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The U.S.-Singapore Free Trade Agreement: Effects After Five Years

Summary

The U.S.-Singapore Free Trade Agreement (FTA) (P.L. 108-78) went into effect on January 1,
2004. This report provides an overview of the major trade and economic effects of the FTA over
the three years ending in 2006. It also includes detailed information on key provisions of the
agreement and legislative action.

The U.S.-Singapore FTA has taken on new importance in trade policy because the United States
is engaged in negotiations to join the Trans-Pacific Partnership (TPP). The TPP negotiations are
the first major market-opening initiative of the ObamaAdministration. On December 14, 20009,
United States Trade Representative Ron Kirk notified Congress of the intent to enter into the TPP
negotiations. The objective is to shape a high-standard, broad-based regional free trade agreement
with Australia, Brunei Darussalam, Chile, New Zealand, Peru, Singapore, and Vietnam. Thefirst
round of negotiations began March 15, 2010, in Sydney, Australia.

The U.S.-Singapore FTA has provided greater access for U.S. companies, has been instrumental
inincreasing bilateral trade, and has provided reassurance to Singaporeans of U.S. interest in the
country. As a city-state, Singapore operates as an entrepot with essentially free trade. Under the
FTA, concessions dealt mainly with providing greater access for American service providers and
with strengthening the business environment in areas such as the protection of intellectual
property rights and access to government procurement.

In 2009, the United States ran a $6.6 billion surplus in its balance of merchandise trade with
Singapore, up from $1.4 billion in 2003, but down from the $12.0 billion in 2008. U.S. exports of
goods to Singapore surged from $16.6 billion in 2003 to a peak of $27.9 billion in 2008 before
declining to $22.3 billion in 2009. Even with this rapid increase in U.S. exports to Singapore, the
U.S. share of Singapore's imports has declined from 16% in 2003 to 12% in 2009. The main
reason for thisis that Singapore's overall tradeis booming. Still, Singapore imports more from
the United States ($28.5 billion) than from China ($26.0 billion).The U.S. balance of tradein
services with Singapore declined from a surplus of $4.0 billion in 2001 to $1.2 billion 2005 but
has risen to $4.2 billion in 2008. A significant increase has been in income from U.S. direct
investments in Singapore. U.S. access to the Singaporean market for multinational corporations
seems to have been enhanced considerably under the FTA. U.S. income from assets in Singapore
rose from $6.7 billion in 2003 to $21.1 billion by 2008.

Onthe U.S. import side (Singapore’s exports), a noteworthy development is that U.S. imports of
pharmaceuticals from Singapore have risen from $0.09 billion in 2003 to $3.0 billion in 2007
before declining to $2.0 billion in 2008. Singapore has devel oped as aregional center for
multinational pharmaceutical companies. This apparently was partly triggered by provisionsin
the FTA that required Singapore to strengthen its intellectual property protection.

Negotiations for the U.S.-Singapore Free Trade Agreement were launched under the Clinton
Administration in December 2000. The FTA became the fifth such agreement the United States
has signed and the first with an Asian country. This report will be updated as circumstances
warrant.

Congressional Research Service



The U.S.-Singapore Free Trade Agreement: Effects After Five Years

Contents
TrAOE TN GOOUS........eeeeeeetee sttt h et s b e sae e n e be e nnn e n e e nne e naneenns 3
Trade and Market ACCESS IN SENVICES.......cccuviiiiiiieiee et 7
FINANCIAI SEIVICES......eiiie e r e sneennne s 8
IS oS Yo SRS S 9
EIECIrONIC COMIMEICE. ...ttt e e e e e eneenne e 9
Intellectual Property Rights (IPR) ProteCtion............oocciiieriiee e 10
INVESIMENLS. ... e e e s s ne e e s n e e smr e e snn e e sne e e nnnee s 10
U.S. IMPOItS frOM SINQAPOIE. ... .eeeeeiee et eiee ettt e etee e ete e e et e et e e st e e sneeeesneeeaeeeesnseeeanseeenseeeanees 11
Balance of Trade Dy SECLOIS........ooo i 14
LAIOI ISSUES......coeeeee ettt b ettt b e nn e b nn e n 15
ENVIFONMENTAl ISSUES ........viiiiiiii ettt 16
L= 0o TR = o1 ) SR 17
(@1 07c g i = o TSP OUP PSP PRROTIN 17
Figures
Figure 1. U.S. Merchandise Exportsto, Imports from, and Trade Balance with Singapore............ 3
Figure 2. Leading U.S. Exportsto Singapore by Calegory ........coooeeeeieeeiierenieeeiee e sieeeieee e 4
Figure 3. U.S. Balance of Merchandise Trade with FTA Partner Countries...........cccoocoveiieeeiieene 6
Figure4. U.S. Balance of Trade with Singaporein Services and Its Components............cccceeueeee. 8
Figure 5. Average Annual Growth Ratesin Top 40 U.S. Imports from Singapore Pre- and
POSE- T A bbb h e bt bt h et ae b e et e nenaes 12
Figure 6. Singapore's Exports of Pharmaceutical Products by Origin.........ccoccceevceeeieneiieeeeeen. 14
Figure 7. U.S.-Singapore Balance of Trade by Major Surplus and Deficit Sectors, 2009............. 15
Tables
Table 1. Singapore's Import Market Shares by Import SOUICe..........cvveveeeiiiee e 5
Contacts
AULhOr Contact INfOMMALION ........oovieiieiie et sr e sneesnneeneas 18

Congressional Research Service



The U.S.-Singapore Free Trade Agreement: Effects After Five Years

2004. This report provides an overview of the major trade and economic devel opments

following the FTA over thefive years ending in January 2010. It also includes selected
information on key provisions of the agreement. As the United States and Singapore adjust to the
provisions of the FTA, it becomes increasingly difficult to separate out the effects of the FTA
from that which has occurred because of other economic forces. The effects of the global
financial crisis and recession of 2008-2009 have had a major downward effect on trade flows, but
some general conclusions still can be drawn.

The U.S.-Singapore Free Trade Agreement (P.L. 108-78) went into effect on January 1,

The U.S.-Singapore FTA has taken on new importance in trade policy because the United States
is engaged in negotiations to join the Trans-Pacific Partnership (TPP). The TPP negotiations are
the first major market-opening initiative of the Obama Administration. On December 14, 2009,
United States Trade Representative Ron Kirk notified Congress of the intent to enter into the TPP
negotiations. The objective is to shape a high-standard, broad-based regional free trade agreement
with Australia, Brunei Darussalam, Chile, New Zealand, Peru, Singapore, and Vietnam. Thefirst
round of negatiations began March 15, 2010, in Sydney, Australia. Singapore, Chile, Brunei, and
New Zedland are the original members of the pact. The United States, Australia, Peru, and
Vietnam are seeking to join. The United States already has FTAs with Singapore, Chile, Australia,
and F;eru. The TPP could become the basis for a Free Trade Area of the Asia-Pacific over the long
term.

The U.S.-Singapore FTA essentially eliminated tariffs on all goods traded between the two
countries. It also included market access measures and other provisions rdated to tradein
services, investment, rules of origin, intellectual property rights, government procurement,
licensing of professionals, telecommunications, worker rights, the environment, capital controls,
and dispute settlement.

The FTA has provided greater access for U.S. companies, has been instrumental inincreasing
bilateral trade, and has provided reassurance to Singaporeans of U.S. interest in the country at a
time when many in the region perceived that the United States had been focused on the Middle
East and “neglecting” Asia. The FTA seems to have benefitted overall bilateral rdations. The FTA
has provided certain advantages to American businesses, but since Singapore has FTAs with
many other nations, those advantages often are extended to other nations as well.

As a city-state, Singapore operates as an entrepot and shipping center and basically has free trade
with almost all countries. It imposes import restrictions on only a handful of goods. Under the
FTA, Singapore made concessions that dealt mainly with providing greater access for American
service providers (particularly financial services) and with strengthening the business
environment in areas such as the protection of intellectual property rights and access to
government procurement.

In 2009, the United States ran a $6.6 billion surplus in its balance of merchandise trade with
Singapore, up from $1.4 billion in 2003, but down from the $12.0 billion in 2008. U.S. exports of
goods to Singapore surged from $16.6 billion in 2003 to a peak of $27.9 billion in 2008 before
declining to $22.3 billion in 2009. Major U.S. exports to Singapore include machinery, eectrical

! Office of the U.S. Trade Representative, U.S. Engagement with the Trans-Pacific Partnership: Action to Date,
Washington, DC, December 14, 2009. “New Trans-Pacific Partnership Taksto Take Center Stage in 2010,”
International Trade Reporter, January 21, 2010. See also CRS Report R40502, The Trans-Pacific Srrategic Economic
Partnership Agreement, by (name redacted) and (name redacted).
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machinery, aircraft, optical and medical instruments, plastic, and mineral fuel oil. U.S. trade with
Singapore has increased faster than anticipated before the FTA.

Even with thisrapid increase in U.S. exports to Singapore, however, the U.S. share of Singapore’s
imports has declined from 16% in 2003 to 12% in 2009.” The main reason for this is that
Singapore's overall trade is booming. Still, Singapore imports more from the United States ($28.5
billion) than from China ($26.0 billion). Malaysia is Singapore's top source of imports, while the
United States is second, and Chinais third. Imports from China, however, have been rising
rapidly, and China has passed Japan as a source of imports.

The U.S. balance of tradein services with Singapore declined from a surplus of $4.0 billion in
2001 to $1.2 billion in 2005 but rose to $4.2 billion in 2008. While U.S. receipts of royalties and
license fees ($3.2 hillion) and exports of other private services ($4.2 billion) have increased, so
have U.S. payments for other private services ($2.1 billion) and for travel and transportation ($1.3
billion). A significant increase has been inincome from U.S. direct investments in Singapore.

U.S. access to the Singaporean market for multinational corporations seems to have been
enhanced considerably under the FTA. U.S. income from assets in Singapore rose from $6.7
billion in 2003 to $21.1 hillion by 2008. As an example of U.S. service providersin Singapore
under the FTA, Citibank has been able to expand its operations there (it has 50% of the credit card
market), offer innovative products (such as biometric identification for bill paying), and partner
with the subway system to issue credit cards that double as subway fare cards and to locate
branches and ATM terminals in and around subway stations.

Onthe U.S. import side (Singapore’s exports), a noteworthy development is that U.S. imports of
pharmaceuticals from Singapore have risen dramatically from $0.09 billion in 2003 to $3.0
billion in 2007 before declining to $2.0 billion in 2008. In 2008, Singapore was the seventh
largest supplier of pharmaceuticals to the United States. The FTA did not lower the U.S. tariff rate
for pharmaceuticals, since such products already enter the United States duty free. What appears
to have occurred has been the development of Singapore as aregional center for multinational
pharmaceutical companies. This apparently was partly triggered by provisions in the FTA that
required Singapore to strengthen its intellectual property protection. The Singaporean government
also has provided incentives for multinational biomedical companies to locate research and
production in the country. Most of the major pharmaceutical companies of the world have
established subsidiaries in Singapore and are exporting part of their production.

Singapore has relatively high labor standards. It ratified the International Labor Organization's
Minimum Age Convention in 2005. This brought the number of ILO Conventions the country has
ratified to more than 20, including Core Conventions that cover child labor, forced labor,
collective bargaining, and equal remuneration.

As acity state with 3.4 million people and an area roughly the size of the Washington, DC, area
inside the Beltway, Singapore's environmental challenges relate primarily to industrial pollution
(strictly regulated), urbanization, and preservation of natural areas. The country touts itself asa
garden city. It recycles all waste water, appears clean, and uses variable tollsto alleviate traffic
congestion. The United States has not formally raised environmental or labor issues with
Singapore under the FTA.

2 Data sources for thisintroductory overview are provided in later sections of this report.
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For details on the content of the FTA, see CRS Report RL31789, The U.S-Sngapore Free Trade
Agreement, by (name redacted).

Trade in Goods

Since the U.S.-Singapore FTA cameinto effect in January 2004, U.S. trade with Singapore has
boomed. As shown in Figure 1, U.S. exports of merchandise to Singapore rose by 68% from
$16.6 billion in 2003 to a peak of $27.9 hillion in 2008 before the global financial crisis
depressed world tradein 2009. In 2009, U.S. exports to Singapore were at $22.3 billion. U.S.
imports from Singapore increased by a lesser 22% to go from $15.1 billion in 2003 to a peak of
$18.4 hillion in 2007 before declining to $15.7 billion in 2009 or approximately the same level as
prior to the FTA. The U.S. trade surplus with Singapore rose from $1.4 billion in 2003 to a peak
of $12.0 billion in 2008 before declining to $6.6 billion in 2009.

Figure 1.U.S. Merchandise Exports to, Imports from, and Trade Balance with
Singapore
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Source: Congressional Research Service. Data from U.S. Bureau of Economic Analysis accessed through Global
Trade Atlas.

Major U.S. exports to Singapore include machinery, electrical machinery, aircraft/spacecraft,
mineral fuel and ail, optical and medical instruments, plastic, and organic chemicals. As shown in
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Figure 2, U.S. exports of each of these products have risen since the U.S.-Singapore FTA took
effect in January 2004, although they declined in 2009 because of the global financial crisis. The
highly developed nature of the city-state’'s economy can be seen in the major U.S. exports there.
They consist primarily of industrial and scientific machinery and materials.

Figure 2. Leading U.S. Exports to Singapore by Category
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Source: Data from U.S. Department of Commerce on f.a.s. Basis.

Therising surplus in merchandise trade with Singapore, however, masks other underlying trends
that do not bode as well for the United States. Although Singapore's share of U.S. exports to the
world has remained at about 2.3% to 2.1%, Singapore’s imports from the United States have been
declining relative to those from many other countries of the world. As shownin Table 1, in 2001,
the United States accounted for 16.4% of Singapore's imports. By 2009, that share had fallen to
12%, despite the rapid growth in U.S. exports there. Still, Singapore imports more from the
United States ($28.5 billion) than from China ($26.0 billion). Malaysia is Singapor€'s top source
of imports, while the United States is second, and Chinaiis third. Imports from China, however,
have been rising rapidly, and China has passed Japan as a source of imports.
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Table |.Singapore’s Import Market Shares by Import Source
(Percent of Total Imports)

Rank Import Source 2001 2003 2006 2009
| Malaysia 17.3 15.8 13.1 1.6
2 United States 16.4 13.1 12.5 1.3
3 China 6.2 8.1 11.4 10.1
4 Japan 13.9 1.3 83 7.6
5 Indonesia 7.1a 6.1 6.2 5.8
6 Korea, South 3.3 3.6 44 57
7 Taiwan 4.3 4.8 6.4 52
8 France 1.8 1.8 22 34
9 Thailand 44 4.0 37 34
10 Saudi Arabia 3.6 2.9 3.9 33

Rest of world 234 285 30.2 36.0

Source: Underlying data from Global Trade Atlas

a. Estimated.

The surplusin the U.S. balance of merchandise trade with Singapore runs contrary to a
commonly held perception that free trade agreements lead to larger U.S. deficitsin trade. The
perception seems to be generated mostly by U.S. trade with its immediate neighbors, Canada and
Mexico. As shown in Figure 3, in 2009, the United States ran trade surpluses with Australia,
Singapore, Chile, the Dominican Republic, Morocco, and seven other FTA countries, whileit ran
deficits with Mexico, Canada, Isradl, Costa Rica, and Nicaragua.
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Figure 3. U.S. Balance of Merchandise Trade with FTA Partner Countries
FTA Trading Partner
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Source: Congressional Research Service. Underlying data accessed through Global Trade Atlas.

Notes: The United States has signed free trade agreements with Colombia, Panama, and South Korea that have
not been approved by Congress and implemented.

During the FTA talks with Singapore, negotiations were intense over that country’s import
restrictions on a few products. Even though Singaporeis largely a free-trade nation, it has
restrictions on imports of specific controlled items (including chewing gum) and has import
duties on beer, stout, and a local beverage called samsu. Under the FTA, Singapore allowed
imports from the United States of chewing gum with “therapeutic value” (excluding nicotine
gum) to be sold in pharmacies. The country also dropped all duties on beer, stout, and samsu from

the United States.

Under the FTA, U.S. exports of beer (made from malt, Harmonized System code 2203) rose from
$0.352 million in 2003 to $0.648 million in 2005 but was at $0.505 million in 2009. As a share of
Singapore’s total imports of beer, however, in 2009, the United States accounted for about 0.5%
of the total and ranked 18" among all sources of beer imports. The top six sources were Malaysia,
Mexico, Belgium, the Netherlands, Thailand, and South Korea_?’Among these countries, only
Thailand and South Korea have free trade agreements with Singapore.

With respect to chewing gum, the data on Singaporean imports do not show appreciable imports
from the United States. In 2009, out of atotal of $850,309 in chewing gum imports (HS 170410),

% Data are from Global Trade Atlas.
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none came from the United States. $627,016 in chewing gum came from Indonesia and $112,907
that came from South Korea. As for imports from the United States in previous years, in 2005,
Singapore imported $1,298 and 2006, $246 worth of American chewing gum.*

Trade and Market Access in Services

U.S. business interests point out that the greatest potential effect of the U.S.-Singapore FTA is
likely to be increased access by U.S. companies to Singapore's market in services. Services are
provided in two ways: in cross-border transactions and from subsidiaries in the trading partner’s
economy. Services such as insurance, shipping, provision of intelectual property, and travel often
are sold across borders and are counted as exports and imports. Other services, such as
accounting, legal services, and banking often are provided directly to the consumer through
overseas subsidiaries of U.S. companies. These transactions usually do not appear as exports or
imports, although the repatriation of profits from such activity is counted as an income flow.

The United States has traditionally run a surplus in its balance of services trade with Singapore.
Thisis shownin Figure 4. Under the FTA, this balance declined from $4.0 billion in 2001 to $2.6
billion in 2006 but has risen to $4.2 billion in 2009. Among the four components of tradein
services, the United States ran surpluses in two and deficits in two. In royalties and license fees,
the U.S. surplusincreased from $2.5 billion in 2001 to $3.1 billion in 2008. Some of thisrisein
feesfor intellectual property likely can be attributed to strengthened intellectual property
protection in Singapore resulting from the FTA. In other private services, the U.S. surplus has
fluctuated with afall from $1.9 billion in 2001 to $0.7 billion in 2006 but ariseto $2.2 billionin
2008. In military and government transactions, the trade balance varies from year to year. It was
-$0.04 billion in 2001, -$0.2 billion in 2006, and -$0.6 billion in 2008. In travel and
transportation, the balance trends toward an increasingly large U.S. deficit. Most of thisisin
transportation, particularly shipping, as well as in passenger fares and travel. This negative
balance grew from -$0.3 billion in 2001 to -$1.0 billion in 2006 but diminished to -$0.4 billion as
the global financial crisis curtailed shipping and tourism.

“ Data are from Global Trade Atlas. CRS attempted to obtain export data from amajor U.S. chewing gum company, but
it declined to cooperate. Likewise, the Internationa Chewing Gum association would not provide CRS with dataon
exports to Singapore.
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Figure 4. U.S. Balance of Trade with Singapore in Services and Its Components
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Source: Data from U.S. Bureau of Economic Analysis

Increased market access in services under an FTA, therefore, may or may not result in an
improvement in the U.S. bilateral trade balance in services. It depends on what kind of serviceis
being traded and the relative comparative advantage of each country. U.S. service providers,
moreover, may find it more advantageous under the increased access and strengthened intellectual
property regime engendered by an FTA to locate a subsidiary in the FTA partner country. This
may reduce U.S. exports of private services but also may increase royalties and payments from
use of intellectual property and earnings from operations in the host country. In the Singapore
case, U.S. income from assets owned in Singapore increased from $3.9 billion in 2001 to $6.7
billion in 2003, and after the FTA jumped to $14.3 billion in 2006 and $21.1 billion in 2008.° In
2008, Singaporean investors earned $6.3 billion on their assets in the United States for a $14.8
billion surplus for the United States. This is more than triple the U.S. surplus in trade in services.

Financial Services

In financial services, Singapore made several key concessions under the FTA. In 2007, the
government lifted the ban on new licenses for full-service and wholesale American banks.
Licensed full-service banks from the United States (two as of 2007) are now able to offer all their

® U.S. Bureau of Economic Analysis. Balance of payments data by country. Some of these assets may be in securities,
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services at an unlimited number of locations. Under the first two years of the FTA, U.S.-licensed
full-service banks were able to operate at up to 30 customer service locations (branches or off-
premise ATMs). Non-U.S. full-service foreign banks have been allowed to operate at a combined
25 locations. Locally incorporated subsidiaries of U.S. banks are able to apply for access to the
local automated teller machine (ATM) network on commercial terms, and branches of U.S. banks
were to obtain access to the ATM network by 2008.°

Citibank, in particular, has been expanding its presence in Singapore. From four branchesin
2004, it now has eleven full-service branches and more planned.” It was the first in Singapore to
introduce a biometric payment system that allows payments without credit cards based on
fingerprint identification. It also has joined with the Singapore MRT subway system to provide
credit cards that double as subway tickets and to locate ATM s and branches in and around subway
stations.® Citibank has a 50% share of the Singapore credit card market.® As of mid-20086,
Citibank along with the other major foreign banks had created their own ATM network™ rather
than join that of the local banks. American banks are allowed under the FTA to enter the domestic
ATM network if financial considerations warrant such a move.

Legal Services

In general, foreigners in Singapore cannot practice Singapore law (without local credentials),
employ Singapore lawyers to practice Singapore law, or litigatein local courts. Since June 2004,
however, U.S. and other foreign lawyers have been allowed to represent partiesin arbitration in
Singapore without the need for a Singapore attorney to be present. U.S. law firms can provide
legal services with respect to Singapore law only through ajoint venture or formal alliance with a
Singapore law firm."* Under the FTA, Singapore has recognized law degrees from Harvard
University, Columbia University, New York University, and the University of Michigan for the
purpose of admission to practice law in Singapore. Also, since October 2006, graduates of these
universities who are ranked among the top 70% of their graduating class may be admitted to the
Singapore bar.

Electronic Commerce

The FTA contains state-of-the-art provisions on el ectronic commerce, including national

treatment and most-favored-nation obligations for products delivered dectronically, affirmation
that services disciplines cover all services delivered eectronically, and permanent duty-free status
of products delivered electronically.

® U.S. Trade Representative. 2007 National Trade Estimate Report on Foreign Trade Barriers. Online version a
http://www.ustr.gov/Document_L ibrary/Reports_Publications’2007/2007_NTE_Report/Section_Index.html.

7 See Citibank Singapore website at http://www.citibank.com.sg.

8 Citigroup Inc. Citibank Singapore Expands its Customer Touchpoint Network by 60% with SVIRT Partnership. Press
Release, July 16, 2007.

9 Citibank Offers First Travel Cardin Region. The Sraits Times, August 18, 2007, p. S31.

10 ATM5 is the shared ATM network of ABN AMRO, Citibank, HSBC, Maybank and Standard Chartered. Banks.
1 As of October 2005, 16 of the 64 foreign law firmsin Singapore were from the United States.

12U.S. Trade Representative, 2007 National Trade Estimate Report.
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Intellectual Property Rights (IPR) Protection

The FTA provided the impetus for the Singapore government to amend its laws to create one of
the strongest I PR regimes in Asia.™® In July 2004, amendments to the Trademarks Act, the Patents
Act, the Layout Designs of Integrated Circuits Act, Registered Designs Act, a new Plant Varieties
Protection Act, and a new Manufacture of Optical Discs Act came into effect. This was followed
in 2005 by an amended Copyright Act and Broadcasting Act. Singapore also has implemented or
ratified various international conventions or treaties dealing with IPRs,

Singaporean officials have indicated that the provisions in the FTA that strengthened IPR
protection in Singapore have attracted foreign business investments. Recently, Microsoft, Pfizer,
ISIS Pharmaceuticals, Motorola, Genentech, and L ucas Films have made new investmentsin
operations in Singapore.™

In January 2010, the World Intellectual Property Organization (WIPO) of the United Nation
established an office in Singapore to handle some of WIPO'’s dispute resolution activities. The
Singapore officeis to administer and facilitate hearings in cases conducted under WIPO
arbitration rules and to provide training and advice on procedures such as arbitration, mediation
and expert determination. The Singapore Office of WIPO aims to cater to regional needs and to
make WIPQO'’s experience and expertise in intellectual property alternative dispute resolution
more accessible in the Asia-Pacific Region.™

Investments

The U.S.-Singapore FTA provides for national and most-favored nation treatment for foreign
investors. Investors have the right to make financial transfers freely and without delay. The FTA
also provides for disciplines on performance requirements, for international law standardsin the
case of expropriation, and for access to binding international arbitration. In 2006, Singapore was
the third largest destination for U.S. foreign direct investment in the Asia Pacific. U.S. direct
investment (cumulative position) in Singapore was $40.8 billion in 2001, $51.1 billion in 2003,
$81.9 billion in 2006, and $106.5 billion in 2008. By comparison, in 2008, it was $88.5 hillionin
Australia, $79.2 billion in Japan, $51.5 billion in Hong Kong, and $45.7 billion in China.*®

According to the U.S. Department of Commerce, in 2004 and 2005, one of the strongest increases
in the value added of overseas affiliates of U.S. multinational corporations was in manufacturing
operations in Singapore. The attractiveness of the country as a“ manufacturing base for the Asia-
Pacific region was heightened by the enactment of the United States-Singapore Free Trade
Agreement, which facilitates the shipment of inputs to production from the United States.” In
2005, U.S. affiliates in Singapore accounted for 15% of Singapore’s GDP, up from 13.2% in 2004
and second only to the sharein GDP of U.S. affiliates in Ireland (18.5%). In 2005, U.S. non-bank

%3 For details, see Economist Intelligence Unit. Singapore: Licensing and Intellectua Property. EIU ViewsWire, New
York, July 6, 2007.

4 Meetings with government officialsin Singapore, August 2007.

® The Bureau of National Affairs, Inc. , “WIPO to Set Up Office in Singapore,” International Trade Reporter, August
20, 2009.

18 U.S. Bureau of Economic Analysis. On ahistorical cost basis.
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affiliates in Singapore employed 123,600 persons, held assets of $150.7 billion, had sales of
$162.7 billion, and generated net income of $18.7 billion. This net income in Singapore exceed
that by U.S. non-bank affiliates in Japan ($15.0 billion), Australia ($13.0 billion), or China ($7.9
billion) for the same year."’

U.S. Imports from Singapore

Just as U.S. exports to Singapore have increased since the U.S.-Singapore FTA cameinto effect in
2004, so also have U.S. imports from Singapore. After the FTA, Imports rose by 22% from $15.1
billion in 2003 to $18.4 hillion in 2007 (not adjusted for inflation) but as the global financial
crisis curtailed international trade, imports from Singapore declined to $15.7 billion in 2008 and
$15.7 in 2009. Since the FTA, therefore, U.S. exports have increased considerably more than U.S.
imports.

By sector, the growth rates for imports vary considerably. Figure 5 shows the average annual
growth rates for the four years prior to and for the five years after the FTA was implemented for
the top 40 products (by 2-digit Harmonized System code) imported from Singapore. In 2009, the
value of these products ranged from a low of $3.9 million for nickel to $4,639.6 million for
machinery. Imports from Singapore are concentrated in the top six categories each with amounts
exceeding $1 billion. Together these six accounted for 91% of the total imports from Singaporein
2009.

Y Mataloni, Ray. Operations of U.S. Multinational Companiesin 2005. Survey of Current Business, November 2007.
pp. 48-49, 51, 58.
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Figure 5.Average Annual Growth Rates in Top 40 U.S. Imports from Singapore Pre-
and Post-FTA
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One of the concerns expressed during consideration of the FTA was that it would increase
significantly imports of textiles and appard from Singapore. This has not occurred. In 2009, there
were no imports of knitted or crocheted fabrics. Since 2003, imports of woven appare fell by
39% per year from $38 million to $3 million in 2009, and imports of knit appare likewisefell by
22% per year from $233 million to $68 million.

The most significant gains have been in U.S. imports of pharmaceuticals from Singapore. Imports
of such products jumped from $0.09 billion in 2003 to $3.0 billion in 2007, although they
declined to $2.0 hillion in 2009." Singapore s the ninth largest supplier of pharmaceuticals to the
United States, behind Belgium, Isradl, and Switzerland, but ahead of Italy, Japan, and India. The
vast majority (95%) of these imports ($1.9 billion) were cardiovascular medicaments (HS
3004909120).

Theincreasein imports of pharmaceuticals from Singapore cannot be attributed to areduction in
U.S. tariffs under the FTA. Pharmaceuticals already enter the United States duty free. Rather what

18 Data are from the U.S. Department of Commerce. Note that according to Singaporean trade data, in 2009, Singapore
exported atota of $4,685 million in pharmaceuticals of which $1,417 million went to Canada, $786 million to the
Netherlands, and $695 million to the United States.
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appearsto have occurred is the devel opment of Singapore asaregional center for multinational
pharmaceutical companies—both for manufacturing and for research and devel opment. Two
major factors have contributed to this. Thefirst is the strengthening of intellectual property
protection and new or revised laws in Singapore. The second is the development of a biomedical
industrial park (Tuas Medical Park) for pharmaceutical companies to locate production and other
facilities plus aresearch complex called Biopolis that houses biomedical research institutes,
councils, and related organizations.

Multinational companies have come to dominate the manufacture of pharmaceuticalsin
Singapore. These include Merck Sharp and Dohme, Aventis, GlaxoSmithKline, Pfizer, Schering-
Plough, Wyeth, and Eli Lilly." Singaporeis increasingly becoming a base for both regional and
global pharmaceutical production for a growing number of multinational companies. The
government goal is to have at least ten multinational pharmaceutical manufacturing facilities
operational in Singapore by 2010. Much of the production is for export, particularly to North
America and Europe. Exports from other Asian countries also flow into Singapore for re-export.
The country exports more pharmaceuticals than any other “Asian Tiger” economy (Hong Kong,
Taiwan, and South Korea).”

Beforethe FTA, asizable proportion of Singapore's pharmaceutical exports were transshipments
from other countries. While such re-exports continue to increase, exports of domestic production
now dominate. Figure 6 shows Singapore's global exports of pharmaceuticals and the rapid
increase in domestic exports relative to re-exports. From 2002 to 2006, the re-export share of all
pharmaceutical exports dropped from 60% to 11%.

% The Singapore Association of Pharmaceutical Industries lists 34 companies as members.
% Espicom Business Inteligence Ltd. The Pharmaceutical Market: Singapore. November 2006. (Report description).
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Figure 6. Singapore’s Exports of Pharmaceutical Products by Origin
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Balance of Trade by Sectors

In the modern globalized economy, much tradeis intra-industry. The old economic model of trade
in which each country specializes in certain products and exchanges them for othersin which it
has a comparative disadvantage only remotely resembl es trade between industrialized economies
populated by multinational enterprises. In many cases, the United States both imports and exports
products in the same sector. Some of this trade may occur within a manufacturer’s supply chain
that may straddle several countries. For example, an electronic product may be designed and
marketed in the United States, but final assembly may bein Singapore using components from
the United States as well as from other economies in theregion. The U.S. balance of tradein
goods with Singapore is shown in Figure 7 by two-digit Harmonized System codes.

The balance of trade by sectors also indicates how trade with Singapore may be affecting sectoral
employment in the United States. Thefirst observation is that the U.S. aerospace products,
mineral fuel and oil, and electrical machinery producers are doing well in Singapore. The U.S.
trade surplus in each exceeds $2.3 billion. The largest U.S. sectoral deficitsin trade arein organic
chemicals (-$2.7 billion) and pharmaceutical products (-$1.9 billion). Most other sectors are
experiencing either small surpluses or small deficits in bilateral trade—Iless than $1 billion. (The
sectors not shown in Figure 7 had balances with an absolute value of |ess than $60 million.)
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Figure 7. U.S.-Singapore Balance of Trade by Major Surplus and Deficit Sectors, 2009
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Note: Includes sectors with either a surplus or deficit greater than $50 million.

Labor Issues

In the U.S.-Singapore FTA, labor

obligations are part of the coretext of the trade agreement. Both

parties wereto reaffirm their obligations as members of the International Labor Organization, and
they areto strive to ensure that their domestic laws provide for labor standards consistent with
internationally recognized labor principles. The agreement also contains language that it is
inappropriate to weaken or reduce domestic labor protections to encourage trade or investment.
The agreement further requires parties to effectively enforce their own domestic labor laws. This
obligation is to be enforceable through the agreement’s dispute settlement procedures.

Singapore has ratified 24 ILO Conventions (20 in force), including five Core Conventions that
cover child labor (ratified in 2001); forced labor; collective bargaining, and equal remuneration
(ratified in 2002). The country ratified the Minimum Age Convention in November 2005 after the
FTA went into effect. Unless otherwise indicated, the other conventions were ratified in 1965.

(The United States hasratified 14

ILO Conventions[12 in force] including 2 [Forced Labor and

Child Labor] of the five Core Conventions.)*

2 International Labour Organization. See website at http://www.ilo.org.
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In 2009 Singapor€e's national labor force was made up of approximately 2.99 million workers of
which about 500,000 were unionized and represented by 68 unions. Almost all of the unions
(which represent virtually all of the union members) were affiliated with the National Trade
Union Congress (NTUC), an umbrella organization with a close relationship with the
government.

In a 2009 study of the U.S.-Singapore FTA, the Government Accountability Office concluded the
following:*

Singapore generally had strong protections for workers going into the FTA and has snce
improved them. As a high-income economy, Singapore provides good working conditions
and abroad range of social benefitsfor most of itsworkers, and U.S. officialsinvolvedinthe
negotiations said changes in Singapore’ s labor laws were not needed to conclude the FTA.
Thelnternationa Trade Union Confederation (ITUC) reportsthat there are someredrictions
on unionsin Singapore' slabor laws, but many of therestrictionsarenot appliedin practice.
U.S. FTA negotiatorswereinitially concerned by Singapore slack of aminimum wagelaw,
but these concerns were allayed by an understanding of Singapore’ s unique system for
determining wage increases through the annual recommendations of a National Wages
Council that is composed of government, trade union, and employer representatives. U.S.
embassy officialssaid Singaporehasmade changesin itslawsto improveworker protections
sincethe FTA took force. The embassy official s stated that, for example, aworkplace safety
and health act was enacted to provide safety protections to a broader range of workers.

State’s 2008 human rights report indicates that Singapore's Ministry of Manpower
effectively enforced its laws and regulations on working conditions, safety and health
standards, and child labor. (p. 37)

No U.S. activity or assistance on labor has been provided since the FTA went into effect,
accordingto ILAB (U.S. Bureau of International Labor Affairs) officials. Sngaporehashigh
labor standards and relatively few labor problems, as indicated in the FTA labor rights
report. U.S. officialstold usthat because Singapore’ s labor laws and enforcement systems
were good, they did not see a need for extensive cooperation and, furthermore, Singapore
had not requested it.... Despite the provisions in the labor cooperation annex and the
expectations of negotiators in both countries, neither U.S. nor Singapore government
officialswere aware of any technical cooperation activities concerning labor sincethe FTA
was implemented. However, Singaporean officials told us they were cooperating on labor
issues with other trade partners, such as the Trans-Pacific Strategic Economic Partnership
that also includes Chile, New Zealand, and Brunei Darussalam. (p. 44)

Environmental Issues

Inthe U.S.-Singapore FTA, both parties agreed to ensure that their domestic environmental laws
providefor high levels of environmental protection and that they are to strive to continue to
improve such laws. They are not to weaken or reduce domestic environmental protections to
encourage trade or investment. The agreement also requires that parties effectively enforce their
own domestic environmental laws. This obligation is to be enforceable through the agreement’s
dispute settlement procedures.

2 .S, Government Accountability Office, International Trade, Four Free Trade Agreements GAO Reviewed Have
Resulted in Commercial Benefits, but Challenges on Labor and Environment Remain, GAO-09-439, July 2009, p. 37.
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Since Singaporeis anisland (3.4 million population) the size of the Washington, DC, areainside
the Beltway, it has virtually no natural resources. Its environmental issues are characteristic of a
highly urbanized city. It has no problems associated with mining, forestry, or large-scale
agriculture. Singapore touts itself as the “ garden city of the East.” It is relatively clean, ordered,
and well-planned. Waste water is purified and recycled. The restricted space availablein the
country raises issues pertaining to industrial pollution (tightly regulated), urbanization, and the
protection of the few natural areas gill existing. Vehicular traffic is alleviated by charging special
tolls to travel into the inner city during rush hours and by levying taxes and other fees on new or
used cars.?®

Cargo Security

The closer economic links established under the FTA appear to have assisted in areas such as
cargo security. In December 2007, Singapore announced that it was to conduct a six-month trial
project under the Secure Freight Initiative. Under thisinitiative, 100% of U.S.-bound shipping
containers are to be scanned for nuclear or radiological materials before being loaded on ships.
Singapore s to be one of seven ports participating in the trial 2

The Ports Command in Singapore already had been cooperating with the United States in various
security initiatives. It now scans about 15% of the 24 million cargo containers that pass through
its ports, and it is able to scan an incoming container truck in less than one minute. In March
2003, Singapore was the first country to sign on to the U.S.-sponsored Cargo Security Initiative.

Other Effects

The U.S.-Singapore FTA also generated non-economic effects. At atime when many in Southeast
Asia perceivethat the United States is distracted by events in the Middle East and not paying
enough attention to Asia, the FTA provided some degree of reassurance of U.S. interest in the
region. It also created a bandwagon effect as Malaysia, Thailand, and South K orea soon followed
with negotiations of their own for an FTA with the United States. Singapore has supported the
U.S.-backed proposal to create a Free Trade Area of the Asia Pacific under the Asia Pacific
Economic Cooperation forum. It also has aggressively been concluding other FTASs that
eventually could form the basis for this proposed free trade area.

In addition, the closer economic ties under the U.S.-Singapore FTA contributed to more
diplomatic and military cooperation with Singapore. In July 2005, the United States and
Singapore signed a Strategic Framework Agreement that extended bilateral cooperation to
defense and security. Located in the midst of several secular Muslim nations, Singapore has been

3 Tan, Alan K.J. “Preiminary Assessment of Singapore' s Environmental Law.” United Nations Online Network in
Public Administration and Finance report. June 24, 2007.

2 U.S. Embassy, Singapore. Singapore Participatesin Six-month Trial Project to Scan Shipping Containers Bound for
the United States under Secure Freight Initiative. Press Release. December 17, 2007.

% U.S. Customs and Border Protection. Singapore to Scan U.S.-Bound Cargo as Part of Secure Freight Initiative. Press
Release, December 17, 2007. Maritime and Port Authority of Singapore. “A Port’s Role,” Presentation at the
International Association of Ports and Harbors Asia/Oceania Regional Meeting, February 1-2, 2007.
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active in cooperating with the United States in political and security cooperation in the global
counterterrorism campaign.

Singapore has been at the forefront of cooperating with neighboring countries and the United
States to enhance maritime security in nearby waters, especially in the Strait of Malaccawhere
terrorist threats and piracy have been problems. Singapore also has cooperated extensively to
ensure the security of cargo bound for the United States. Singapore also continues to welcome
port visits by the U.S. Navy and allows U.S. aircraft carriers to use the special pier at its naval
base built especially to accommodate such large ships.®

In 2007, when Buddhist-led demonstrations erupted in Burma, Singapore held the Chair of
ASEAN, the Association of Southeast Asian Nations, of which Burma/Myanmar is a member.
Despite the tradition of non-interference in domestic affairs of the member states, Singapore
supported investigation of the protests in Burma by the Special U.N. Envoy to Myanmar |brahim
Gambari. Singapore also continued its bilateral and multilateral intelligence and law enforcement
cooperation to investigate terrorist groups with a focus on Jemaah I1slamiya, a group that had
plotted to carry out attacks in Singapore in the past.?’

Author Contact Information

(name redacted)
Specialist in Industry and Trade
[redacted] @crs.loc.gov, 7-....

% Although, Singapore did send some 191 troops—mostly sailors on a ship—to Irag in 2003, it withdrew them in
March 2005 because the small size of Singapore' s Navy made the one ship critical in the rotation of duties a home.

%" U.S. Department of State, Office of the Coordinator for Counterterrorism. Country Reports on Terrorism, April 30,
2007.
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