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Question: CSQ 2010 MAQn 1 

Topics: Economic Indicators / National Income Determination
Extract: The United States – Singapore FTA (USSFTA)

Extract: The United States-Singapore Free Trade Agreement (USSFTA)

Singapore, a small and open economy with limited resources, is one of the relatively few economies   where   the   value   of the   external trade   is   substantially   higher   than   its   GDP, underscoring the role of trade as the lifeline of the country. Understandably, it is therefore a strong proponent of open markets and multilateral trade liberalization efforts.

The US-Singapore Free1 Trade Agreement (USSFTA) is the first US Free Trade Agreement with an Asian nation and entered into force on January 1, 2004. Singapore reached similar FTA with Japan (in 2002), Australia (in 2003), Jordan (in 2005), India (in 2005) and New Zealand (in 2005).

Since the Implementation of the USSFTA, total two-way goods trade (exports plus imports) between the US and Singapore grew 34% to $42.5 billion in 2006, where Singapore's exports to US grew to $17.8b (up 17.4%), while Singapore's imports from US jumped to $24.7b (up 49.1%).
In the area of tariffs reduction, one benefit is that 100% of Singapore's domestic exports to the US will get to enjoy preferential duty-free treatment under the FTA. According to US statistics, exports from Singapore, worth US$499 million gained tariff-free access to the US market in 2004. Singapore's exporters also saved $25 million as a result of the waiver of the merchandise processing fee.

How will FTA affects FDI? – greater export demand and import expenditure – more business activities – foreign support services centre
· Part of FTA involves FDI assurance and memorandum – protect FDI – induce more FDI
There has also been an increase in foreign/direct investment and Singapore has become a more attractive destination for US investment. There are plans for new manufacturing plants and expansion of current facilities that are already in Singapore. Seagate, the world's largest manufacturer of hard disk drives, is investing $200 million in a new plant which will reinforce Singapore's position as the world's storage" capital. Singapore companies have also benefited by the greater ease in which they can do business in the US. The intellectual property rights regime that has been created as a result of the USSFTA will make Singapore attractive to companies in the creative Industries as well as in knowledge-intensive industries such as the pharmaceutical 

industry. US companies such as Pfizer, has announced plans to expand their manufacturing and research facilities in Singapore. Lucasfilm Animation will establish its only facility outside the US in Singapore to produce digital animation. Non-US companies-are also capitalising on the strong regime. BMW has just set up its design studio in Singapore.
Adapted from Third World Network

Table 1: Foreign Direct Investment in Singapore by Country (S$million)

	Country
	2003
	2004
	2005

	United Kingdom
	39 369
	45 195
	50 154

	United States
	37 674
	45151
	42 755

	India                      ,
	352
	480
	1285

	New Zealand
	145
	142
	224


Source: Ministry of Trade and Industry, 2007

Table 2: Selected Economic Indicators of Singapore

	Indicator
	2003
	2004
	2005
	2006

	Rate of growth of real GDP (%) (YOY)
	3.1   .
	8.8
	6.6
	7.9

	Labour productivity (% change)
	4.4
	7.0
	2.1
	1.2

	Government's expenditure on education (S$m)
	6200.1
	6385.9
	5974.5
	6372.1

	Inflation rate (%)
	0.5
	1.7
	0.5
	1.0

	Unemployment rate (%)
	4.0
	3.4
	3.1
	2.7

	Current account (S$m)
	38,909.0
	36,414.5
	47,616.5
	57,660.6

	Exchange rate (S$/US$)
	1.7422
	1.6903
	1.6646
	1.5889


Source: Singapore Department of Statistics, 2007

Answer both questions.

A) Based on table 1 & 2, assess the economic performance of Singapore from 2003 to 2006. (6)

B) To what extent have Singapore Free Trade Agreements influenced the amount of foreign direct investment in the country? (8)

Questions
A) Based on table 1 & 2, assess the economic performance of Singapore from 2003 to 2006. (6)

Focus of the question:

a) The focus is to explain how the indicators will reflect the economic condition showing how the indicators explain the beneficial or detrimental effect on the economy with the value of the indicators.
b) Please note that you have to show the implications of the economic indicators to depict how the economy has improved – do not just indicate the change in value to show as the assessment of improvement

As seen from table1, Singapore has enjoyed increase in national income or actual production capacity from year 2003 to 2006 as there is positive rate of real GDP growth which indicates the monetary growth of the production of goods and services in the economy. (more goods and services are produced – in real term
High level of growth in the real GDP can be contributed by the growth of the FDI as seen from how the level of FDI has grown for the four listed nations. The growth of FDI from these countries will indicate that there is an actual rise in the aggregate demand, signifying the rise in economic activities that will induce greater production, employment and thus, contributing to the rise in the national income via the multiplier process. Hence, the growth of FDI also signifies improvement in the economy for Singapore.

There is also price stability during this period as the inflation is kept low within 2%, implying that there is low cost of living and stable cost condition. This will enable Singapore to maintain her cost competitiveness which will help her to lower price of export and cost of foreign direct investment. This will stimulate the growth of export demand and foreign direct investment, which contributes more than 75% of the GDP value directly or indirectly.
The improvement in export demand can be seen from the growth of current account from S$39,909 m to S$57,660.6 at 45.5% growth rate. This improvement in current account is also beneficial to Singapore as it will mean the growth of our net export of services or an indication that there is increase in the contribution from high –valued export production. This will indicate a more diversified economy which has raised her competitiveness in the global economy.
The improvement in the current account and growth of the economy can be seen from the rise in the exchange rate which has appreciated over this period as a result of higher level of export demand and rise in the flow of foreign direct investment, which indicates the growth of the economy. The growth in the foreign direct investment can be seen from table 2 which has shown the rise in FDI for the listed countries that have either signed FTA or have not signed.
The growth of the economy in terms of production would mean that the rise in employment as seen from the reduction in the unemployment over the period. This will imply that there is greater utilization of resources for production.
However, the labour productivity has fallen from 2004 to 2005 after increasing from 2003 to 2004. Though it has registered positive rate of change in productivity, the decreasing rate of change is a concern for Singapore as the cost of production may increase in the near future, which will undermine our cost and price competitiveness, preventing Singapore from attaining sustainable economic growth.

In sum, the economy has performed relatively well during this period as the economic indicators have shown that there is higher level of growth in the economy.

B) To what extent have Singapore Free Trade Agreements influenced the amount of foreign direct investment in the country? (8)
Focus of the question:

a) Show how FTA will increase XD and thus increase FDI. (economics principles)
b) Show how the FTA can facilitate the flow of FDI. (economics pricnciples)
c) Show how other determinants would affect the growth of FDI to prove that FTA may not be that extensive in influencing FDI. (analysis)
Free Trade Agreement plays an important role in not just influencing the growth of trade but also the growth of investment as the FTA will clear the restrictions imposed on trade and investment since FTA will lower the trading prices of goods and clear the hindrance on the flow of fund and investment.
As FTA would induce an increase in the export demand, it would lead to a higher level of FDI since the higher level of export demand will raise the market demand for MNCs. A higher market demand will raise the total revenue and provide the profit incentive to raise investment for production.
FDI will also increase as the absence of restriction on trade will help to expand the resource capacity which will provide the necessary resources much needed by the industries. The absence of tariffs will reduce the cost of imports which will lower the cost of production and thus increase profitability, inducing investment. 

The signing of FTA which includes the intellectual property rights will also stimulate the growth of FDI as it provides the protection of fund for investment and assurance of return on FDI which will raise the confidence of the investor. This is seen from how the USSFTA will help Singapore to develop ‘creative industries and knowledge-based industries’ which will attract the inflow of investment from US companies such as Pfizer for pharmaceutical industry and Lucasfilm Animation for Digital Media Industry.
The signing of FTA will also allow the inflow of fund to provide the necessary capital for investment. FDI will be able to tap the fund from many countries which will allow a higher level of expansion of business operation. Besides the flow of fund, there will be less bureaucratic red-tape which will improve the efficiency of production and distribution and thus facilitate the inflow of FDI 
However, there are other reasons that may have undermined the influence of FTA on FDI. One such influence would be the appreciation of exchange as seen from how the level of FDI from US has decreased by 5% from 2004 to 2005 as the cost of FDI will increase and thus, this discourages the inflow of FDI. 
On the other hand, FDI in Singapore may be due to other reasons such as politically stable environment as seen from how FDI inflow from United Kingdom might have increased. A politically stable environment is more influential than FTA in determining the level of FDI as it will provide assurance of the capital invested and return on capital. Furthermore, apolitically stable environment will mould higher level of consumer confidence which will expand the market demand and thus raise profitability to induce investment. 
How FDI will undermine trading activities and cause current account deficit?

US FDI into China increases – more US goods produced in China and sold to China locally – decreases the demand for US exports into China – reduction in export demand for US – balance of trade deficit with China / US firms imports US goods made in China to sell to US (Increase import expenditure from China – balance of trade deficit
Tansfer of technology through FDI will mean that China local firm can produce these goods and reduce import from US

These two points can help to explain why the depreciation of RMB is not the cause of US-China trade deficit.
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