Wisarn Pupphavesa, Jirawat Panpiemras
and Sumet Ongkittikul

7.1

INTRODUCTION

Since the 1970s, outward-oriented policies have transformed Thailand
into a regional production hub and improved the country’s economic
prosperity. Thailand has emphasized regional trade agreements as a
vehicle of commercial policy since the 1990s (Chirathivat and Sabhasri
2009). It has participated in the Association of Southeast Asian Nations
(ASEAN) Free Trade Area (AFTA) since 1993 and has pursed bilateral
free trade agreements (FTAs) since 2001. By February 2010, Thailand was
one of East Asia’s most active FTA users, having concluded 11 FTAs and
engaged in another seven FTA negotiations.
In response to Thailand’s trend toward participating in FTAs, there is
growing academic interest in the evaluation of Thailand’s FTAs. Studies
done before the conclusion of FTAs use global computable general
equilibrium (CGE) models to simulate the economic effects of alternative FTA scenarios. The Thailand Development Research Institute
(TDRI) (2006) suggested that higher welfare effects of tariff reduction
were visible from bilateral FTAs with traditional markets such as Japan
and the United States (US) than those with new markets. Kawai and
Wignaraja (2009b) found that ASEAN’s FTAs generated significantly
larger welfare gains for Thailand, especially if the CGE analysis incorporated reductions in tariffs and services barriers and improvements in
trade facilitation.
Studies done after the conclusion of FTAs rely on industry analysis
to assess the effect of FTAs. In a study of the automotive industry,
Kohpaiboon and Jongwanich (2006) concluded that overall FTA utilization
rates were relatively low and that FTA export creation was not significant.
In contrast, Chirathivat (2008) and the TDRI (2006) found relatively high
utilization rates for the Thailand–Australia FTA and the Thailand–India
FTA but relatively low rates for the ASEAN–People’s Republic of China
199
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(PRC) Comprehensive Economic Cooperation Agreement (CECA). The
TDRI (2006) also found that the automotive industry benefited more than
the textile and garment industry from implemented FTAs. Using revealed
comparative advantage analysis, Sussangkarn (2003) suggested that the
full impact of the ASEAN–PRC CECA may have been underestimated
because the PRC’s range of comparative advantages over Thailand was
broad.
The few existing studies on Thailand’s FTAs provide only partial
insights. The CGE estimates highlight welfare gains from bilateral FTAs
with traditional markets and from ASEAN’s FTAs. Yet they are unable
to explain how much such welfare gains are realized. Furthermore, industry studies have been inconclusive on FTA utilization rates and effects
on different industries. In the absence of adequate industry information,
enterprise surveys can help investigate the impact of FTAs on Thailand’s
exporters.
This study is the first systematic analysis of how FTAs affect exporting firms in Thailand. The research explores five key issues in current
academic and policy debates: (1) knowledge of FTA provisions and use
of FTA preferences; (2) the relative importance of different FTAs and net
benefits of FTAs; (3) firms’ responses to FTAs; (4) the burden imposed by
multiple rules of origin (ROOs) and the extent of the Asian ‘noodle bowl’
effect;1 and (5) the demand for institutional support for firms to utilize
FTAs. These issues were investigated using a survey of 221 exporters in
three leading Thai export industries – textile and garment, electronics, and
automotive – undertaken from April 2007 to May 2008.

7.2

FTA POLICIES AND TRADE WITH FTA
PARTNERS

This section describes Thailand’s FTA policies and trade with FTA
partners as the backdrop for the analysis of the results of the Thai firm
survey.
Overview of Trade and FTA Policies
In the early 1970s, following a decade of import substitution, Thailand
gradually started shifting toward outward-oriented policies under the
Third National Economic and Social Development Plan. An escalating
tariff structure (ascending from raw materials to finished goods) was used
to support exports, but overall tariffs remained high in the 1970s. The 1980s
and 1990s saw renewed emphasis on achieving outward orientation (WTO
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2003, 2007). Further tariff reform was facilitated by Thailand’s membership in the General Agreement on Tariffs and Trade (GATT) in 1982.
Export processing zones, tax incentives and access to duty-free imports
were also introduced to attract export-oriented foreign direct investment
(FDI) into manufacturing, which was rapidly growing. Significant tariff
reform started in the late 1980s to reduce industrial tariffs. In addition,
Thailand became a member of the Information Technology Agreement
(ITA) in 1996, which accelerated reduction of tariffs on electronics.2
As a measure of the economy’s growing outward orientation, between
1993 and 2007 Thailand’s average most favoured nation (MFN) tariffs
for all industries fell significantly from 45.7 per cent to 10 per cent and
for industrial goods from 45.1 per cent to 7.7 per cent (UNCTAD 2008).
The three industries of interest to this study had different speeds of liberalization, reflecting the influence of national trade strategy and industrial
lobbies. Textiles and garments had large tariff cuts (82 per cent to 14.4 per
cent), followed by electronics (from 41.6 per cent to 3.8 per cent) during
the same period. Meanwhile, automotives experienced a more modest
tariff reduction (57.1 per cent to 32.9 per cent) and remained relatively
protected (UNCTAD 2008).
Thailand’s exports surged, reflecting outward-oriented policies, the
entry of export-oriented FDI, cheap labour costs, investments in infrastructure, and strategic geographical location. The value of total exports
nearly trebled between 1995 and 2007 to US$152.1 billion. Electronics
also trebled in value to US$30.3 billion to emerge as the country’s largest
manufactured export (Thailand Ministry of Commerce 2009). The value
of automotives increased twelvefold to US$15.2 billion. Targeted to
become the ‘Detroit of Asia’, the automotive industry is considered
a rising star in Thailand and received significant policy support. By
contrast, textiles and garments stagnated at under US$7 billion due to
increased competition from lower-cost competitors like the PRC and Viet
Nam (Thailand Ministry of Commerce 2009). Taken together, the three
industries accounted for around one-third of total exports in 2007.
Since the early 1990s, an emphasis on regionalism has tempered
Thailand’s outward orientation. Participation in AFTA, beginning in
1993, strengthened economic ties with neighbouring ASEAN countries.
In the 2000s, a marked shift toward bilateral FTAs occurred as Thailand
sought to ensure greater market access and to develop as a strategic investment location in Asia. Tantivasadakarn (2006) pointed out that Thailand’s
approach to FTAs has two objectives. First, FTAs are used to strengthen
ties with important traditional markets such as the US and Japan. Second,
FTAs are used to gain access to new markets, classified into three groups:
(1) potential markets such as the PRC, India, Australia and New Zealand;
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(2) gateways to other markets, such as Bahrain (gateway to the Middle
East) and Peru (gateway to South America); and (3) new regional markets
such as the countries that comprise the Bay of Bengal Initiative for MultiSectoral Technical and Economic Cooperation (BIMSTEC). Moreover,
because Thailand’s major competitors (for example, Viet Nam and
Malaysia) are negotiating to establish FTAs with its major current and
potential trading partners, Thailand is being forced to move faster toward
FTA negotiations to protect market shares in these markets.
Table 7.1 summarizes Thailand’s FTAs by status. By February
2010, Thailand had concluded 11 FTAs, was involved in another seven
negotiations, and was studying the feasibility of five others.
Trade with FTA Partners
Table 7.2 details trends in Thailand’s total trade with its FTA partners
(both concluded FTAs and those under negotiation) since 1995. Total
trade with partners of concluded FTAs amounted to US$191 billion (or
51.8 per cent of Thailand’s exports) in 2008. The country’s three major
FTA trading partners are in East Asia: ASEAN, Japan and the PRC. Some
way behind are Australia, the Republic of Korea and New Zealand. Trade
with partners of concluded FTAs has grown faster (17.9 per cent per year)
than trade with partners of FTAs under negotiation (6.7 per cent) or the
rest of the world from 2001 to 2008. Among partners of concluded FTAs,
the PRC, India and Australia have the fastest trade growth. Among FTAs
under negotiation, the US is the largest partner but its growth is moderate,
while trade with Peru and Bahrain has accelerated.
Table 7.3 shows trends in Thailand’s exports with its FTA partners
(both concluded FTAs and those under negotiation) for the three industries of interest to the study. There are some differences in the export patterns for the three industries.
Around 49 per cent of Thailand’s electronics exports go to partners of
concluded FTAs. The PRC has emerged as the largest and fastest-growing
(39.1 per cent per year in 2001–07) FTA market for Thailand’s electronics exports. Some 53.5 per cent of automotive exports are with FTA
partners. ASEAN and Australia are the largest and fastest-growing FTA
markets for automotive exports. By contrast, FTA partners only account
for around 27 per cent of textile and garment exports. ASEAN is the
largest FTA market for Thailand’s textiles and garments and is growing
rapidly. While Japan is presently the largest market, the PRC and India
are next-largest markets for the industry and are growing more rapidly
than ASEAN.
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Thailand’s involvement in FTAs

Status

Agreement

Signed or in
effect

Thailand–Lao People’s
Democratic Republic PTA
(1991)
AFTA (1993)
PRC–Thailand PTA (2003)
Thailand–Australia FTA (2005)
Thailand–New Zealand CEPA
(2005)
ASEAN–PRC CECA (2005)

Japan–Thailand EPA (2007)
ASEAN–Japan CEPA (2008)
ASEAN–Australia and New
Zealand FTA (2009)

ASEAN–Korea CECA (2009)

ASEAN–India CECA (2010)

Under
negotiation
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Thailand–Bahrain FTA (2002)
Thailand–US FTA (2004)
Thailand–India FTA (2004)
Thailand–Peru FTA (2004)
BIMSTEC FTA (2004)
Thailand–EFTA FTA (2005)
ASEAN–EU FTA (2007)

Remarks

TIG signed and in effect
since Jul 2005; TIS signed
and in effect since Jul 2007

Signed Feb 2009 and
expected to take effect in
Jan 2010 for Australia, New
Zealand and 6 ASEAN
members. Thailand ratified
in Jan 2010 (to take effect in
Mar 2010)
Thailand acceded in Feb
2009. Rest of ASEAN and
Korea earlier signed and
implemented the agreement
in 2007 for TIG and 2009
for TIS
Signed in Aug 2009 and TIG
in effect Jan 2010 for India,
Singapore, Thailand and
Malaysia only

Negotiations temporarily
suspended; EU to pursue
bilateral FTA negotiations
with selected ASEAN
members
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(continued)

Status

Agreement

Proposed

EAFTA (ASEAN+3) (2004)
Thailand–Pakistan FTA (2004)
Thailand–Chile FTA (2006)
Thailand–Mercosur FTA (2006)
CEPEA (ASEAN+6) (2007)

Remarks

Notes: ADB = Asian Development Bank; AFTA = ASEAN Free Trade Area; ASEAN
= Association of Southeast Asian Nations; BIMSTEC = Bay of Bengal Initiative for
Multi-Sectoral Technical and Economic Cooperation; CECA = Comprehensive Economic
Cooperation Agreement; CEPA = Comprehensive Economic Partnership Agreement;
CEPEA = Comprehensive Economic Partnership in East Asia; EAFTA = East Asia
Free Trade Agreement; EFTA = European Free Trade Association; EPA = economic
partnership agreement; EU = European Union; FA = Framework Agreement; FTA = free
trade agreement; Korea = Republic of Korea; PRC = People’s Republic of China; PTA
= preferential tariff agreement; US = United States; TIG = trade in goods; TIS = trade in
services.
Source: Asian Development Bank (2010); data as of February 2010.

Utilization of FTAs and Possible Determinants of Use
There is considerable debate in academic circles on FTA utilization rates
and the determinants thereof in Thailand (Kohpaiboon and Jongwanich
2006; TDRI 2006; Sally 2007). Chirathivat (2008) found that the overall
utilization rate based on certificate of origin data for Thailand’s FTA
partners has been rising steadily, climbing from 15.6 per cent to 26.7 per
cent between 2005 and 2008. Utilization rates of key FTAs for Thai firms
were also available. From 2005 to 2008, utilization of AFTA increased
from 21.2 per cent to 27.9 per cent. For the Thailand–Australia FTA in
the same period, usage increased from 66.9 per cent to 71.8 per cent. The
rates for the ASEAN–PRC CECA, Japan–Thailand economic partnership agreement (EPA) and the ASEAN–India CECA also exhibited rising
trends (see Table 7.4).
Different industries showed different utilization rates for these key
FTAs. These differences may be due to several factors, including low
margins of preference, notable administrative costs of complying
with ROOs, non-tariff measures (NTMs) in export markets and weak
competitiveness of Thai firms relative to competitors (TDRI 2006).
Among firms in the automotive industry in 2008, overall use was estimated at around 28 per cent (Chirathivat 2008). The usage of AFTA in
2008 was 31.2 per cent, while the utilization rate of the Thailand–Australia
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Thailand’s total trade with FTA partners
Annual average
growth rate, %

Value,
US$ million

% of total
exports

1995–
2000

2001–
08

1995

2008

1995

2008

Total trade

0.7

15.9

127 443

356 999

100.0

100.0

Partners of
concluded
FTAs
Japan
PRC
Korea
ASEAN
Australia
New Zealand
India

0.0

17.9

62 727

191 312

49.2

51.8

−3.8
10.7
1.0
1.8
5.8
5.1
4.0

12.4
27.7
17.8
17.6
25.3
17.3
26.5

31 131
3 743
3 277
70 291
2 531
297
921

53 628
36 347
10 529
57 556
13 147
1 395
5 975

24.4
2.9
2.6
17.1
2.0
0.2
0.7

11.3
9.1
2.1
22.6
4.5
0.4
1.9

3.7

6.7

19 626

32 363

15.4

11.6

3.6
21.8
7.4

6.5
17.8
20.8

18 607
38
60

31 698
328
337

14.6
0.0
0.0

11.4
0.1
0.1

0.2

16.5

45 090

133 323

35.4

36.5

Partners of
FTAs under
negotiation
US
Peru
Bahrain
Rest of the
world

Notes: ASEAN = Association of Southeast Asian Nations; FTA = free trade agreement;
Korea = Republic of Korea; PRC = People’s Republic of China; US = United States.
Source: Authors’ calculations based on Thailand Ministry of Commerce (2009).

FTA was as high as 56.7 per cent. In addition to the higher margins of
preference in the automotive industry, these high rates can be attributed
to Thailand’s well-established automotive industry and the experience of
the industry’s firms in dealing with ROOs.
In the electronics industry, usage of FTAs was expected to be low
because of incentive schemes such as the ITA,3 duty drawback and other
incentive schemes that provide lower tariff rates for electronics exporters
even without an FTA. Kuroiwa (2006) suggested that the low utilization rate of AFTA for electronics could be due to the exporters’ inability to comply with the ROOs. However, Chirathivat (2008) found that
utilization rates for electronics exporters were more robust and higher
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−0.5
18.3
3.1

9.7
46.7
−9.3

−8.9

Rest of the world

3107

1 970
5
6

1 981

379
264
99
925
77
13
122

1 879

6 967

2007

Value,
US$ million

16.8

11.6
−3.0
41.1

12.0

11.2
78.9
39.1
2.6
13.4
10.8
45.2

8.1

11.4

1995–2000

13.3

7.4
30.1
15.0

6.7

6.4
39.1
13.0
3.8
14.7
13.4
5.9

12.4

11.6

2001–07

Growth rate, %

Electronics

10 710

4 877
1
1

4 879

3 324
5 473
829
4 724
198
17
189

14 754

30 344

2007

Value,
US$ million

29.3

0.3
64.1
75.5

4.6

44.7
19.1
47.6
4.2
173.6
101.2
117.8

19.7

20.9

1995–2000

25.8

16.9
63.8
50.2

14.8

19.8
24.5
28.5
34.6
40.0
20.6
32.9

33.0

28.6

2001–07

Growth rate, %

Automotive

6 515

474
58
23

555

1 176
82
27
4 004
2 398
151
292

8 130

15 200

2007

Value,
US$ million

Source:

Authors’ calculations based on Thailand Ministry of Commerce (2009).

Notes: ASEAN = Association of Southeast Asian Nations; FTA = free trade agreement; Korea = Republic of Korea; PRC = People’s Republic
of China.

6.4

−0.9

9.3

2.1
15.9
6.7
12.3
9.8
10.9
13.5

−9.2
4.0
9.4
−3.8
−7.0
5.9
1.7

Partners of FTAs
under negotiation
United States
Peru
Bahrain

10.6

−4.8

Partners of
concluded FTAs
Japan
PRC
Korea
ASEAN
Australia
New Zealand
India

4.8

2001–07

−2.9

1995–2000

Growth rate, %

Textile and garment

Thailand’s exports to FTA partners by industry

Total trade

Table 7.3
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Utilization rates of selected FTAs by Thai firms
2005

2006

2007

2008

15.6
21.2
66.9
6.7
–
62.1

16.8
20.4
63.2
12.4
–
70.5

22.7
27.6
68.5
13.2
3.8
88.2

26.7
27.9
71.8
11.0
20.7
–

Overall
AFTA
Thailand–Australia FTA
ASEAN–PRC CECA
Japan–Thailand EPA
ASEAN–India CECA

Notes:
Utilization rates (%) are based on certificate of origin data.
– indicates no data available.
AFTA = ASEAN Free Trade Area; ASEAN = Association of Southeast Asian Nations;
CECA = Comprehensive Economic Cooperation Agreement; EPA = economic partnership
agreement; FTA = free trade agreement.
Source:

Authors’ calculations based on Chirathivat (2008).

than previous estimates – 19.7 per cent for AFTA, 12.3 per cent for the
Thailand–Australia FTA and 46 per cent for firms exporting to India
under the ASEAN–India CECA.
Among textile and garment firms, usage is much lower overall (3.8 per
cent) compared to firms in other industries. Usage was 2.9 per cent for
AFTA, 1.3 per cent for the Thailand–Australia FTA and 10.3 per cent for
the Japan–Thailand EPA.

7.3

SURVEY FINDINGS

This section presents the main findings from the survey of 221 firms. The
sample covers firms of different sizes (small and medium-sized enterprises
– SMEs; large firms and giant firms) and ownership (domestic and foreign)
(see Table 7.5).
Knowledge and Use of FTA Preferences
Some firms claimed to have knowledge of provisions in Thailand’s FTAs.
Of responding firms, 43.5 per cent (87 firms) claimed to have thorough
and detailed knowledge of the FTA provisions that affect their business.
Another 26 per cent (52 firms) claimed to have some knowledge of some
aspects of the relevant FTA provisions. Larger firms tended to be more
knowledgeable about FTAs than did smaller firms. While 66.2 per cent of
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Table 7.5

Composition of sample of Thai firms surveyed
All firms

Number of
firms
By firm sizea
SME
Large
Giant
By ownershipb
Foreign
Domestic

Textile and
garment

Electronics

Automotive

Number

%
dist.
(column)

%
Number
% Number % Number %
dist.
dist.
dist.
dist.
(row)
(row)
(row)
(row)

221

100.0

100.0

64

29.0

73

33.0

84

38.0

107
85
29

48.4
38.5
13.1

100.0
100.0
100.0

32
24
8

29.9
28.2
27.6

33
33
7

30.8
38.8
24.1

42
28
14

39.2
32.9
48.3

99
122

44.8
55.2

100.0
100.0

7
57

7.1
46.7

41
32

41.4
26.2

51
33

51.5
27.1

Notes:
SME = small or medium-sized enterprise.
a
SMEs have 100 or fewer employees, large firms have 101 to 1000 employees and giant
firms have over 1000 employees.
b
A firm with more than 10 per cent foreign equity is classified as a foreign firm
(UNCTAD definition).
Source:

Authors’ calculations based on survey data.

large firms and 65 per cent of giant firms claimed that they had thorough
knowledge of FTA provisions, only 23.6 per cent of SMEs provided the
same response (Figure 7.1). As expected, a high proportion of SMEs (44.3
per cent) reported that they had no knowledge at all of FTA provisions
that affect their business.
Textiles and garments had the highest proportion of firms that claimed
to be knowledgeable about FTA provisions (53.4 per cent). The high
levels of knowledge of FTA provisions may reflect that the sample firms
are mostly in (or near) major cities in Thailand and have access to information, training and other FTA-related services provided by government
and business associations. Knowledge levels (along with access to FTA
services) are likely to decline with increasing distance from the capital
city.
Utilization of preferences in existing Thai FTAs seems reasonable and
set to rise. Survey results suggest that on the question of current FTA
utilization, 24.9 per cent of respondents (55 firms) used Thai FTAs.
When future use is included in the utilization rate, it rises to 45.7 per
cent of respondents (100 firms). The utilization rate from survey findings
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100
90

23.6

80

% responses

70

65.0

66.2
27.4

60
50

4.7

40
30
20.0

44.3

20

25.7

10

15.0

8.1
0
SMEs
(n = 106)
None at all

Large firms
(n = 74)

Limited knowledge

Giant firms
(n = 20)

Some knowledge

Knowledgeable

Notes: FTA = free trade agreement; SME = small or medium-sized enterprise.
Source:

Authors’ calculations based on survey data.

Figure 7.1

Thai firms’ knowledge of FTA provisions that affect business

generally accords with the utilization rate (26.7 per cent in 2008) provided
by Chirathivat (2008) based on certificate of origin data from the Thailand
Ministry of Commerce. Table 7.6 provides a breakdown of FTA preference utilization by industry and firm size. SMEs made the least use of FTA
preferences.
It is interesting to consider which FTAs were chosen by firms that used
or planned to use preferences. Around 32.4 per cent of these firms reported
that they used or planned to use five of the FTAs in effect: AFTA, the
ASEAN–PRC CECA, the Thailand–Australia FTA, the Thailand–New
Zealand Comprehensive Economic Partnership Agreement (CEPA) and
the ASEAN–India CECA). Meanwhile, 67.5 per cent of firms using or
planning to use FTAs reported FTAs under negotiation at the time of
the study (US–Thailand FTA and Japan–Thailand EPA) to be the most
important for their business. Thus, the evidence seems to suggest that
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Utilization of FTAs by Thai firms (% respondents in each size
category)

Use of FTA All
preferences

Textile and
garment
SME Large Giant

Use or
45.7 37.5 45.8
plan to
use
Plan to use 28.3 28.1 54.2
Do not use 26.0 34.4
0.0
All firms
100.0 100.0 100.0
n
219
32
24

Electronics

Automotive

SME Large Giant SME Large Giant

50.0

32.3

12.5
37.5
100.0
8

25.8
41.9
100.0
31

66.7

85.7

27.3
0.0
6.1 14.3
100.0 100.0
33
7

31.0

50.0

57.1

11.9 39.3 42.9
57.1 10.7
0.0
100.0 100.0 100.0
42
28
14

Notes: FTA = free trade agreement; SME = small or medium-sized enterprise.
Source: Authors’ calculations based on survey data.

although utilization of preferences in existing Thai FTAs is moderate as of
2007–08, FTA utilization rates in Thailand are likely to increase when the
major FTAs under negotiation become effective.
Meanwhile, 26 per cent of the firms in the sample did not use preferences; most of these were domestic SMEs. In-depth interviews with firms
revealed insights on why firms are not keen on using FTA preferences.
Apart from the non-FTA preferences available to firms, such as the ITA,
the demand for products from the FTA partner may be too small relative to the administrative cost associated with utilizing FTA preferences.
Furthermore, firms also have access to MFN rates, which can sometimes
be more competitive than FTA preference rates.
Ranking of FTAs and Net Benefits
The growing number of FTAs involving Thailand raises the issue of the
relative importance of different FTAs for business, particularly those concluded versus those under negotiation. A related issue is whether FTAs
have brought net benefits to business in Thailand, that is, whether the
benefits have exceeded the costs.
The US–Thailand FTA and the Japan–Thailand EPA were the most
important FTAs for the sample firms. Table 7.7 provides a ranking of the
importance of Thai FTAs based on the responses of the sample firms. Of
the 221 firms, 22.6 per cent of them chose the US–Thailand FTA while
another 21.7 per cent selected the Japan–Thailand EPA as being most vital
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Ranking of FTAs by Thai firms (number of firms that indicated
the FTA as the most important to business)a

FTAs

All

Textile and
garment

Electronics

SME Large Giant
Signed or in effect
AFTA
32
Thailand–
18
Australia
FTA
6
Thailand–
PRC EHPb
ASEAN–
5
PRC CECA
2
Thailand–
India FTAb
Thailand–
1
New Zealand
CEPA
Under negotiation
Thailand–
50
United
States FTA
Japan–
48
Thailand
EPAc
Number of
162
respondents
No response
59
All firms

221

Automotive

SME Large Giant SME Large Giant

1
2

0
0

0
0

10
1

2
3

1
1

13
5

2
3

3
3

3

0

0

0

0

0

3

0

0

0

0

0

1

1

1

0

2

0

0

0

0

0

0

0

1

1

0

0

0

0

0

0

0

1

0

0

11

16

7

3

5

0

3

2

3

3

3

0

7

11

3

4

12

5

20

19

7

22

22

6

30

22

14

12

5

1

11

11

1

12

6

0

32

24

8

33

33

7

42

28

14

Notes:
FTA status categorization is as of survey period.
AFTA = ASEAN Free Trade Area; ASEAN = Association of Southeast Asian Nations;
CECA = Comprehensive Economic Partnership Agreement; CEPA = Comprehensive
Economic Partnership Agreement; EHP = Early Harvest Program; EPA = economic
partnership agreement; FTA = free trade agreement; PRC = People’s Republic of China;
SME = small or medium-sized enterprise.
a
This table presents only FTAs indicated by respondents as the most important FTA for
their business. See Table 7.1 for the list of all FTAs involving Thailand.
b
The Thailand–PRC agreement is under the ASEAN–PRC CECA.
c
Signed and in effect since November 2007 but under official negotiation at the time of
the survey.
Source:

Authors’ calculations based on survey data.
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to their businesses. These two FTAs were under negotiation at the time of
the survey but emerged as being more important for the sample firms than
those already in effect. Other FTAs indicated were AFTA (14.5 per cent),
the Thailand–Australia FTA (8.1 per cent), the Thailand–PRC preferential tariff agreement (Early Harvest Prgramme, EHP) (2.7 per cent) and
the ASEAN–PRC CECA (2.3 per cent). These findings underscore the
role of Thailand’s FTAs in strengthening its ties with large, traditional
export markets and gradually improving access to new markets.
The majority of the firms that selected the US–Thailand FTA or the
Japan–Thailand EPA were larger firms, accounting for more than half of
large firms (56.6 per cent) and 64.5 per cent of giant firms.4 Meanwhile,
AFTA was the most popular among smaller firms. Of the 32 firms that
selected AFTA to be the most important to their business, 75 per cent
were SMEs.
A distinct pattern of interest in FTAs emerges by industry and ownership, reflecting linkages with global supply chains. The US–Thailand FTA
was overwhelmingly the most important FTA for textiles and garments,
particularly for domestic firms. Meanwhile, the Japan–Thailand EPA was
the most important FTA for electronics and automotives, particularly for
foreign firms.5
Among the concluded FTAs, firms saw AFTA as the most important
to their business, followed by the Thailand–Australia FTA. As expected,
these two FTAs were popular among automotive firms, given the lower
FTA preferential tariff rates and higher tariff margins relative to other
FTAs. However, even if AFTA preferential tariff rates are low for textiles
and garments, large and giant firms in this industry find this agreement less
important than do SMEs.
The 59 firms that gave no response are also noteworthy. The majority
of these are SMEs. Some of them are domestic electronics producers that
supply parts and components to exporters (that is, indirect exporters).
Meanwhile, others are covered under agreements such as the ITA.
Firms typically reported more positive than negative impacts of FTAs.
Nearly two-thirds of the sample (131 firms) reported at least one positive impact of FTAs on their business, while only 13.1 per cent (29 firms)
reported at least one negative impact (Figure 7.2).6 The positive impacts of
FTAs were reported to include wider market access that results in higher
export sales (81 firms), concentration of production (58 firms), easier
importation of intermediate goods and raw materials due to lower preferential tariffs (44 firms) and new business opportunities including joint
ventures (41 firms).
Meanwhile, the main negative impact of FTAs was increased competition from imported products (22 firms), while documentation of FTA use
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Number of respondents
0

10

Market access

40

16

New business opportunities

15
4

27
23
19

13

50

60

38

26

Preferential tariffs

Documentation of FTA use

30

32

Concentration of production

Increased competition

20

70

80

90

11
5

5
7

5

5 1

Competitive disadvantage 12

SMEs
Large firms
Giant firms

Notes:
Multiple answers allowed.
FTA = free trade agreement; SME = small or medium-sized enterprise.
Source:

Authors’ calculations based on survey data.

Figure 7.2

Benefits and costs of FTAs as indicated by Thai firms

for clients and competitive disadvantage with other FTAs were chosen as
reasons by six and three firms, respectively.
Figure 7.2 also shows a breakdown of the impacts of FTAs by firm size.
The positive impacts are visible across all firm sizes. For instance, market
access was indicated as a benefit by 32 SMEs, 38 large firms and 11 giant
firms. Improved market access was generally perceived as a benefit of
FTAs across all three industries, while increased competition was seen as
a cost, especially by automotive firms and to some extent by textile and
garment firms.
Business Strategy Responses
Nearly half of the firms reported that FTAs had influenced their business
plans. Some 45.9 per cent of respondents (100 firms) to this question reported
that they had changed or would change business plans in response to FTAs.
Another 13.3 per cent (29 firms) may do so. The proportion of firms that
had changed or would consider changing their business plans in response to
FTAs (59.2 per cent combined) was significantly higher than the proportion
of those that did not plan to change business plans (31.7 per cent).
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% responses
0
SMEs (n = 104)

Large firms (n = 85)

Giant firms (n = 29)

20

40

33.7

60

12.5

46.2

60.0

48.3

80

15.3

10.3

100
7.7

15.3

27.6

9.4

13.8

Have changed/will change business plans
May change business plans
Will not change business plans
Do not know
Notes: FTA = free trade agreement; SME = small or medium-sized enterprise.
Source: Authors’ calculations based on survey data.

Figure 7.3

Thai firms’ business strategy responses to FTAs

Figure 7.3 shows the distribution of the firms across firm sizes that
responded to the question on business strategy responses to FTAs. Larger
firms seemed to be more responsive to FTAs than smaller ones, as higher
proportions of large and giant firms had changed or would change their
business plans compared to SMEs. Only 33.7 per cent of SMEs reported
that they had changed or planned to change their business plans, lower than
the 60 per cent and 48.3 per cent of large and giant firms, respectively.
One striking feature of the group of firms that have changed or will
change their business plans is that the majority chose the US–Thailand
FTA and Japan–Thailand EPA as the most important FTAs to their business. This indicates that firms seem to anticipate the impact of FTAs on
their business, since one of these two FTAs had not yet taken effect at the
time of the survey. Meanwhile, domestic firms dominate the groups that
reported no change in business plans in electronics and automotives.
Burden Imposed by Multiple ROOs
The growing number of FTAs in Thailand has triggered concerns that
the attendant rules and administrative procedures might increase the cost
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Impacts of ROOs as indicated by Thai firms (% respondents in
each industry)
All

Textile and
garment

Electronics

Automotive

SME Large Giant SME Large Giant SME Large Giant
Is an
14.9 9.4 25.0
0.0
obstacle
0.0
May be an 21.7 6.2 41.7
obstacle
in the
future
46.2 37.5 29.2 87.5
Is not an
obstacle
17.2 46.9
4.1 12.5
Do not
know
All firms
100.0 100.0 100.0 100.0
n
221
32
24
8

6.0

15.2

0.0

11.9 28.6

28.6

15.2

24.2

42.9

30.9 21.4

7.2

54.6

51.5

57.1

42.9 39.3

57.1

24.2

9.1

0.0

14.3 10.7

7.1

100.0 100.0 100.0 100.0 100.0 100.0
33
33
7
42
28
14

Notes: FTA = free trade agreement; ROO = rule of origin; SME = small or medium-sized
enterprise.
Source:

Authors’ calculations based on survey data.

of doing business. If the country’s agreements were mutually consistent, especially concerning ROOs, then the costs of a new FTA would be
minimal for business. If not, such costs could be significant. The key questions relating to ROOs in Thailand are as follows: Are ROOs an obstacle
to using FTA preferences? Does this observation vary by firm size? If multiple ROOs are a problem, would this significantly add to business costs?
And does harmonization of ROOs offer benefits?
A few firms saw individual ROOs as an obstacle to using FTA preferences. Table 7.8 shows whether firms perceive ROOs as an obstacle
to using FTA preferences. Around 14.9 per cent of firms reported that
ROOs in Thailand’s FTAs were an obstacle to using FTA preferences.
Meanwhile, another 21.7 per cent said ROOs might be an obstacle in
the future with the projected growth of Thai FTAs. In general, automotive firms, with large amounts of parts and components as well as
complex manufacturing processes, perceived ROOs to be more of a
problem than firms in the other two industries (20.2 per cent of firms in
automotives).
Large firms seemed to be more concerned about ROOs than were
SMEs and giant firms. Except for in the automotive industry, large firms
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accounted for the highest proportion of firms reporting that ROOs were
an obstacle to using preferences (25 per cent in textiles and garments and
15.2 per cent in electronics). Accordingly, giant firms accounted for the
highest proportion of firms that did not see ROOs as an obstacle. This
result suggests that giant firms, which have wider and deeper market penetration, can take advantage of FTA preferences and more easily prove
the origin of goods than smaller firms.
ROOs were not perceived as an obstacle to using FTA preferences for
46.2 per cent of the sample. One explanation of this result is that at the
time of the survey, Thailand had only concluded seven FTAs, largely with
new markets, while FTAs with the country’s traditional markets were
still under negotiation. Accordingly, by 2010, firms in Thailand may have
started to see multiple ROOs as an obstacle to using FTA preferences, a
trend that could likely become more marked after 2010 when more FTAs
are concluded.
Some firms said that dealing with multiple ROOs would add significantly to business costs. Of the responding firms, 26.1 per cent (57 firms)
indicated that dealing with multiple ROOs would add significantly to
business costs, including many electronics firms and a smaller percentage
of textile and garment firms.
While firms of all sizes are concerned about the Asian noodle bowl
effect, giant firms seemed to be the most concerned (Figure 7.4). Of the
giant firms that responded to the question on the burden of multiple
ROOs, 35.7 per cent (ten firms) reported that dealing with multiple ROOs
adds significantly to business costs while only 24.3 per cent of SMEs (26
firms) and 25.3 per cent of large firms (21 firms) shared that view. This
result may be explained by the fact that, as users of multiple FTAs, giant
firms are more familiar with the business costs of dealing with multiple
ROOs than are smaller firms.
Firms typically estimated that the business costs of dealing with ROOs
would be less than 1 per cent of total export sales. Our interviews with
firms indicated that these costs can take several forms, including the cost
of staff to process customs documents and costs associated with changing business strategies to comply with the ROOs (such as undertaking
separate production runs, limiting product types and changing import
sources).
Harmonization of ROOs
Firms see benefits from the adoption of harmonized ROOs. Large and
giant firms, more than SMEs, seemed to recognize the benefits from
harmonization of ROOs, particularly in the textile and garment and
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Source:

Authors’ calculations based on survey data.

Figure 7.4

Burdens imposed by multiple ROOs as indicated by Thai firms

automotive industries (Table 7.9). This could be attributed to the finding
that SMEs are less likely to use FTA preferences than larger firms (see
discussion on FTA preference utilization above).
Examining the profile of firms that saw benefits from the adoption of
harmonized ROOs (88 firms) reveals that a majority had studied the text
of the FTA provisions that affect their business (58.7 per cent). Most of
the firms answering that ROO harmonization would be beneficial had
also changed or planned to change their business plans in response to
FTAs (64.8 per cent) and were currently using or planning to use FTA
preferences (61.4 per cent).
Institutional Support for FTA Utilization
Enterprises need various types of institutional support to help them
adjust to FTAs and utilize FTA preferences. By developing country
standards, Thailand has a comprehensive institutional support system
made up of government agencies and business associations that provide
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Benefits from ROO harmonization as indicated by Thai firms
(% respondents in each size category)
All

Textile and
garment
SME

There are
40.4 46.7
benefits
There may
32.6 16.7
be benefits
There are
11.0
6.7
no
benefits
Do not
16.1 30.0
know
All firms
100.0 100.0
n
218
30

Electronics

Automotive

Large Giant SME Large Giant SME Large Giant
66.7

50.0

36.4

42.4

28.6

14.3

51.9

42.9

29.2

37.5

27.3

39.4

28.6

50.0

25.9

28.6

0.0

0.0

12.1

6.1

0.0

21.4

14.8

21.4

4.2

12.5

24.2

12.1

42.9

14.3

7.4

7.1

100.0
24

100.0
8

100.0
33

100.0 100.0
33
7

100.0 100.0 100.0
42
27
14

Notes: ROO = rule of origin; SME = small or medium-sized enterprise.
Source: Authors’ calculations based on survey data.

information, training, technical advice and other services.7 Three key
questions on institutional support in Thailand were investigated: Which
institutions do firms usually approach to get help in dealing with FTAs?
What additional services are required from government agencies and
business associations for adjustment to FTAs? To what extent have firms
consulted with government agencies and business associations regarding
FTAs?
Use is being made of support from institutions to utilize FTAs. Table
7.10 provides enterprise responses on a range of public and private institutions that provide assistance to enterprises in Thailand. Overall levels of
awareness and use of public and private support institutions among Thai
businesses are typically low, in line with other developing countries. In
general, the sample firms make some use of public institutions, particularly the Ministry of Commerce (see Box 7.1 for a case study on government support for customs procedures). Furthermore, a few firms make use
of business associations (see Box 7.2)
Significant demand remains for more support for FTA utilization.
Interviews with firms indicated that a wide range of additional support
services are needed to help them to respond effectively to existing FTAs
and to take advantage of future FTAs. Table 7.11 provides responses
from firms about the types of services demanded. These include more
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Thai firms’ utilization of institutional FTA support (number
of respondents)

Public and private institutions
Government agencies
Ministry of Commerce
Department of Foreign Trade
Department of Export Promotion
Ministry of Industry
Customs Department
Ministry of Foreign Affairs
Department of Trade Negotiations
National Science and Technology Development
Business associations
Thai Export Association
Federation of Thai Industries
Thai Chamber of Commerce

Number of firms
131
40
33
29
26
21
3
1

46
22
21

Notes:
Multiple answers allowed.
FTA = free trade agreement.
Source:

Authors’ calculations based on survey data.

information on the implications of FTAs for businesses, upgrading of
technical standards and quality, and more training on FTAs. There are
also some requests for financial support for upgrading technology and
skills, adoption of the EDI, and enhanced consultations during FTA
negotiations. Issues such as technical standards and extension services for
SMEs and more surveillance of NTMs in partner countries are likely to
become more important as more FTAs take effect.
A majority of firms consulted with government and business associations regarding FTAs. Government agencies and business associations in
Thailand organize periodic consultations with firms on FTAs in general
and on specific FTAs prior to negotiations. More than half of the sample
firms (62 per cent or 137 firms) consulted with either government agencies
or business associations regarding FTAs. Larger firms seemed to be more
involved in consultations than smaller ones. Figure 7.5 shows the proportion of firms in each size category that consulted on FTAs, where the
SMEs reported the lowest proportion (43 per cent).
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BOX 7.1 GOVERNMENT SUPPORT FOR
CUSTOM PROCEDURES
For firms engaged in international trade, importing and exporting
require a tremendous amount of documentation. In the past, this
documentation was usually done on paper, at significant cost.
However, with information technology advancing, electronic data
interchange (EDI) was introduced to convert paper transactions
into a paperless electronic format. EDI is very helpful for customs
procedures. In Thailand, the EDI was introduced in 1997 by the
Thai Customs Department. The Thai government established
the TradeSiam Company Limited National EDI Center in 1997,
which is a joint venture company between governmental and
non-governmental agencies. TradeSiam provides an EDI switching gateway for both public and private agencies, which then feed
information directly to the Customs Department. In 2003, the
WTO estimated that approximately 85 per cent of declarations
were administered using the EDI.
The Thai Customs Department began employing a paperless
e-customs procedure in January 2005 and stopped using the
EDI by September 2005. This further reduced the import–export
procedures, and the Thai Customs Department suggests that
e-customs costs less than the EDI for import and export documentation.
Source:

7.4

Thailand Department of Foreign Trade, Ministry of Commerce (2009).

CONCLUSION AND POLICY IMPLICATIONS

This chapter examined a pressing policy issue for Thailand: How do the
country’s FTAs affect the behaviour of exporting firms? Using a relatively
large sample (221 firms) in three key industries (textiles and garments, electronics and automotive) in Thailand, the study analysed FTA use, costs
and benefits of FTAs, ROOs and demand for services to help firms utilize
FTAs. Where possible, firms’ responses were analysed by industry, firm
size and ownership. Key findings from the study are as follows:
●

FTAs with Thailand’s major traditional markets – especially the
Japan–Thailand EPA and US–Thailand FTA, which were still
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CASE STUDY ON DENSO TRAINING
ACADEMY THAILAND

As the Thai government promotes Thailand as a hub of automotive manufacturing in ASEAN, the automotive firm DENSO has
been one of the leading companies cooperating with the government and providing support to the development of Thailand’s
automotive industry. Aiming to make Thailand’s automotive
industry one of the best in the world, DENSO International
(Thailand) established DENSO Training Academy Thailand in
June 2005 as one of its departments. The academy has a ¥200
million training facility in Chonburi, Thailand, which is within an
hour’s driving distance from other companies in the DENSO
Group. The training academy emphasizes the development
of human resources and the maximization of employees’ performance and capabilities. Its main task is to provide training
to employees in companies in the DENSO Group. It offers 92
training courses, both theoretical and practical, in management,
language, safety, engineering and technical skills. Since its
opening, the academy has trained 3826 people (as of January
2007). The knowledge and know-how that Thai employees have
received benefit not only individuals and their companies but
also Thailand’s automotive industry.
Source:

●

●

Based on interviews with DTAT officials.

under negotiation at the time of the survey – were more important
for the sample firms than those with non-traditional markets.
Firms typically reported that FTAs have had more positive impacts
(for example, market access, concentration of production, new
business opportunities, preferential tariffs) than negative ones (for
example, increased competition).
The evidence suggests a reasonable level of use of preferences
in existing Thai FTAs. Also, more firms than expected used (or
planned to use) tariff preferences in FTAs. The survey results show
that 24.9 per cent of respondents (55 firms) used Thai FTAs, and
45.7 per cent either used or planned to use them; this utilization rate
is in accordance with the overall Thai FTA utilization rate (26.7 per
cent) provided by Chirathivat (2008) based on certificate of origin
data.
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Table 7.11

Services desired by Thai firms to utilize FTAs (number of
respondents)

Type of service
More information on the implications of FTAs for business
Upgrading of technical standards and quality
Financial support for upgrading technology and skills
More awareness training on FTAs under implementation
Enhanced consultations during FTA negotiations
Adoption of EDI to speed up and simplify procedures for ROO
certification
Improved extension services for SMEs
More effective surveillance of NTMs in FTA partner country
market

Number of
firms
99
90
73
68
56
52
44
39

Notes:
Multiple answers allowed.
EDI = electronic data interchange; FTA = free trade agreement; NTM = non-tariff
measure; ROO = rule of origin; SME = small or medium-sized enterprise.
Source: Authors’ calculations based on survey data.

●

●

●
●

●

Nearly half of the firms, particularly foreign electronics and automotive firms, reported that FTAs had influenced their business
plans.
Around of 14.9 per cent of firms saw ROOs as an obstacle to using
FTA preferences, and larger firms were more likely to express this
view. About 26.1 per cent of firms said that multiple ROOs would
add to business costs (typically less than 1 per cent of sales).
Most firms said that the adoption of harmonized ROOs would
reduce transaction costs under FTAs.
The sample firms, particularly domestic firms, still desired more
institutional support services to help them use FTAs. Services
desired include provision of information on implications of FTAs
for business, upgrading of technical standards and quality, training
on FTAs, and financial support for upgrading technology and skills
to speed up and simplify procedures for ROO certification.
A majority of firms have consulted with government and business
associations regarding FTAs.

The findings point to several recommendations by which firms can benefit
more from FTAs. These can be grouped under four headings as follows.
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Figure 7.5

Thai firms’ participation in FTA consultations with
government agencies or business associations

Policies to Build Awareness of Impacts from FTAs
Although the survey indicated high levels of knowledge among sample
firms, other studies (for example, Thailand Development Research
Institute 2006) have suggested that awareness of FTAs varies among Thai
firms (especially SMEs). Uninformed firms may not take full advantage
of benefits from FTAs and are less likely to change their business plans to
cope with potential losses. Furthermore, many firms are unsure whether
they are eligible to use FTA preferences. To increase awareness of FTAs,
the government should do the following:
●
●

Provide timely information on FTA provisions and progress of FTA
negotiations.
Encourage business associations and interest groups, including
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SMEs, to become more involved in FTA negotiations and provide
opportunities for them to do so.
Arrange regular conferences to educate firms, particularly SMEs,
on potential impacts of FTAs and ways in which firms can utilize
preferences.
Assess the effects of concluded FTAs (including surveys of firms) to
help mitigate losses and help intensify gains.

Policies to Encourage Utilization of FTA Preferences
Some Thai importers and exporters might perceive customs procedures
and procedures for using FTA preferences as complex. Many firms therefore hire customs brokers to deal with their customs procedures. From the
firms’ perspective, the need to obtain a certificate of origin will increase
the complexity of the whole procedure. This is because, in addition to
knowing the process, the firms need to know the harmonized system codes
of their products, their cost structure and relevant ROOs. To encourage
utilization of FTA preferences, the government can do the following:
●

●

●
●

●

●

Make customs procedures more transparent. Every firm should
be treated equally. In addition, the customs procedures should be
speeded up in line with international best practice.
Arrange workshops or conferences to introduce importers and
exporters as well as business associations to a new e-customs system
that streamlines import and export procedures as well as reducing
documentation costs.
Create a campaign to build understanding that using preferences is
not as complex as the firms think.
Negotiate for the best tariff preference in FTAs to reduce tariffs
significantly. Specifically, the government should go for the lowest
tariff rate, compared to the MFN rate, in targeted products.
Accelerate tariff reductions in textiles and garments under the
ASEAN Free Trade Area in order to take advantage of FTAs
between ASEAN and major importing countries and regions such
as European Union, Japan and US.
In the Thailand–India FTA, negotiate to include more tariff lines to
create market access for a wider range of products.

Policies to Increase Competitiveness of Local Firms
Despite notable tariff preferences in some FTAs, many firms are still
unable to increase their exports to FTA partners. This is largely due to
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firms’ lack of technological capacity relative to international standards.
Production costs are sometimes high relative to those of competitors, so
that tariff preference is not enough to increase exports. The government
can increase enterprises’ competitiveness, particularly that of SMEs,
through the following measures:
●

●

●

●

●

Restructure tariffs that are unnecessarily high and distorted. At
present, tariffs on many inputs are high (for example, tariffs on some
automobile parts and inputs for garments), resulting in finished
products priced too high to be competitive internationally.
Encourage further international technology transfer to firms, particularly through capital goods imports, technology licensing and
foreign direct investment.
Continue to improve existing standards, quality and other technology support services, particularly for SMEs, so that Thai firms reach
global standards in these areas.
Promote public and private research and development (via tax
incentives, access to new technologies, and closer links between
firms and research and development institutions) to move Thai
products up the supply chain and add value to products. As lowerwage countries (for example, Viet Nam, Cambodia and the PRC)
become increasingly prominent in labour-intensive manufactured
exports, Thailand is losing its competitive advantage for producing
many goods, such as garments.
Support industrial clustering in the three industries – through infrastructure improvements, new business development services and
simplification of business procedures – to strengthen links among
supply chains and technological upgrading of firms.

Dealing with the Asian Noodle Bowl Effect
The results of the survey indicate that the Asian noodle bowl effect is
emerging as an obstacle for some firms and that it is likely to intensify
after 2010 as FTAs involving Thailand proliferate in the region. This is
a regional and international issue involving Thailand, other East Asian
countries and the World Trade Organization (WTO). Nonetheless, the
government could help avoid burdens for firms by doing the following:
●

Advocate the benefits of harmonized ROOs within ASEAN so that
ROOs become less influential to firms’ choices of suppliers among
members of ASEAN.
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In the negotiation of future FTAs, consider negotiating an ROO
that is as competitive as possible, at least for all traded products.
Support accelerated reduction of MFN tariffs within the WTO until
ROOs become meaningless under completely free trade (zero MFN
tariffs). In addition, advocate global harmonization of ROOs.

NOTES
1. See Chapter 1 for a summary of the FTA ‘noodle bowl’ phenomenon.
2. As an ITA member, Thailand pledged to reduce tariffs imposed on electronic products to
other ITA members to zero within a designated period (tariffs of three-quarters of tariff
lines were reduced to zero in 2000, and tariffs of the other lines were reduced to zero in
2003).
3. Countries may have unilaterally reduced tariffs on electronics prior to the conclusion of
FTAs. All countries with which Thailand conducts trade in electronics, except less developed ASEAN countries, are members of the ITA. Thus, margins of preference in FTAs
with those countries are low.
4. Giant firms are defined as having over 1000 employees; large firms have 101 to 1000 and
SMEs have 100 or fewer.
5. In this study, a firm is classified as a foreign firm if the share of foreign equity is more
than 10 per cent (United Nations Conference on Trade and Development, UNCTAD
definition). The pattern of FTAs by industry and ownership is as follows: 31 domestic
and three foreign firms from textiles and garments selected the US–Thailand FTA to be
their most important FTA; three domestic and 18 foreign firms from electronics, and five
domestic and 16 foreign firms from automotives, indicated the Japan–Thailand EPA.
6. Firms were allowed to provide multiple answers.
7. The government provides services such as online information on FTAs, consultation
workshops on FTAs, training, computerized software to calculate value added, quality
and standard checks, and support for upgrading technology to meet FTA standards.
Meanwhile, business associations issue certificates of origin to their members and
provide venues for discussions on provisions of relevant FTAs.
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Philippines
Ganeshan Wignaraja, Dorothea Lazaro and
Genevieve De Guzman

8.1

INTRODUCTION

The Philippines offers an interesting case study on the impact of the
Association of Southeast Asian Nations (ASEAN) Free Trade Area
(AFTA) agreement on business behaviour, and one that offers lessons
for similar newcomers to free trade agreements (FTAs) in the developing world. Compared to other countries in East Asia, the Philippines
has placed more emphasis on outward orientation and ASEAN regional
FTAs and less emphasis on bilateral agreements. Since the early 1990s,
the Philippines has leaned toward a more regional approach to liberalization through membership of AFTA, and has subsequently relied heavily
on ASEAN in negotiating FTAs. Between 2005 and 2010, the country
implemented three ASEAN FTAs with major regional powers – the
People’s Republic of China (PRC), Japan and the Republic of Korea
(hereinafter Korea) – and the ASEAN–Australia and New Zealand
FTA, as well as signing the ASEAN–India FTA (see Table 8.1 for a list
of Philippine FTAs by status). The country’s only bilateral FTA, the
Japan–Philippines economic partnership agreement (EPA), was signed
in 2006.
Limited attention has hitherto been given to evaluating the impact of
FTAs on business activity in the Philippines. Focusing on AFTA, which
has a 15-year implementation history, and looking at other FTAs that
were not yet in effect at the time of the survey described in this study
but are beginning to draw the interest of firms, this chapter combines
descriptive analysis of firm-level data with econometric analysis. It
attempts to address three important questions: (1) Do firms use AFTA,
and why? (2) What impedes firms from using either AFTA or other
FTAs? (3) What can be done to improve FTA use at the firm level
in the future? An enterprise survey was conducted in the Philippines
between May and November 2008 on 155 randomly selected firms from
the transport equipment (36 firms), food (43 firms) and electronics (76
227

M2443 - WIGNARAJA TEXT.indd 227

12/11/10 12:20:15

228

Asia’s free trade agreements

Table 8.1

Philippine involvement in FTAs

Status

Regional

Signed or In
Effect

AFTA (1993)
ASEAN–PRC CECA (2005)
ASEAN–Korea CECA (2007)
ASEAN–Japan CEPA (2008)
Japan–Philippines EPA (2008)
ASEAN–India CECA (2009)

Remarks
2005 for TIG; 2007 for TIS
2007 for TIG; 2009 for TIS

Signed 2009; TIG
implemented in 2010 by
India, Singapore, Thailand
and Malaysia only

ASEAN–Australia and New
Zealand FTA (2010)
Under
Negotiation

ASEAN–EU FTA (2007)

Proposed

Philippines–US FTA (1989)
EAFTA (ASEAN+3 FTA)
(2004)
CEPEA (ASEAN+6 FTA)
(2007)

TIFA signed 1989

Notes: AFTA = ASEAN Free Trade Agreement; ASEAN = Association of Southeast
Asian Nations; CEPA = comprehensive economic partnership agreement; EPA = economic
partnership agreement; CECA = Comprehensive Economic Cooperation Agreement;
CEPA = comprehensive economic partnership agreement; CEPEA = Comprehensive
Economic Partnership for East Asia; EAFTA = East Asia Free Trade Agreement; EU
= European Union; FTA = free trade agreement; Korea = Republic of Korea; PRC =
People’s Republic of China; TIFA = trade and investment agreement; TIG = trade in
goods; TIS = trade in services.
Source: Asian Development Bank (2010).

firms) industries exporting manufactured goods (see Table 8.2 for the
sample profile).1

8.2

POLICY BACKGROUND, FTA AND EXPORT
TRENDS

This section reviews the Philippines’ trade and investment policy history
and examines trends in Philippine export performance, with a particular
focus on the shift in trade patterns from traditional markets to ASEAN
and other regional markets.
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64
81
10
155

SME
Large
Giant
All

13
22
1
36

Transport
equipment
26
16
1
43

Foods

Industry

25
43
8
76

Electronics
31
24
0
55

Domestic
33
57
10
100

Foreign

Ownership

27
50
5
82

PEZA
37
31
5
73

NonPEZA

Source:

Authors’ calculations based on survey data.

24
21
3
48

NCR

Location

Notes:
SME = small or medium-sized enterprise; NCR = national capital region, PEZA = Philippine Economic Zone Authority.
Foreign firms are defined as firms with at least 10% foreign equity share.
Size is by number of employees: SME = 100 or fewer; large = 101–1000 and giant = more than 1000.
Location is by economic zone membership (PEZA, non-PEZA) and geographic location (NCR, non-NCR).

All

Composition of sample of Philippine firms surveyed (number of respondents)

Size

Table 8.2

40
60
7
107

NonNCR

230

Asia’s free trade agreements

Evolution of the Philippines’ Trade and Investment Strategy
A variety of trade and investment episodes have influenced the country’s
industrialization process (see Table 8.3 for a summary).2
Following the signing of its first regional FTA, AFTA, in 1992, the
Philippines’ increasing outward orientation was complemented by a
regional focus. Along with FTAs with the People’s Republic of China
(PRC), the Republic of Korea and Japan, implemented through the
ASEAN channel, the Philippines has also implemented FTAs with
Australia and New Zealand, and signed an agreement through the ASEAN
channel with India. The country also recently became party to a bilateral
FTA with Japan (PHILEXPORT 2007b; Senate of the Philippines, Senate
Economic Planning Office 2007) with the signing of Japan–Philippines
EPA in 2006 and its implementation in 2009. In addition, the Philippines
signed a trade and investment framework agreement3 with the United
States (US) in 1989 and has agreed to various types of bilateral trade,
investment treaties, and memoranda of understanding with more than 35
countries. Today, the country has a multitrack approach to liberalization
– unilateral, regional and bilateral.4
Alongside trade reforms, major investment reforms were also undertaken in the early 1990s, including, of particular importance, the enactment of the Foreign Investment Liberalization Act and the Special
Economic Zone Act. With the objective of establishing the Philippines as a
production base (particularly in the automotive and electronics industries),
the country has participated in both the ASEAN Industrial Cooperation
(AICO) scheme5 and the Information Technology Agreement (ITA)6
through the World Trade Organization (WTO 2009a).
Tariff, Trade and Investment Profile
Tariff structure, MFN and AFTA liberalization
Although tariff reforms have undergone some recalibrations and reversals
over the years (WTO 2005), overall tariffs were gradually liberalized to
a simple average applied most favoured nation (MFN) tariff rate of 6.3
per cent by 2008. Following the signing of AFTA in 1992, the Common
Effective Preferential Tariff (CEPT) scheme with ASEAN member countries was implemented a year later (PHILEXPORT 2007a; Balboa et al.
2007). AFTA’s objective was to increase ASEAN’s competitive edge as an
integrated production base in overseas markets and the CEPT scheme’s
aim was to reduce intraregional tariffs to 0–5 per cent on 99 per cent of
tariff lines by 2010 for ASEAN-6 countries, including the Philippines.
Average applied MFN tariffs for the Philippines fell from 12.1 per cent to
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Major Philippine trade and investment policies, 1950s–present

Regime

Trade policies

Investment policies

Unilateral
trade
liberalization

Inward-looking, importsubstitution policy and Export
Incentives Act (1950s to 1970s)
Tariff reform and import
liberalization programmes
(1981–2003) and Export
Development Act (1994)
Signed WTO Agreement
(1995)
Implemented ITA (2000)

Established export processing zones

Liberalization
through
regional
integration

Joined AFTA (1992) and
implemented CEPT scheme
(1993)

Foreign Investment Liberalization
Act (1991); Special Economic Zone
Act (1995); Omnibus Investment Code
Industry clustering (One Town-One
Product program)
Foreign Trader’s visa (Executive
Order 758)
ASEAN and ASEAN-plus FTAs
(Korea, Japan, Australia–New
Zealand and PRC) investment
agreements signed (2009)
Some compliance with APEC nonbinding investment principles

Implemented AICO Scheme
(1999)
Party to ASEAN–PRC CECA
agreement on TIG (2004);
ASEAN–Korea CECA
agreement on TIG (2006);
ASEAN–Japan CEPA (2008);
ASEAN–Australia–New
Zealand FTA (2009);
ASEAN–India CECA (2009);
Negotiating ASEAN–EU
FTA (temporarily suspended);
considering an East Asian
FTA (EAFTA or CEPEA)
Signed Trade and Investment Framework Agreement with the United
States (1989)
Implemented Japan–Philippines EPA with investment provisions
(2008)

Bilateral
approach

Notes: AFTA = ASEAN Free Trade Area; AICO = ASEAN Industrial Cooperation
scheme; APEC = Asia-Pacific Economic Cooperation; ASEAN = Association of Southeast
Asian Nations; CEPA = Comprehensive Economic Partnership Agreement; CEPT =
Common Effective Preferential Tariff; EO = executive order; EPA = economic partnership
agreement; CECA = Comprehensive Economic Cooperation Agreement; CEPA =
Comprehensive Economic Partnership Agreement; CEPEA = Comprehensive Economic
Partnership for East Asia; EAFTA = East Asia Free Trade Agreement; EU = European
Union; FTA = free trade agreement; ITA = Information Technology Agreement; Korea =
Republic of Korea; PRC = People’s Republic of China; TIG = trade in goods; TIS = trade
in services; US = United States; WTO = World Trade Organization.
Source:

Asian Development Bank (2010).
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6.3 per cent between 1997 and 2008. The average CEPT rate for exports
from the rest of ASEAN to the Philippines fell from 9.1 per cent to 3.7 per
cent between 1997 and 2003 and is expected to fall further to negligible
rates by 2010.
Export profile
Since 1980, exports of commodity goods have shifted from traditional
products to non-traditional exports (specifically industrial manufactures),
which accounted for 73 per cent of total merchandise exports in 2006.
The share of electronics – primarily semiconductors and data processing machines – was almost three-quarters of total exports, while transport equipment, consumer manufactures and processed food products
contributed almost 10 per cent of total exports.
Trade and investment trends with FTA partners
Increased regional liberalization in ASEAN has coincided with a shift
in the Philippines’ exports toward its existing FTA partners and away
from traditional markets like the US and the European Union (EU).
Highlighting the importance of AFTA, the Philippines’ exports to ASEAN
countries grew at an impressive rate of 20.4 per cent per year in 1992–2008
and the share of ASEAN in its total exports reached 16.6 per cent in 2008
(Figure 8.1). The effect on Philippine exports of ASEAN-plus FTAs with
its Northeast Asian neighbours is also becoming evident. Particularly
impressive have been Philippine exports to the PRC, which have grown by
36.6 per cent per year and now accounted for a quarter of the country’s
exports in 2008, despite worries of competitive threats from cheap imports
(Palanca 2004). Meanwhile, exports to the US – the Philippines’ largest
trading partner in the 1980s and early 1990s – have contracted by more
than two-thirds over the same period to 12.8 per cent of total exports.
By comparison, exports to Japan have remained relatively unchanged
due to preferential market access via the Japan–Philippines EPA and
the ASEAN–Japan Comprehensive Economic Partnership Agreement
(CEPA).
This rapid intraregional growth in trade has created new markets for
consumer goods from Philippine firms, as well as opportunities to participate in robust regional production (for example, shipping intermediate
goods to the PRC for further processing). Overall, this structural shift
suggests a link to the growth of regional production networks, increased
participation of firms in exporting and increased FTA activity.
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45
40

% total exports

35
ASEAN

30

PRC

25

Japan

20

Korea

15

US

10
5
0
1980

1984

1988

1992

1996

2000

2004

2008

Notes:
Covers exports with existing FTA partners and the US.
ASEAN = Association of Southeast Asian Nations; FTA = free trade agreement; Korea =
Republic of Korea; PRC = People’s Republic of China; US = United States.
Source:

Authors’ calculations based on survey data.

Figure 8.1

8.3

Share of exports from the Philippines to FTA partners and the
US, 1980–2008

USE AND PERCEPTIONS OF AFTA

This section sheds light on the first key question regarding whether or not
firms use AFTA, by looking at broad patterns of use and business responsiveness, and supplementing the findings with an econometric analysis
based on a set of firm characteristics predicting utilization.
Patterns of Use
Twenty per cent of the surveyed Philippine firms use AFTA. With 31
firms reporting using or having used AFTA, the results revealed higher
than expected utilization rates (earlier studies reported much lower rates
of use).7 Looking ahead, the overall FTA utilization rate is expected to
increase dramatically. At least 63 firms (40.7 per cent of responding firms)
stated that they plan to use AFTA or recently implemented and/or soon
to be signed FTAs. Reflecting the growing interest in the PRC market,
the ASEAN–PRC Comprehensive Economic Cooperation Agreement
(CECA) is becoming a priority agreement for Philippine firms and reflects
a perception that the PRC is more of a market opportunity than a threat.
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While at the time of the survey only one firm reported using the ASEAN–
PRC CECA and three firms reported that they plan to use it in the future,
firm surveys showed that the ASEAN–PRC CECA ranks among the
most important FTAs. Other FTAs that are regarded as important to
business are the Japan–Philippines EPA, the ASEAN–Korea CECA and
the proposed ASEAN–EU FTA. Table 8.4 shows the number of firms
that use or have used AFTA, and those that plan to use AFTA or other
FTAs.
The transport industry uses AFTA the most
More than a third (38.9 per cent) of transport industry firms surveyed
use or have used AFTA.8 The high usage of AFTA in the transport
industry can partly be explained by the high margins of preference (5–43
per cent) in their products. The successful implementation of the AICO
scheme has also contributed to AFTA usage. Large companies such as
Honda Cars Philippines and Toyota Motor Philippines have entered into
several AICO arrangements and have received special preferential rates of
0–5 per cent.9
The lower AFTA utilization rate among food firms (18.6 per cent) can
be explained by the smaller margins of preference (0–5 per cent for most
major Philippine export products to Malaysia and Viet Nam). One food
firm claimed that it uses AFTA solely for sourcing packaging materials
like high bars and plastic bags from other ASEAN countries. The similarity of food products produced by ASEAN countries also limits intraASEAN trade and, consequently, the use of AFTA by food firms.
In the electronics industry, only nine surveyed firms (11.8 per cent) use
or have used AFTA. This low usage rate is generally attributed to: (1) low
or zero MFN tariff rates; and (2) firms’ use of export processing zones
(EPZs) (or economic zones) and other investment schemes. Most of the
electronics firms located in designated economic zones10 are satisfied with
duty-free importation and exportation and the tax and non-tax incentives
granted by the Philippine Economic Zone Authority (PEZA) and, as a
result, have no incentive to avail themselves of FTA preferences.
Domestic firms favour using AFTA
Domestic firms show a higher AFTA utilization rate (23.6 per cent) than
foreign-owned firms (18 per cent). Moderate AFTA usage by foreign firms
could be explained by their traditional major export markets (like the US
and the EU), with which the Philippines has no outstanding FTAs. As a
result, foreign firms often avail themselves of the Generalized System of
Preferences, rather than AFTA, when possible.
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14
20
36

Transport
equipment
8
10
43

Food

Industry

9
33
76

Electronics
13
19
55

Domestic
18
44
100

Foreign

Ownership

Source:

Authors’ calculations based on survey data.

10
21
64

SME

Notes:
AFTA = Association of Southeast Asian Nations Free Trade Area; SME = small or medium-sized enterprise.
Foreign firms are defined as firms with at least 10 per cent foreign equity share.
Size is determined by number of employees: SME = 100 or fewer; large = 101–1000 and giant = more than 1000.

31
63
155

All

Current and planned use of AFTA as stated by Philippine firms (number of respondents)

Use
Plan to use
Number of firms

Table 8.4

19
36
81

Large

Size

2
6
10

Giant
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Large and giant firms tend to use AFTA more
Large and giant firms have higher AFTA utilization rates (23.5 per cent
and 20 per cent, respectively) than small and medium-sized enterprises
(SMEs) (only 15.6 per cent). The high usage rate among large and giant
firms can be attributed to three factors: (1) they realize larger gains from
tariff preferences because they export more; (2) they have export departments, which make for an ease in complying with FTA documentation
requirements that encourages them to use FTAs; and (3) they are either
subsidiaries of or suppliers to multinational corporations, where origin
cumulation in FTAs is implemented or required in their production
networks.
Users are largely located outside EPZs
Of the 31 AFTA users, at least 61.3 per cent are located outside the EPZs.
Because non-EPZ firms do not enjoy tax and non-tax incentives available to firms located in EPZs, they are more inclined to make use of FTA
preferences.
Firm-Specific Factors Predicting AFTA Use
Model specification
Using the general patterns of AFTA use discussed above and other observations, a firm-level AFTA use function (FTA_USE) can be specified as:
FTA_USE = F(a0 + a1EMP + a2AGE + a3FOR + a4FTAMKT
+ a5NCR + a6EPZ + a7CONSULT
+ a8AWARE + a10AUTO + a11FOOD),
where variables are as described in Table 8.5.
Hypotheses
Firm size The number of people a firm employs was generally expected
to be positively correlated with AFTA use. Larger firms were regarded as
being more capable of bearing the big investments and risks associated
with exporting under FTAs. On the other hand, large domestic firms could
prioritize local markets, where they could have de facto monopolies, and
so would be less likely to prioritize export markets and FTAs.
Firm age As a firm matures and gains more experience in the international market, it may perceive more benefits from using FTAs, recognizing
market opportunities and having the means to take advantage of them.
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Firm-level AFTA use function variables

Variable

Description

FTA_USE

Dependent variable, binary outcome
(1 = firm uses AFTA, 0 = firm does not use AFTA)
Number of permanent employees in 2006
Number of years a firm has been in operation
Dummy variable (1 = 10% or more foreign equity, 0 = otherwise)
Dummy variable
(1 = exports to FTA markets only, 0 = otherwise)
Dummy variable
(1 = firm is located in the national capital region, 0 = otherwise)
Dummy variable
(1 = firm is located in a special economic zone, 0 = otherwise)
Dummy variable
(1 = firm has participated in consultations, 0 = otherwise)
Dummy variable
(1 = firm has some or thorough and detailed knowledge of FTA
provisions, 0 = otherwise)
Dummy variable
(1 = firm belongs to the transport equipment industry, 0 =
otherwise)
Dummy variable
(1 = firm belongs to the food industry, 0 = otherwise)

EMP
AGE
FOR
FTAMKT
NCR
EPZ
CONSULT
AWARE

AUTO

FOOD

Notes: AFTA = Association of Southeast Asian Nations Free Trade Area, FTA = free
trade agreement.
Source:

Authors’ calculations based on survey data.

However, older firms may also have established a market orientation
toward traditional non-FTA markets, which could reduce their propensity to use AFTA. In contrast, younger firms could be more dynamic and
aggressive in responding to new markets and economic shocks and so be
more likely to use AFTA.
Foreign ownership Foreign ownership and FTA use were generally
expected to have a positive relationship. Access to sophisticated international networks and the knowledge of parent companies, along with
international calibre production, technology and management knowhow, could make foreign firms more likely to tap into FTAs. On the other
hand, foreign firms may be more oriented toward their larger, traditional
markets (for example, the US and EU), resulting in a weaker propensity
to use AFTA.

M2443 - WIGNARAJA TEXT.indd 237

12/11/10 12:20:15

238

Asia’s free trade agreements

Market orientation Market orientation can determine a firm’s likelihood to
use AFTA. Philippine firms that export only to FTA markets were expected
to use FTAs, while those that focus on traditional markets were expected to
be less inclined to do so. One reason is that FTA markets tend to be smaller
and more regional in focus and coverage. Also, ASEAN and the PRC have
dense and well-developed production networks and manufacturing hubs,
which have been instrumental in enhancing intraregional trade. To the
extent that firms reap benefits from FTA use, using AFTA in these newer
and increasingly integrated markets may give firms a competitive edge.
Firm location Firms located in the national capital region were expected
to be more likely to use AFTA (because of their proximity to the resources
and developed infrastructure of large metropolitan areas) than firms situated in remote or rural areas. Firms located in EPZs receive special incentives and tax breaks, which may make them less inclined to use FTAs.
Consultations Participation in consultations with government or the
private sector was expected to be highly correlated with AFTA use. Firms
that had responded to this type of outreach were expected to be more
vested in the success of trade agreements.
Awareness of FTA provisions Awareness is generally associated with
AFTA use as firms that are informed have most likely invested time and
resources to acquire information and are better equipped to take advantage of provisions.
Sectoral dummies These were used in the model to control for variation
in AFTA use based on the industrial profile of firms.
Probit model of AFTA use
A causal relationship between firm characteristics and the use of AFTA
was estimated by means of a two-stage multivariate modelling strategy
(binary outcomes for the probit model were 1 = firm is an AFTA user,
and 0 = firm is not an AFTA user) using the firm characteristics described
above. After a general form of the model was tested, a reduced form was
also tried in order to retest the significant variables from the general form.
Probit coefficients and results are presented in Table 8.6 and the predicted
probabilities of AFTA use that are derived from the results are discussed
below.11
Age is a significant predictor of AFTA use, with older firms more likely to be
users This highlights the critical link between experience (that is, years in
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Firm characteristic predictors of AFTA use among Philippine
firms (probit estimates, dependent variable: 1 = firm uses
AFTA, 0 = otherwise)

Explanatory variables
EMP
AGE
FOR
FTAMKTa
NCR
EPZ
CONSULT
AWAREb
AUTOc
FOODc
Constant
N
Wald c2
Pseudo R2

General form (1)

Reduced form (2)

0.0004
(1.13)
0.0366
(1.76)*
−0.8474
(−1.85)*
0.622
(1.58)* (d)
0.0842
0.19
0.1684
(0.45)
0.8197
(2.97)***
0.9678
(2.20)**
0.924
(2.61)***
0.1127
(0.26)
−2.3369
(−3.62)***

–

155
36.18***
0.29

0.03974
(2.10)**
−0.7277
(−2.18)**
0.5761
(1.44)
–
–
0.8564
(3.17)***
1.0016
(2.46)**
0.8031
(2.47)**
–
−2.1372
(−4.24)***
155
33.79***
0.28

Notes:
– = not applicable.
AFTA = Association of Southeast Asian Nations Free Trade Area; FTA = free trade
agreement.
Dependent binary variable: 1 = firm uses FTAs.
Coefficients are estimated using robust standard errors; z-values are in parentheses: *** is
significant at the 1% level, ** is significant at the 5% level and * is significant at 10% level.
a
Indicator that firm exports only to FTA markets.
b
Refers to an awareness level that involves thorough and detailed knowledge or some
knowledge of FTA provisions that affect business.
c
All zeros for sector dummies refer to firms that are located in the food industry.
d
Indicator for market orientation is significant at the 11% level in the general form.
Source:

Authors’ calculations based on survey data.
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operation) and the likelihood of a firm using AFTA. On average, the probability of firms in the sample that are less than ten years old using AFTA
is about 10 per cent or less, while the probability for firms in operation for
more than 25 years increases to over 25 per cent.
Domestic ownership and market orientation matter in predicting AFTA
use Local firms have a 28.7 per cent probability of using AFTA, compared to only 7.9 per cent for foreign firms. This may reflect the influence
of market orientation in the Philippines. With their orientation toward the
larger, traditional markets (for example, the US and EU), foreign firms
could be expected to have a weaker propensity to use AFTA. In fact,
market orientation is likely to be linked to AFTA use and to be a significant factor in predicting the likelihood of use.
AFTA users are firms that have participated in FTA consultations with
government or the private sector and have at least some knowledge of FTA
provisions AFTA use appears to depend on a firm’s FTA awareness and
technical capacity, which is highly predicated on whether or not firms have
taken an active role in the FTA process. The average firm that has been
involved in consultations has a 29.7 per cent likelihood of using AFTA,
compared to only 8.8 per cent among firms that have never participated
in such consultations. More tellingly, firms that are knowledgeable about
FTA provisions have a predicted AFTA use rate of 40 per cent, compared
to a mere 11.1 per cent for those that are less informed.
Industry plays a significant role in the likelihood of AFTA use Underlying
the strong industry patterns of use found in the data and described in
the previous section is the fact that firms in the transport industry are
significantly more likely to use AFTA (34.5 per cent) than firms in other
industries (9.3 per cent), which can be accounted for by the large margins
of preference enjoyed by transport firms.
Business Response to AFTA and Other FTAs
Not only does firm-level evidence show higher than expected AFTA use
rates, but it also confirms that AFTA users factor in AFTA when they
consider their business strategies: 45.2 per cent of AFTA users and 50.8
per cent of firms that plan to use AFTA or other FTAs reported that
FTAs have influenced their business plans or may prompt them to change
their business strategies.
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Strong industry patterns are apparent in business response
Transport, which has the highest FTA utilization rate among the selected
industries, also has the highest rate of business response to FTAs (50 per
cent among AFTA users and 60 per cent among those who use or plan to
use AFTA). The electronics industry is second with 44.4 per cent among
AFTA users and 48.5 per cent among those who plan to use AFTA. While
a smaller share of food industry firms use AFTA (18.6 per cent), a relatively large proportion of processed food manufacturers that use AFTA
or that plan to use AFTA have adapted or may adapt their business plans
to FTAs (37.5 per cent and 40 per cent, respectively).
This discrepancy between FTA use and business response may be
explained by the market orientation of food firms in the Philippines. Food
firms generally consider market access to be one of the greatest benefits of
using AFTA. A number of large and giant food firms in the Philippines,
however, have complained that the country’s current FTA partners are
limited to countries with which there are existing revenue streams and do
not include other potential strategic markets such as the Middle East (see
Box 8.1). Furthermore, there is no food supply chain equivalent to existing production networks in the electronics and transport industries in the
region, which could deter a food firm from considering FTA use.
About 40 per cent of SMEs that are AFTA users and 52.4 per cent of
those that plan to use AFTA have changed or plan to change their business plans in response to FTAs. Interestingly, despite their lower utilization rates, this business response pattern among SMEs is comparable to
the response rate of large and giant firms. A possible explanation is that
SMEs may be responding to FTAs in a defensive manner for survival (for
example, through new product development or intensified marketing).
While AFTA utilization rates are much lower for both food firms and
SMEs in general, business response rates are higher than expected, suggesting that these firms, regardless of whether or not they use AFTA, may
be changing their business plans in response to AFTA as a means of experimenting, engaging new markets and testing business strategies. Non-users
adapt and make adjustments – recognizing that a forward-looking stance,
calibrated to potential growth markets, is especially critical in an increasingly FTA-oriented trading environment.

8.4

IMPEDIMENTS TO FTA USE AND EXPORTING

This section addresses the second key question in this chapter: what
factors do Philippine exporters perceive as impediments to their use of
AFTA or other FTAs? Properly addressing these factors could lead to a
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BOX 8.1 RESPONDING TO AFTA AND FUTURE
FTAS: THE CASE OF RFM FOODS
CORPORATION
RFM Foods began exporting in 2000 and is the only domestic
food conglomerate that exports Philippine food products, supplying multiple markets in Asia, the Middle East and the US. RFM
Foods’ overall experience with FTAs has been positive. The firm
began using AFTA and became CEPT-accredited when importers from Thailand and Viet Nam suggested that they could make
their products more competitive by lowering import costs under
AFTA provisions. RFM Foods perceives the greatest benefits of
AFTA use to be lower tariffs and increased market access.
In a forward-looking stance, the firm has responded to FTAs
by seeking ‘strategic or emerging markets’ for its products rather
than focusing on conventional ‘revenue stream-based’ business
strategies. While using AFTA exclusively for its exports, it has
expressed interest in other FTAs, particularly the ASEAN–PRC
CECA and the proposed ASEAN–Gulf Cooperation Council FTA,
because the firm perceives them as being helpful in providing
conduits to non-traditional markets. It hopes to make inroads
using FTAs with markets in East Asia and the Middle East for its
top two exports: beverages and pasta.
In addition to adjusting its market orientation in response to
FTAs, RFM Foods has also changed the way it deals with FTA
procedural matters – in particular, rules of origin (ROOs) issues.
RFM Foods claims that typical ROOs issues, such as documentation costs, time delays and administrative costs, add to its
business costs. However, the actual costs lie mainly in the great
difficulty the firm has in complying with sanitary and phytosanitary
(SPS) measures, rather than in completing AFTA’s origin certificate application (Form D). Processed food firms like RFM Foods
experience a ‘noodle bowl’* of a different flavour (relating to food
safety and animal and plant health measures, as well as tariff and
customs administration).
As an example, halal certification was especially challenging
for RFM Foods. The firm complained that regulations were not
harmonized and that inconsistent requirements across countries
made it extremely difficult to export products. In December 2008,
RFM Foods made a breakthrough, securing accreditation as the
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owner of the first and only halal-certified meat processing plant
in the country. With over 70 per cent of the Muslim world strictly
following halal food standards, and a global halal food market of
over US$500 billion, the increased export opportunities for RFM
Foods may now change the way it views compliance with SPS
measures.
Note: * See Kawai and Wignaraja (2009a) for a summary of the FTA ‘noodle
bowl’ phenomenon.
Source:

Based on detailed firm interviews and survey data.

higher probability of FTA use in the future, especially if the 41 per cent
of firms indicating that they were considering using FTAs are taken into
consideration.
Table 8.7 sets out the impediments to FTA use reported by all respondents. Among the 109 respondents that were non-users of FTAs, a lack of
information emerged as the top impediment. Delays and administrative
costs and the use of export incentives other than FTA preferences were the
second and third major impediments identified by firms.
Lack of Information
Surprisingly, despite more than 15 years of experience with AFTA, the
firm survey revealed that a lack of information is the primary reason why
firms do not use FTAs (as reported by almost 80 per cent of non-users).12
When looking at firms by industry and size, the perception by firms of a
lack of information correlates to low usage rates (see Figure 8.2). A lack
of information tends to be a greater impediment to FTA use in the food
industry (93.5 per cent) and among SMEs (84.1 per cent)
That there is a dearth of information resulting in low use or non-use
of FTAs is corroborated by the strong demand for information-related
services, as well as the low awareness of FTA provisions among Philippine
firms. In terms of awareness, only 2.6 per cent of firms in the sample had
thoroughly studied the FTA provisions affecting their businesses, and
an alarming 66.5 per cent had not read any part of the agreements. The
percentage of firms that have not read any of the provisions of the FTAs
is highest among SMEs at 71.9 per cent, the group that reported a lack of
information as a major impediment to FTA use.
These findings make a case for the need to evaluate the quality of information and awareness-raising campaigns on FTAs in the Philippines. In
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Impediments to FTA use as indicated by Philippine firms,
number of respondents % respondents

Impediments to use

(A) Non-users of
FTAs (%)

(B) FTA users
(%)

Total (A+B)
(%)

Lack of information
Delays and
administrative costs
Use of EPZ schemes
and/or ITA
Arbitrary
classification of origin
Too many exclusions
Confidentiality of
information required
Small margin of
preference
Non-tariff measures
used by FTA partners

86 (78.9)
34 (31.2)

8 (32.0)
7 (28.0)

94 (70.1)
41 (30.6)

31 (28.4)

5 (20.0)

36 (26.9)

20 (18.3)

11 (44.0)

31 (23.1)

14 (12.8)
11 (10.1)

6 (24.0)
6 (24.0)

20 (14.9)
17 (12.7)

9 (8.3)

9 (36.0)

18 (13.4)

6 (5.5)

6 (24.0)

12 (9.0)

Number of respondents

109

25

134

Notes:
Multiple answers allowed.
EPZ = export processing zone; FTA = free trade agreement; ITA = Information
Technology Agreement.
Source: Authors’ calculations based on survey data.

particular, firms complained that the tariff rates of concluded FTAs are not
immediately published in the Tariff and Customs Code or in customs circulars, nor are they readily made available on the Internet. Firms also said
that they do not have access to detailed information on whether and how
their export products can actually gain from FTA preferences. Finally,
only a small number of firms reported attending FTA training seminars,
which in most cases are offered by consulting companies for a fee.
Delays and Administrative Costs
Previous studies (for example, Baldwin 2007; Avila and Manzano 2007)
have generally attributed non-utilization of AFTA and other FTAs
to the tedious and complex process involved – in exporting in general,
and specifically in obtaining AFTA’s certificate of origin (CO). Survey
results, however, show that around one-third of non-user firms indicated
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79.0

61.1

60

50.0

50
40
30
20
10
0
All firms Transport
equipment

Food

Electronics

SME

Large

Giant

Notes: FTA = free trade agreement; SME = small or medium-sized enterprise.
Source: Authors’ calculations based on survey data.

Figure 8.2

Lack of information as an impediment to FTA use among
Philippine firms

that overall delays and administrative costs were together the secondgreatest obstacle to FTA use – more of a barrier than market access or
ROOs. Despite government-led reforms and programmes to streamline
the processing of imports and exports, such as the ‘e-customs project’ and
the One-Stop Export Documentation Center (OSEDC), some procedural
lapses persist (Philippine Bureau of Customs 2008).
Other Trade and Investment Schemes: Use of EPZs and ITA
Firms identified export incentives other than FTA preferences as another
impediment to their use of FTAs. Thirty-one non-user firms (28.4 per cent)
cited their use of multilateral or unilateral schemes as their reason for not
using FTAs. Examples of such schemes include the duty-free importation
and exportation of electronic products under the WTO’s ITA, duty drawback schemes and EPZs. Firms located in any of the 111 special economic
zones are exempt from import and other such tariffs.
Arbitrary Classification of Product Origin
At least 20 non-user firms (18 per cent of non-users) identified arbitrary
classification of product origin as their reason for not using FTAs. Even
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more relevant is that 44 per cent of AFTA users also complained that this
is an issue for them. The slow adoption of harmonized tariff classifications
could result in different classifications being used by exporting and importing countries. This type of arbitrary classification causes disputes between
customs authorities and makes it possible for rent-seeking behaviour to
become a great disincentive to FTA use.
Market Access: Too Many Exclusions and Small Margins of Preference
Product coverage and margins of preferences are two factors that influence a firm’s decision to use or not to use FTAs. Fourteen non-user firms
(12.8 per cent) complained about exclusion or sensitive lists in FTAs. For
example, some engines, diesel trucks, chassis and gearboxes are on the
PRC’s sensitive list under the ASEAN–PRC FTA.
The small marginal difference between MFN and AFTA tariff rates also
discourages the use of AFTA. In fact, nine non-user firms (8.3 per cent)
found the applied MFN tariff rate more advantageous (that is, lower) than
the AFTA tariff rate. This was particularly true for electronics firms that
were already eligible for very low or zero MFN tariffs. The food industry
has variable incentives to use AFTA, with a 0–5 per cent preference margin
for Philippine exports to Malaysia and Indonesia, and a preference margin
of 5–45 per cent for exports to Thailand and Viet Nam. On the other
hand, firms in the transport industry have consistently had high margins
of preference, and hence more of an incentive to use FTAs than the other
two industries surveyed. This reveals a direct relationship between a low
margin of preference and non-use.
Confidentiality of Information
When applying for a CO, firms have to submit documents with specific
information on source, components and raw materials to prove origin.
Some firms perceive this process as requiring the disclosure of confidential
information. Eleven non-user firms cited this as a reason for not availing
themselves of FTA preferences.13
Non-Tariff Measures Employed by FTA Partners
Non-tariff barriers, such as SPS measures and technical requirements,
also contribute to FTA non-use. Philippine firms in the food industry are
particularly affected by these types of barriers because they are required
to comply with SPS measures in FTA markets, such as ASEAN and the
PRC (Pasadilla 2007). Of the food firms surveyed, 48.8 per cent reported
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that they have to produce additional export documents and comply with
a number of standards, such as quality and chemical-free certification,
SPS certification and certification from authorized agencies or certifying
bodies (for example, the World Health Organization’s Codex Alimentarius
Commission and the World Halal Council). At least 38.5 per cent of all
SMEs and more than half of large firms (56.3 per cent) in the food industry
found it difficult to comply with these measures.
Impediments to Exporting: Beyond FTA Provisions
Trade reforms alone may be inadequate catalysts for growth without
the complementary policies that strengthen links between the domestic
economy and trade (Austria 2003). A major hindrance to expanding
growth and export potential is that the bulk of exports in the Philippines
are still produced by the low-skill, labour-intensive segment of the production chain. A shift to high-value manufactures will require a well-devised
investment policy on technology upgrading to enhance domestic capacity.
Multicountry research that included the Philippines has demonstrated
that technological capabilities increase the propensity to export among
firms (Wignaraja 2008a). In addition, recent empirical evidence has shown
that trade liberalization promotes innovation and productivity growth in
individual firms (Teteryatnikova 2009). Thus, trade arrangements, such as
the WTO’s General Agreement on Tariffs and Trade and FTAs, should
be explored to increase opportunities to address the need for product
innovation.
Macroeconomic weaknesses, such as chronic fiscal debt problems, also
hamper investment and productivity growth. Inadequate infrastructure
in transportation and logistics (for example, congested ports in Manila)
causes inefficiencies in the movement of goods. The poor state of public
finance and a low domestic savings rate stand in the way of stable and
sustainable growth (Bautista and Lamberte 2005). Finally, business regulatory procedures are cumbersome and plagued by bureaucratic red tape.
Exporters and foreign firms also contend with more corruption than their
domestic, non-exporting counterparts (ADB 2005a).

8.5

UNDERSTANDING ORIGIN ISSUES

As noted in the previous section, some impediments to using FTAs are
directly or indirectly related to ROOs.14 The issues range from delays and
administrative costs associated with ROO administration, ROOs per se,
arbitrary classification of origin and the confidentiality of information
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required. With the emergence of FTAs and other trade regimes, ROOs
have been a subject of trade debates – criticized for being discriminatory,
restricting trade or validating the noodle bowl hypothesis.
Issues in Origin Administration
More than the ROOs per se, origin administration appears to be a pressing concern for Philippine firms. As discussed in section 8.4, about 31 per
cent of the firms surveyed complained of delays and administrative costs
in exporting and in obtaining COs, and indicated that these were obstacles
to FTA use. Examples of recurring issues in origin administration are: (1)
a lack of information or unclear rules; (2) inefficiencies arising from the
manual processing of origin applications; and (3) a lack of support and
connections with the private industry.
First, information on the current step-by-step procedure for origin
applications is not readily available to firms or, ironically, even to some
customs officers. Most manufacturers and exporters have outsourced the
certification process to forwarders and customs brokers. Such heavy reliance on intermediaries, however, has made them less aware of potential
savings through FTA preferences.15
Second, while reforms have been introduced and electronic data interchange (EDI) systems have been adopted16 to automate and computerize
the customs processes, the origin procedure remains a paper-based and
people-driven system. Although exporters are more or less satisfied with
the processing time for COs (one to two hours if no plant visit is required),
they are concerned about the accuracy of the documents processed by
customs officers. Some manual corrections of information in COs have
caused delays and created additional costs for exporters as marked COs
are often invalidated and deemed unacceptable to customs agencies elsewhere. Traders have suggested the adoption of a system similar to that
implemented in Singapore, which allows for electronic applications for
COs.17
Another impediment related to ROOs is the arbitrary determination of
origin (according to 20 firms that use FTAs and 11 non-user firms). This
is due to the lack of a harmonized tariff classification system. Although
ASEAN has adopted the ASEAN Harmonized Tariff Nomenclature,
there are still some products that are difficult to classify.
Potential AFTA Usage with an Improved ROOs System
The general types of ROOs include ‘wholly obtained or produced’ requirements, value-added rules, change in tariff classification (CTC) rules and
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specific process rules. Because the FTA experience of the Philippines is
primarily with AFTA,18 firms are most familiar with the agreement’s Form
D and its rule of 40 per cent value content (VC), although ASEAN has
already adopted coequal ROOs. Nevertheless, some firms say that the 40
per cent rule is restrictive and difficult to comply with (on the other hand,
one electronics firm said that the 40 per cent VC rule is reasonable and that
it benefits domestic industries that supply components).
Surveyed firms were asked to evaluate the current AFTA ROO system
and how they would react to some improvement to the system. Specifically,
exporters were asked if a reduction of the VC requirement and the introduction of self-certification to the origin application process would
increase their likelihood of using AFTA.19
The results show that these improvements could encourage AFTA
use among 43 per cent of non-users (53 firms), potentially increasing the
overall utilization rate from 20 per cent to 54.2 per cent (31 current users
plus 53 new firms). An improved ROOs system is likely to increase AFTA
usage to about 75 per cent in the transport industry (14 current users and
13 new firms) and to 59.2 per cent in the electronics industry (nine current
users and 36 new firms). Similarly, large and giant firms revealed a proportionately strong positive reaction to potential improvements in AFTA’s
ROO system: from 23.5 per cent and 20 per cent usage among large and
giant firms, respectively, to about 62 per cent (21 current users and 35 new
firms) for large and giant firms as a group (Figure 8.3). There would also
be a probable rise in AFTA utilization in the food industry (eight current
users and four new firms) and among SMEs (ten current users and 18 new
firms).
The relatively smaller increase among SMEs and food firms brought
about by an improved ROOs system could be explained by other factors:
as discussed earlier, the food industry is more concerned with non-tariff
measure (NTM) surveillance and standards harmonization than ROOs
per se, while SMEs require technical and financial support to improve
their level of competitiveness (Aldaba 2008).
Perception of Impact of Multiple ROOs
As the Philippines enters into more bilateral and regional agreements,
the perceived ‘noodle bowl’ effect of FTAs or the issue of multiple ROOs
may become more relevant to exporters. Some firms fear that overlapping
ROOs in multiple FTAs could lead to extra costs. As of February 2010,
each FTA requires different application forms to claim different preferences.20 In reality, at least currently, the cost of entanglement appears to
be lower than expected. AFTA’s ROO model has been replicated to some
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Number of respondents

45
40
35

28

30
36

25
13

20

18

15
4

10
14

5
0

Transport
equipment

19

8

9

10

Food

Electronics

SME

Actual users

7
Large

2
Giant

Non-users that will consider use

Notes:
Includes firms that responded ‘yes’ to current use of the CEPT scheme, and nonusers who
replied ‘yes’ or ‘maybe’ to using the CEPT scheme if the system is improved.
CEPT = Common Effective Preferential Tariff; SME = small or medium-sized enterprise.

Figure 8.3

Current and potential use of the CEPT scheme among
Philippine firms

extent in the ASEAN-plus FTAs and Japan–Philippines EPA – a gradual
and positive move toward harmonization. Looking at major Philippine
products, the various rules exporters face are more or less comparable
(see Table 8.8). Across the three industries, however, the origin criteria on
processed food products appear to be the most diverse and most at risk of
creating a ‘noodle bowl’ scenario.21
Aside from attempts to adopt a common rule, ASEAN FTAs also
recently began to implement alternative rules, which are preferred by more
than half of all responding firms (53.2 per cent) over a single or exclusive
rule.
While multiple ROOs are not costly, harmonization is preferred.
Contrary to claims made in earlier studies, less than one-third of firms in
the Philippine sample (27.7 per cent) regard dealing with multiple ROOs
as a significant business cost. Indeed, the process of acquiring information
and technological capabilities for export markets is likely to pose more
serious challenges to firms. Nonetheless, firms see the benefit of harmonized ROOs (43.9 per cent of firms) (see Table 8.9).
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Table 8.8
HS
codes

ROOs on major Philippine products

Product

Transport equipment
87.03 Motor
vehicles for
transport
of persons
87.04 Motor
vehicles for
transport
of goods
87.08 Parts and
accessories
for motor
vehicles
Food
4.02

23.06

8.03

251

Milk and
cream
Coconut or
copra oil
cake

Bananas,
dried

Electronics
84.71 Automatic
data
processing
machines
84.73 Parts and
accessories
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AFTA
(1993)

ASEAN–
PRC FTA
(2005)

ASEAN–
Korea
FTA
(2006)

ASEAN–
Japan
CEPA
(2008)

Japan–
Philippines
EPA
(2006)

RVC of
40%*

RVC of
40%*

RVC of
45%

RVC of
40%

RVC of
40%

RVC of
40%*

RVC of
40%*

RVC of
45%

RVC of
40%

RVC of
40%

RVC of
40%*

RVC of
40%*

RVC of
45%

RVC of
40%

CTH or
RVC of
40%*

RVC of
40% or
CTC
RVC of
40%*

RVC of
40%*

RVC of
45% or
WOP
RVC of
40% plus
WOP; or
CTC plus
WOP
WOP

CTC

CTH

CTH

CTH

CTC

CTH

RVC of
40%*

WOP

RVC of
40%*

RVC of
40% or
CTC

RVC of
40%*

CTH or
RVC of
40%*

CTH or
RVC of
40%*

CTH or
RVC of
40%*

RVC of
40%*

RVC of
40%*

CTH or
RVC of
40%*

CTH
(except
from
heading
85.42) or
RVC of
40%

CTH or
RVC of
40%*
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Table 8.8

(continued)

HS
codes

Product

AFTA
(1993)

ASEAN–
PRC FTA
(2005)

ASEAN–
Korea
FTA
(2006)

ASEAN–
Japan
CEPA
(2008)

Japan–
Philippines
EPA
(2006)

85.42

Electronic
integrated
circuits

RVC of
40% or
CTC

RVC of
40%*

CTH or
RVC of
40%*

CTH
(except
from
heading
85.42) or
RVC of
40%

CTH
(6-digit)
for nonoriginating
materials

Notes:
* The general ROO of the FTA are adopted when there is no specific product rule provided.
AFTA = ASEAN Free Trade Agreement; ASEAN = Association of Southeast Asian
Nations; CEPA = Comprehensive Economic Partnership Agreement; CTC = change
of tariff classification; CTH = change of tariff headings; EPA = economic partnership
agreement; FTA = free trade agreement; HS = harmonized system; Korea = Republic of
Korea; PRC = People’s Republic of China; ROO = rules of origin; RVC = regional value
content; WOP = wholly obtained or produced in territory of exporting country.
Sources: Authors’ compilation from ROO annexes of the agreements (as of February
2010).

Table 8.9

Impact of ROOs and benefits from ROO harmonization as
indicated by Philippine firms (% respondents)

Multiple ROOs significantly add
to business costs
Harmonization of ROOs brings
benefits

All

SME

Large

Giant

27.7

26.6

24.7

60.0

43.9

34.4

48.2

70.0

Notes: ROO = rule of origin; SME = small or medium-sized enterprise.
Source: Authors’ calculations based on survey data.

8.6

FTA SUPPORT SERVICES

This section addresses the third question of this chapter regarding what
can be done to improve FTA use at the firm level.
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Public and Private Sources
FTA support in the Philippines stems from both public and private
entities. Public sources include the Department of Trade and Industry,
which is responsible for the implementation and coordination of trade
and investment policies, as well as for promoting and facilitating trade
and investment through its two bureaus on international trade relations and export trade promotion. Attached to the National Economic
Development Authority (NEDA) is the Tariff Commission, which
handles all tariff-related matters and disputes. The Philippine Bureau of
Customs, under the Finance Department, is the sole issuing authority
of preferential COs for use in trade with FTA partners. Private sources
include the Philippine Exporters Confederation (PHILEXPORT), which
is an umbrella organization for Philippine exporters. There is also the
Philippine Chamber of Commerce and Industry (PCCI) and various
industry associations that advocate for FTAs, offer trade negotiation
support and conduct activities to raise FTA awareness. External consultants (for example, law and accounting firms) and intermediaries, such as
freight forwarders and customs brokers, also provide services for FTArelated needs.
At least 63.3 per cent of firms identified a government agency as a
source of FTA support. Overall, the Department of Trade and Industry
has been identified as the primary source of assistance. On the other hand,
PHILEXPORT has been indicated as the lead source of support in the
private sector.
Services Demanded and Supply Gaps
Almost 90 per cent of the sample (139 firms) demanded information-based
services
Considering that a lack of information is the main impediment to the
use of FTAs, it is unsurprising that firms called for more information on
FTAs. Specifically, the firms demanded more FTA awareness training
(82.6 per cent of responses), more studies on the impact of FTAs on business (65.2 per cent), consultation during FTA negotiations (42.6 per cent)
and monitoring and surveillance of NTMs (38.1 per cent). Much has been
done, both by the government and by private sector entities, to disseminate information and increase industry participation in FTAs. However,
feedback from firms seems to suggest that existing information-related
services on FTAs may still be inadequate.
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Supply gaps in much-needed technology-based services
While the demand for information can be met by bolstering the existing
services provided, there are explicit shortfalls in meeting the demand for
technology-based services (for example, upgrades to EDIs). Technologybased services are desired by about 65.2 per cent of the total sample (101
firms). What is worrying is that, with the exception of customs, no source
of FTA-related technology support appears to be available to firms.
Furthermore, customs alone may be hard-pressed to implement fully the
use of EDIs in export and ROO systems – the implementation of EDIs
may require further facilities and services from the private sector. SMEs
are particularly at risk because they have very little in-house capacity for
technical and skills upgrading.
SME support and financial and other incentives are also important
Of exporting firms, 56.1 per cent (87 firms) claimed that SME extension
services, financial support and other incentives are needed, with 46.5 per
cent wanting extension services for SMEs and 41.9 per cent wanting other
incentives. SME extension services could improve the export competitiveness of these firms and allow them to realize gains from FTAs.

8.7

CONCLUSION

Firms in the Philippines use AFTA more than was expected based on previous studies, and may start considering other FTAs as they explore new
export markets. About 20 per cent of the firms surveyed reported using or
having used AFTA, with firms in the transport industry using AFTA the
most. The high margins of preference accorded to transport products and
the successful implementation of the AICO scheme are possible reasons
for the higher utilization rate in transport relative to other industries. As
firms eye new export markets and business opportunities, other FTAs
(for example, the ASEAN–PRC CECA and Japan–Philippines EPA) are
beginning to draw their interest.
Accordingly, the overall FTA utilization rate among sample firms seems
set to double to about 41 per cent in the future. Firms in the food industry
are boldly considering new and emerging markets and may increasingly
turn to FTAs for support. AFTA users perceive net benefits from the
regional agreement, in particular cheaper intermediate inputs due to preferential tariffs and increased export sales to regional markets.
While the use of FTAs is set to double in the future, almost 80 per
cent of firms still do not use such agreements, citing several noteworthy
obstacles. Non-users of FTAs – including AFTA – indicated that a lack
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of information was the most significant impediment to FTA use in the
Philippines. Strikingly, the majority of the sample firms (73 per cent) did
not think that multiple ROOs in overlapping Asian FTAs significantly
added to business costs (at present). As the number of Asian FTAs multiplies in the future, however, steps will need to be taken at the regional
and national levels to minimize the potential ‘noodle bowl’ problem. In
the Philippines, residual procedural issues with respect to exporting and
applying for COs need addressing. Firms further suggested that there is
room for improvement in the AFTA ROO system (for example, lower
regional value-added content and the introduction of self-certification
mechanisms).
The evidence suggests that there is a case for better mainstreaming of
FTAs into Philippine national trade policy and for improving support
services to firms. Key lessons and suggestions for the Philippines and other
developing countries that are beginning to adopt FTAs as part of their
trade and development strategies include:
●

●

●

Information is the key to effective FTA implementation. Trade officials rely on information in making policy decisions and in negotiating FTAs. Businesses also require equivalent information to fully
benefit from FTAs. Improving data collection, particularly on the
use of FTAs, would be useful in assessing the overall effectiveness
of FTAs.
Awareness, consultation and training are crucial. Broad-based consultations (before and during FTA negotiations) help address the
concerns of all stakeholders. Consultations also help firms to assess
the potential gains from FTAs and to change their business plans, if
need be. While reaching out to all firms could prove to be difficult,
innovative and cost-effective methods of disseminating information
on FTAs could be explored as a means of increasing awareness (for
example, use of FTA portals, creation of an FTA experts pool and
highlighting success stories from other firms). Seminars and other
forms of training could also be expanded (from providing basic
information to laying down step-by-step procedures) and tailored to
each type of industry or sector in order to be more relevant to firms.
SMEs, in particular, may require further interaction and resources.
Simplicity is a powerful incentive to firms to adopt FTAs. The probable savings from using FTAs are sometimes disregarded by firms
because the process of availing themselves of FTA preferences tends
to be complicated. A simpler ROOs regime – for example, with
harmonized tariff classification and origin rules, alternative rules,
standardized and streamlined procedures, self-certification features
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●

●

●
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and/or a one-stop-shop export documentation facility – would
promote the use of FTAs among firms.
SME-focused FTA outreach is needed. SMEs require assistance
in enhancing their export performance and product diversification
and in analysing trends in international demand. Enabling SMEs
to restructure, set marketing priorities and, eventually, increase
their foothold in the newer, more dynamic markets with which the
Philippines has negotiated FTAs, will encourage use.
Supporting mechanisms are essential. Learning to export under
FTAs involves acquiring the requisite technological capabilities to
meet world-class price, quality and delivery standards. Within or
outside the FTA framework, government support for technology
and skills upgrading is essential in improving overall firm-level
competitiveness. Support for non-tariff measure surveillance, trade
finance, and the use of electronic data interchanges have proven
to be essential. Also, in view of the high AFTA usage rates in the
transport industry, other industries could explore the possibility of
adopting similar AICO-type arrangements.
Broader systemic adjustments are important complements to FTAspecific improvements. Beyond tariffs and ROOs, recurring problems such as rent-seeking behaviour, inefficiencies and inadequate
transport and logistical infrastructure should also be taken into
consideration. To be effective tools for business, FTAs must be
embedded in wider programmes of economic reforms.

NOTES
1.
2.
3.
4.

5.
6.

Together, the three industries account for around 73 per cent of total Philippine
exports, with electronics accounting for 63 per cent of total exports, transport equipment for 5 per cent, and food for 4 per cent.
See World Trade Organization (2005), Balisacan and Hill (2003) and Austria (2001) for
a detailed account of the trade and investment regime of the Philippines.
A trade and investment framework agreement is a prerequisite to negotiating a bilateral
FTA with the US.
The Philippines aims to maximize exports and investment opportunities offered by
trade agreements by: (a) continuing to take part in trade agreements; (b) implementing existing liberalization initiatives under the Japan–Philippines EPA, AFTA and
ASEAN–PRC and ASEAN–Korea comprehensive economic cooperation agreements;
(c) pursuing diversification of export markets and goods to minimize the impact of
the current economic slowdown; and (d) exploring a possible partnership cooperation
agreement with the European Union and an FTA with the US, among others (NEDA
2009).
The AICO scheme is ASEAN’s industrial cooperation programme to promote joint
manufacturing industry activities between ASEAN-based companies.
The goal of the ITA is the global reduction or elimination of tariffs by some WTO
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members on selected electronics and information and communications technology
(ICT) products. Under the ITA, the Philippines committed itself to reducing the tariff
rates of some 188 ICT product lines to zero by 2000 and of 47 more ICT product lines
by 2005.
For instance, Baldwin (2007) cited less than 3 per cent AFTA utilization in the 1990s,
while Avila and Manzano (2007) cited an overall utilization rate (computed based on
the amount indicated in certificates of origin over value of trade) of 15 per cent for
Philippine exporters, mostly in the transport industry.
Avila and Manzano (2007) also observed that the high adoption rate of the CEPT
scheme by the transport industry suggests that firms realize savings costs through
AFTA. Transport firms avail themselves of CEPT arrangements for moving parts
across ASEAN boundaries.
The major privilege of membership in the new scheme is that AICO products, upon
approval, enjoy preferential tariff rates of 0–5 per cent. Other incentives include local
content accreditation, where applicable, and other non-tariff incentives provided by
participating countries. The preferential tariff rate is also applicable to imported intermediate products and raw material inputs for the manufacture of AICO Final Products
and AICO Intermediate Products. In 2006, Philippine firms entered into at least 20
AICO arrangements with Indonesia, Malaysia and Thailand (PIDS 2009; ASEAN
Secretariat 2009; Philippine Tariff Commission 2007).
Designated areas in countries that possess special economic regulations (for example,
tax exemptions).
There is no equivalent of an exponentiated coefficient in probit models. We used the
STATA command ‘prtab’ to analyse the predicted probabilities for each of the variables specified (predicted probabilities are calculated with the other variables held at
their means).
Notably, 32 per cent of AFTA users also cited a lack of information as an issue.
However, this requirement of disclosure holds true only when complying with AFTA’s
regional value content rule. With the introduction of the coequal or option rule,
whereby firms can choose between value content or a change in tariff classification,
the risk is mitigated (see section 8.5 for a discussion of rule type preferences among
surveyed firms).
See Lazaro and Medalla (2006) for more information on ROOs in the Philippines.
The extent to which information is available varies by industry. While certain automobile parts suppliers seemed to be very conscious of ROO and/or origin certification
procedures and just request their customs brokers to submit their completed origin
applications for them, some electronics companies (particularly those working in EPZs)
seemed unaware of origin requirements.
The Bureau of Customs conceptualized the Selectivity, Post-Audit, Advance Processing,
Client Self-Assessment and Electronic Data Interchange (known as SPACE) programme as early as 1998 to implement a cargo clearance procedure. This programme
covers the five general principles underlying the progressive clearance procedure.
Singapore’s TradeNet System (now expanded and renamed the TradeExchange) links
multiple parties involved in external trade transactions to a single point of transaction
that includes the processing of COs and import and export permits. The system enables
the applicant to obtain the necessary papers within minutes rather than days or weeks.
See ADB (2005b) for more information.
An unpublished internal Bureau of Customs report, however, reveals that exporters
have begun to explore FTA preferences available through other ‘ASEAN-plus’ FTAs,
such as the ASEAN–PRC and ASEAN–Korea agreements.
A self-certification mechanism would essentially allow an exporter or producer within
the territory of an FTA member country to declare or affirm that the items covered
by the export invoice qualify as originating in that country for the purposes of claiming a tariff preference. Exporters and producers would therefore not need to apply
for a formal CO from authorized government entities. This would reduce the cost of
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applying for a CO and, at the same time, reduce the risk of unnecessary disclosures of
confidential information.
Namely, Form D (ASEAN–CEPT scheme), Form E (ASEAN–PRC CECA), Form AK
(ASEAN–Korea CECA), Form JP (Japan–Philippines EPA) and Form AJ (ASEAN–
Japan Comprehensive Economic Partnership Agreement [CEPA]). Additional forms
are expected when the ASEAN–Australia–New Zealand FTA and ASEAN–India
CECA are implemented.
While the ASEAN–Japan CEPA and Japan–Philippines EPA use the CTC rule, the
earlier concluded ASEAN FTAs have alternative or coequal rules. This could result in
some confusion or an additional burden on firms exporting to multiple markets.
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9.

Conclusion
Masahiro Kawai and Ganeshan Wignaraja

9.1

SUMMARY AND FUTURE AGENDA

Since the beginning of this millennium, East Asia has emphasized the
importance of free trade agreement (FTA)-led regionalism alongside a
long history of strong multilateralism and outward orientation. Dubbed
the global factory, this region has seen a rapid increase in FTAs since
2000. Major East Asian economies like Japan, the People’s Republic
of China (PRC), the Republic of Korea (hereinafter Korea), Thailand
and Singapore have become the leading players in the spread of FTAs
while others have become increasingly active through the Association of
Southeast Asian Nations (ASEAN). Slow progress in the World Trade
Organization (WTO) Doha Development Round of trade negotiations
and a plethora of agreements under negotiation suggest that FTAs will
remain a central plank in the region’s commercial policies. The region’s
new multitrack trade policy necessitates adjustments in business strategies
and national economic policies.
These developments have sparked a lively debate on the business impact
of FTAs in East Asia. Positions in the debate seem to have become polarized. One influential camp associates these agreements with harmful,
systemic noodle bowl effects that raise transaction costs for small and
medium-sized enterprises (SMEs). Furthermore, the potential for distortion of trade toward bilateral channels is linked to the possible erosion
of the multilateral trading system. Another camp sees net benefits from
FTAs and suggests that well-designed, comprehensive agreements can
be a building block to multilateral liberalization. The resolution of the
debate has been hampered by the absence of comprehensive information
on business impacts of FTAs.
A growing body of analytical work on East Asian FTAs has begun to
map the Asian noodle bowl as chaotic lines representing tangled agreements; to link disincentives to FTA use to the Asian noodle bowl; to
compare rules of origin (ROOs) according to best practices; to conduct
model-based analysis on economic implications of FTA scenarios; and
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to examine solutions to the noodle bowl problem (see Chapter 1 for a
detailed literature review). Existing work has provided useful insights but
has shed little light on the business impacts of FTAs or the extent of the
noodle bowl problem in East Asia. The dearth of firm-level studies may
be caused by FTAs being a recent phenomenon in the region and multicountry, multifirm surveys being difficult to organize, time-consuming to
coordinate and costly to implement.
The chapters of this book represent the first comprehensive firm survey
of business impacts of East Asian FTAs in multiple countries. The study
provides new evidence on firms’ perceptions of the impacts of FTAs in
East Asia and the Asian noodle bowl. It has attempted to answer four
key questions: (1) Are FTA preferences being used? (2) What are the
benefits and costs of FTAs? (3) Are multiple ROOs a burden on business,
especially on SMEs? (4) Is there enough support for domestic firms to use
FTA preferences? A novel feature of the research was the collection of
original data through firm surveys in six East Asian countries. The Asian
Development Bank, Japan External Trade Organization and some of East
Asia’s leading trade economists participated in the firm surveys, which
generated a large dataset of 841 manufacturing export firms from the
region’s major industries.
Summary: Findings of the Study
What findings can be drawn from the survey-based research? First, the
view that the Asian noodle bowl has severely dampened the region’s business activity since 2000 finds little support from the firm surveys in East
Asia. Faced with the absence of a WTO Doha deal and heightened reliance
on FTAs as trade policy instruments, East Asian firms are increasingly
responding to the commercial opportunities these agreements present. As
more FTAs are concluded and the complexity of the Asian noodle bowl
increases, however, the negative business impact is likely to intensify.
Second, use of East Asian FTAs among the firms surveyed was higher
than expected based on previous estimates. Around 28 per cent of the East
Asian firms surveyed use FTA preferences and this figure nearly doubles
when firms that plan to use FTAs are included. More firms in the PRC,
Japan and Thailand make use of FTA preferences than firms in Korea,
Singapore and Philippines. The finding that FTA utilization was highest
among PRC firms is particularly striking and is linked to the rapid emergence of this giant economy as a leading economic powerhouse, and the
proactive business strategies of PRC firms, such as increasing involvement
in regional and global production networks. The survey revealed FTA
users, as compared to non-users, to be larger, older, have more foreign
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equity, be more knowledgeable about FTA provisions and be more
responsive to FTAs in terms of business model.
Third, East Asian firms reported more benefits than costs from major
FTAs in effect, including the ASEAN Free Trade Area (AFTA). The
main benefits cited are wider market access, which results in higher export
sales, and preferential tariffs that make it easier to import intermediate inputs. Meanwhile, costs cited relate to increased competition from
imported products and documentation required for FTA preference use.
The general perception of net benefits of major FTAs was emphasized by
the degree to which firms used AFTA and ASEAN+1 FTAs to facilitate
regional business and key bilateral FTAs to facilitate business with major
partner countries.
Fourth, the evidence suggests that multiple ROOs in existing FTAs
impose a merely modest burden on firms in East Asia. Although around 20
per cent of responding firms said that multiple ROOs added significantly
to business costs, the bulk of the sample did not think they were a problem
at present. The evidence also suggests that larger firms are more likely than
SMEs to have negative perceptions of multiple ROOs. Econometric analysis of the survey data to determine the relationship between firm size and
negative perceptions of multiple ROOs indicates that larger, older firms
tend to export to multiple markets, change their business plans in response
to FTAs and, therefore, have more reason to complain about multiple
ROOs. Smaller firms tend to export to a single market and hence do not
have much basis for complaint.
Fifth, the East Asian countries have institutional FTA support systems
of varying degrees of comprehensiveness and quality. As expected, highincome Japan, Singapore and Korea have more comprehensive support
systems than the middle-income PRC, Thailand and the Philippines.
Private provision of services is also increasingly common in high-income
countries. A significant demand remains for more support for East Asian
SMEs to export through FTAs. Services desired include more information
on FTAs, upgrading of technical quality and standards, financial support
and enhanced consultations with business during FTA negotiations.
Implications of the Study for Policy and Future Research Agenda
The findings suggest that a comprehensive set of policies is necessary to
mitigate the negative effects of the Asian noodle bowl. Such a comprehensive response is particularly important given the need to boost trade
as a means of sustained economic growth. Most favoured nation tariff
reduction is an attractive idea and one to be encouraged. However, it is not
happening much in Asia – nor globally for that matter – at present.
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Accordingly, governments need to implement other supportive policies
toward helping firms make better use of existing and future FTAs. These
include encouraging the rationalization and flexibility of ROOs, upgrading
origin administration, providing services to increase firms’ knowledge of
FTA provisions, offering greater opportunities for business participation
in FTA consultations, and strengthening institutional support systems
for SMEs. In addition, publication of official FTA use statistics by FTA,
industry and firm size would facilitate monitoring and evaluation of
FTAs. The evidence highlights the need for a pragmatic, evidence-based
approach to tackling the FTA spread in East Asia. Increased resources
and closer cooperation between government agencies and business associations are necessary features of policy implementation. Firms will need
to learn to export more effectively under a regional trade regime anchored
on FTAs. This will require firms to develop competitive export capabilities
(including new technologies, skills and marketing methods) to maximize
profits. Firms will also need to improve their knowledge of FTA rules and
procedures – including tariff liberalization schedules, preference margins
for specific products and administrative procedures relating to ROOs –
and to factor them into their business plans. Successful exporters under
FTAs are likely to be firms that have mastered these rules and procedures,
and whose export capabilities are in line with global levels of price, quality
and delivery standards.
Similarly, governments need to adapt their policy frameworks to
support enterprise-level learning and exporting under FTAs. Two points
are worth mentioning in this vein. First, the design of FTAs needs to
be business-friendly in line with regional and global best practices. This
requires the following principles to be incorporated into the design of
FTAs: (1) consistency with WTO rules (particularly General Agreement
on Tariffs and Trade Article XXIV and General Agreement on Trade
in Services Article V); (2) comprehensive coverage of ‘WTO-plus’ issues
(for example, investment, competition policy, public procurement and
intellectual property); (3) incorporation of a workable dispute settlement
mechanism; (4) openness to new members and expansion of the number
of participating countries; and (5) focus on domestic structural reforms.
Second, policymakers need to implement policies that support firms in
using FTAs at the national and regional levels (see Chapter 2 for specific
recommendations).
More generally, the findings have underlined the value of firm surveys
as an empirical research tool to improve our understanding of the effects
of FTAs on business in East Asia. The survey focused largely on FTA
provisions related to trade in goods in six East Asian countries. A mix
of economies having different levels of income and FTA activity were
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selected within East Asia. With the region currently at the forefront of
global FTA activity, the study’s focus on East Asia seemed appropriate.
More recently, South Asian economies, notably India, are actively pursuing FTAs. The ASEAN–India FTA is a landmark agreement in India’s
economic relations with East Asia. Furthermore, new-age FTAs (which
cover goods, services and other deep integration provisions like investment and competition) are becoming more common in Asia. Accordingly,
insights on the business impacts of FTAs would be further deepened by
widening the number of sample countries to include South Asia, as well as
by extending the scope of the survey to issues like services and investment.
In addition, the difficulties of data collection notwithstanding, conducting
surveys in new countries to increase the size and diversity of the sample
may permit more sophisticated econometric analysis and increase the
statistical validity of the results.

9.2

BEYOND THE STUDY: PROPOSALS TO TACKLE
FTA SPREAD

The policies suggested above are necessary but not sufficient measures to
respond to and manage the FTA spread in East Asia and the Asian noodle
bowl. Two additional proposals, albeit long-run initiatives, are a regionwide FTA and multilateralization of Asian regionalism.
A Region-Wide FTA
The literature on East Asian FTAs has increasingly recognized the merits
in forming a large, region-wide FTA as a means to consolidate the plethora
of bilateral and plurilateral agreements and to address the Asian noodle
bowl problem.1 ASEAN – with the region’s oldest FTA – is emerging as
an integration hub for a region-wide FTA in East Asia. The PRC, Japan,
Korea, India, Australia and New Zealand are in the process of implementing their respective FTAs with ASEAN. With key ASEAN+1 agreements
under way, the ongoing policy discussion in East Asia is focusing on
two region-wide FTA proposals – an East Asia Free Trade Agreement
(EAFTA) among ASEAN+3 countries and a Comprehensive Economic
Partnership in East Asia (CEPEA) among ASEAN+6 countries – that are
competing to guide future policy-led integration in the region.2
The idea of forming an EAFTA or CEPEA has been on the official
meeting agendas of the ASEAN+3 leaders and the East Asia Summit.
Either arrangement can provide for a common regional trade policy
regime for members (with regard to tariffs, ROOs, services and other
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FTA provisions). Economic benefits such an FTA would confer include:
(1) increased market access to goods, services, skills and technology; (2)
increased market size, which would permit specialization and realization
of economies of scale; (3) facilitation of the foreign direct investment
activities and technology transfer of multinational corporations; and (4)
simplification of tariff schedules, rules and standards (see Chia 2010 for
a recent synthesis). The cases differ for supporting an EAFTA versus a
CEPEA, yet they are linked. An important reason for an EAFTA is that
the production network has been developed most significantly among
the ASEAN+3 countries, and harmonizing ROOs among these countries
can produce a tangible benefit. In addition, India is perceived as a slow
liberalizer and it would take more time to produce a region-wide FTA if
India were included from the beginning. Once EAFTA negotiations begin,
pressure could be applied to India to open up its economy further. On the
other hand, a reason for advocating a CEPEA is that production networks
are already developing beyond ASEAN+3 countries, encompassing India
and Australia. In addition, the economic benefit from FTA consolidation
would be larger with a CEPEA than with an EAFTA.
The Asia-Pacific Economic Cooperation (APEC) has emerged as
another contender for a region-wide FTA involving East Asian economies
(see Scollay and Gilbert 2001; Bergsten 2009). APEC is important for both
East Asia and the United States (US) because it is the only multilateral
economic forum that bridges these two large open markets. In 2006, the
US advocated strengthening economic ties among APEC members by
forming an APEC-wide free trade area (for example, a Free Trade Area
of the Asia-Pacific). While several East Asian countries have concluded
bilateral FTAs with the US, others have reservations about a comprehensive agreement with the US. Deeper questions remain as to whether the
US is ready to agree to an FTA with the whole of East Asia – one that
includes the PRC – under the current political environment. Four smaller
APEC members (Brunei Darussalam, Chile, Singapore and New Zealand)
have started the process by establishing a Pacific 4 agreement. This seems
to be in the process of evolving into a Transpacific Strategic Economic
Partnership Agreement with a growing number of countries sympathetic
to its goal of comprehensive liberalization.
Given the prominence of political economy considerations as they relate
to ASEAN regional economic integration, it would likely be difficult to
expand the Transpacific Strategic Economic Partnership Agreement to
all of East Asia within a realistic time-frame. FTA consolidation in East
Asia is likely to proceed along the line of an ASEAN-centric EAFTA or
CEPEA. The most likely scenario would be the following consolidation
sequence:3
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acceleration of an ASEAN Economic Community to be created by
2015;
completion of comprehensive ASEAN+1 FTAs with each of the
‘plus’ countries;
creation of a PRC–Japan–Korea FTA either through a PRC–
Japan–Korea trilateral FTA or three bilateral FTAs among the
three countries;
formation of an EAFTA among the ASEAN+3 countries through
mechanisms to connect the three ASEAN+1 FTAs and a PRC–
Japan–Korea FTA by allowing simplification, cumulation and harmonization of ROOs;
formation of a CEPEA by including India and Australia and New
Zealand; and
connection between East Asia and the US through a Free Trade
Area of the Asia-Pacific.

To achieve these steps, various FTAs among the ASEAN+6 countries and
the US have to be formed in a nested fashion over time.
WTO Agenda on Multilateralizing Regionalism
Multilateralizing Asian regionalism stems from the recognition that the
WTO has a role to play in facilitating a rules-based international trading
system in the region (see Baldwin and Thornton 2008; Baldwin and Low
2009). A few advantages of a multilateral trading system are that it facilitates trade-led growth through liberalization of trade barriers, enables
constructive handling of trade disputes using a dispute settlement mechanism and promotes the participation of rich and poorer countries alike.
As of February 2010, however, the WTO seems to have been a passive
observer while FTA-led regionalism has expanded globally. With the
rise of the North American Free Trade Agreement (NAFTA) and the
European Union, this trend was observed early on by Paul Krugman:
‘for a mix of reasons, the ability to support a cooperative solution at
the multilateral level is declining, while at the regional level it remains
fairly strong’ (Krugman 1993, p. 75). More recently, in the context of the
EU, Pascal Lamy argued that: ‘multilateralism and regionalism are not
mutually exclusive, but are complementary instruments to manage the
complexities of an interdependent world’ (Lamy 2002). With their respective merits, FTA-led regionalism in East Asia and the WTO multilateral
trading system are complementary processes rather than substitutes. The
long-term goal of multilateralizing Asian regionalism may be furthered by
the following.
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Deepening the transparency mechanism
In December 2006, the WTO adopted a new transparency mechanism
to speed up the process by which the WTO receives notification of all
regional trade agreements. This provisional rule provides for early notification (even while agreements are still under negotiation) and supplements
that notice with details about the agreement once it is signed. The WTO
has tasked two committees with the role of reviewing the consistency of
FTAs with WTO rules.4 Furthermore, the WTO has recently launched
an online global database on regional trade agreements with information
on notifications, reports on selected FTAs and links to the agreement
texts. This process needs to be sustained and expanded by WTO members
through reaffirming their commitment to the transparency mechanism,
reporting FTAs under negotiation on time and providing additional information on services and other FTA provisions (see Baldwin and Thornton
2008). It would also be valuable for the WTO to link its database on
regional trade agreements to those of regional institutions (notably the
Asian Development Bank and the Inter-American Development Bank) to
improve the quality and timeliness of information on FTAs.
Mainstreaming FTAs into WTO work
The WTO should encourage FTA members to make their FTAs more
multilateral-friendly and to connect with other large region-wide FTAs.
Examples might include connecting an East Asia-wide FTA with NAFTA,
an East Asia-wide FTA with the European Union, and NAFTA with the
European Union. The formation of these large intercontinental FTAs
must not damage developing countries, particularly poorer countries.
For instance, duty-free and quota-free access might be provided to least
developed economies along with trade-related development assistance to
facilitate building competitiveness. The issue of connecting large intercontinental FTAs is not a part of the Doha round, which is largely focused on
agricultural and non-agricultural market access. The rapid global spread
of FTAs requires that the discussion of connecting FTAs become a priority for the WTO, including the next trade negotiation round.
Establishing a regional advisory center on Asian FTAs
Capacity to design, negotiate and implement good-practice FTAs varies
greatly among countries in the region. Reasonable levels of FTA capacity exist in the large Northeast Asian economies and Singapore, but such
capacity seems limited in low-income ASEAN economies.5 In particular,
there is a dearth of experienced and qualified trade economists and lawyers
in trade ministries, as well as few think-tanks and law firms specializing in
trade policy. Establishing a regional advisory centre on FTAs can assist
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in FTA-related capacity building, particularly in low-income ASEAN
economies. Among other activities, the centre might provide subsidized
advice from legal experts on FTAs and WTO issues, conduct training
for officials, undertake studies for countries developing FTA strategies
(or embarking on FTA negotiations) and establish an FTA database.
The centre might also collaborate with existing regional institutions (like
the Asian Development Bank and United Nations Economic and Social
Commission for Asia and the Pacific) as well as the WTO to leverage
scarce aid resources for FTA capacity building.

NOTES
1. Influential analyses of the case for a region-wide FTA in East Asia can be found in
Soesastro (2003), Urata and Kiyota (2003), Pangestu and Gooptu (2003), Zhang (2005),
Kawai (2005b) and Kumar (2007).
2. See Kawai and Wignaraja (2008a, forthcoming) for a review of computable general
equilibrium model-based studies and new estimates of the welfare effects of an EAFTA
versus CEPEA. See also Park and Park (2009) for gravity and computable general equilibrium model analysis to explore the welfare effects of FTAs versus customs unions in
East Asia.
3. See Kawai and Wignaraja (2010) for a detailed discussion of this sequence.
4. The Committee on Regional Trade Agreements reviews FTAs notified under the General
Agreement on Tariffs and Trade and General Agreement on Trade in Services while the
Committee on Trade and Development reviews agreements notified under the Enabling
Clause, which forms the legal basis for the Generalized System of Preferences (GSP) in
which developed countries offer non-reciprocal preferential treatment (such as zero or
low duties on imports) to products originating in developing countries. Nevertheless, a
backlog of uncompleted reports exists due to differing opinions among members on how
to interpret the criteria for assessing consistency of regional trade agreements with WTO
rules.
5. In part, this is reflected in incompatibilities between North–South and South–South
FTAs in core areas including tariff liberalization, rules of origin, liberalization of services trade, compliance with WTO notification requirements and deep integration (see
Wignaraja and Lazaro 2010).
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‘East Asia is the region of the world that is changing fastest in terms of trade
arrangements. Dozens of free-trade agreements are signed every year, turning a complex
situation into the East Asian “noodle bowl” of FTAs. This book addresses the crucial
question posed by these new agreements – how do they affect business? While many
studies have focused on government-to-government issues, this book gets to the heart of
the matter, studying what it means for the firms actually doing the trade and investment.
I recommend this book to any serious student of trade, particularly those interested in
understanding the rapidly evolving landscape in this most dynamic part of the world.’
– Richard Baldwin, Professor of International Economics,
Graduate Institute, Geneva, Switzerland
‘The pursuit of more than one hundred Free Trade Agreements in East Asia is
quietly producing a fundamental change in the global economic architecture. This
path-breaking new volume provides an indispensable guide to the practical effect
of such agreements on commercial transactions in the region. It is a must-read for
businessmen and policymakers who seek to both understand the impact of FTAs in the
real world and expand their contributions to economic growth and development.’
– C. Fred Bergsten, Director, Peterson Institute for International Economics, USA
‘This is a valuable contribution in a crowded field. Kawai and Wignaraja have gone
beyond familiar arguments about the relative merits of regionalism and multilateralism
to ask businesses what it all means to them. Policymakers should take note.’
– Patrick Low, Chief Economist, WTO
‘For policymakers in the region, the debate is no longer between regionalism and
multilateralism. The real question is how we should create the model for regionalism
that will become the building blocks to a multilateral trading system and avoid raising
costs of doing business from the noodle bowl effect. Therefore the comparative and
micro-level research found in this book provides valuable insights on the impact of FTAs
on businesses. These insights will be relevant input as policymakers forge ahead in
implementing regional FTAs, thinking of ways to amend and improve on them and, most
importantly, harmonize or consolidate between existing regional FTAs in East Asia.’
– Mari Pangestu, Minister of Trade, Indonesia

Critics are concerned that FTAs erode the multilateral trading process and foster an
alarming ‘noodle bowl’ of overlapping regulations and rules of origin requirements
– which may be costly to business. Asia’s Free Trade Agreements makes key
recommendations for improving business use of FTA preferences, reducing costs of
FTAs and creating a region-wide FTA.
Masahiro Kawai is Dean and CEO of the Asian Development Bank Institute, Japan
and Ganeshan Wignaraja is Principal Economist in the Office of Regional Economic
Integration at the Asian Development Bank, Philippines.
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