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Prosper thyself in Asean?

COUNTRI ES do not choose companies. It is the conmpani es who deci de where to
i nvest and set up base, in one degree or another after studying the
conpar ati ve advant ages of conpeting countries' individual econom c and

i nvestnment policies. During good times, there would Iikely be sufficient
projects to go round neani ng prospective hosts do not really have to go
out of their way to attract investors. Wen the circunstances are
chal | engi ng, however, the former will find a greater need to differentiate
t hensel ves from each other, by sharpening their respective conparative
edge and introducing ever nore attractive incentives to vie for capital
And of late, in the face of accelerating liberalisation of trade and

i nvestment, and deregul ation and structural reforns, one instrument has
energed as the weapon of choice anpbng an increasing nunber of countries -
free trade agreenents (FTAs).

As a result, there has been a wave of new FTAs - for now nostly
bilateral, but which can easily turn regional and multilateral. Initiators
say these alliances are necessary in the face of the tw n-process of
i beralisation and gl obalisation. In the case of established free trade
areas, there are currently nore than 130 around the world. C ose to hone,
there is the Asean Free Trade Area or Afta, but the nother of them al
remai ns the European Conmon Market. The US has of course also forned the
North Anerican Free Trade Agreenent wi th Canada and Mexico, and then there
are South America's Mercusor, the @ulf Cooperation Council, and one anong
Andean countries. A Free Trade Area of the Anericas has been initiated as
well, which is ainmed at uniting North and South America into a Lord of the
Bl ocs.

The Worl d Trade Organi sation recognises the logic and functionality of
trade pacts, given their efficacy in facilitating cross-border trade and
investment. But its provisions still stipulate that the duties and ot her
regul ati ons of comerce for non-FTA nenbers in each of the constituent
territories should not be higher or nore restrictive than those existing
prior to the formation of the FTA; and that the duties and ot her
restrictive regulations are to be elimnated with respect to substantially
all the trade between the constituent territories in products originating
in such territories. This is to prevent abuse of the agreenents,
principally the threat of them becom ng nmere tools of protectioni smand
exclusivity. Wien managed well, FTAs can indeed create a nore conductive
busi ness environment and an expanded market for all, as synergies are
generated and duplication of efforts mnimsed. They al so pronote
structural reforns, not |east through the harnonisation of trading systens
and procedures, with a | ess devel oped partner getting a chance to learn
from the advanced one, for instance.

Bil ateral FTAs and those conprising a limted nunber of signatories are
naturally al so nuch easier and quicker to enter into, and they have the
added advantage of being nore flexible, conmpared to nmultilatera
agreenments which can take years to negotiate or renegotiate. But they are
al so possible threats to the integrity of established trading bl ocs,
especi al ly when a nmenber pursues its own agenda through a bilateral trade
pact in possible contravention of that of the grouping. For this reason
both Prinme Mnister Datuk Seri Dr Mahathir Mhanmad and I nternational Trade
and Industry Mnister Datuk Seri Rafidah Aziz have expressed reservations
about Singapore's pursuit of pacts separately with a nunber of non-Asean



countries, particularly when such partners can well use the republic as a
backdoor into the region's market. Singapore on the other hand argues that
its FTAs will not hurt Asean, but instead benefit the groupi ng because of
the extra potential for growh in overall trade. Then again it is
under st andabl e that Si ngapore should opt for this approach now. Its
econony is facing difficult tines as exports plunge. But there are
unfortunately al so signs that Thail and and the Philippines m ght be
foll owi ng Singapore's exanple, in which case it will be another step into
an era of prosper thyself in Asean.
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