A glimpse into the ASEAN-Hong Kong Free Trade Agreement

l. Introduction

1. After close to 4 years of negotiations,* the hugely anticipated ASEAN-Hong Kong Free
Trade Agreement (AHKFTA) has finally been set in stone.? Along with the
accompanying ASEAN-Hong Kong Investment Agreement (AHKIA), the two
agreements were signed on the sidelines of the 31 ASEAN summit in the Philippines.?

1. Historical background and the rationale for a separate FTA

2. While negotiations were initially envisioned to be completed within a year,* the
ASEAN-Hong Kong Free Trade Agreement (AHKFTA) has taken 10 rounds of
negotiations since the decision to pursue it was made in 2013.> The Terms of Reference
for the ASEAN-HKC Trade Negotiation Committee (AHKTNC) and the Scope and
Arrangements for the AHKFTA negotiations were endorsed at the Second ASEAN
Senior Economic Officials’ Meeting (SEOM)-HKC Consultations in 2014, with
negotiations officially beginning in July 2014.%
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3. While details are still not available,” the main AHKFTA Agreement was reported to

cover the following elements:8

a. Trade in Goods (TIG);

b. Rules of Origin (ROO); Customs Procedures and Trade Facilitation (CPTF);

C. Sanitary and Phytosanitary Measures (SPS);

d. Standards, Trade Regulations and Conformity Assessment Procedures

(STRACAP); Trade Remedies;
e. Trade in Services (TIS);
f. Economic and Technical Cooperation (ECOTECH) (to be implemented through
an ECOTECH Work Program);®
Intellectual Property Rights (IPR);
General Provisions and Exceptions;
I Institutional Provisions;
J. Consultations and Dispute Settlement; and

k. Final Provisions.

4. The impetus for an ASEAN-Hong Kong bilateral FTA can be said to lie in the
repercussions resulting from the ASEAN-China FTA signed in 2010,'° particularly for

Hong Kong’s economy. 1
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5. Like most FTAs, the ASEAN-China FTA “requires that goods claiming tariff
preferences under the agreement originate within the signatory member states and are
directly shipped from one member to the other.”*? In other words, for ASEAN member
countries to benefit from the incentives provided under the FTA, their exports must be

directly shipped to China, or vice versa.*®

6. Consequently, since Hong Kong is still regarded as a separate customs jurisdiction
under China’s “one country, two systems” principle, the ASEAN-China FTA will
inevitably exclude Hong Kong.'* With exports being able to move directly between
ASEAN nations and China with zero or reduced tariffs, this has eliminated the need for
many South-East Asian companies to rely on Hong Kong as a middleman for their
business to reach the mainland market.!®> The impact on Hong Kong was clear, with the
territory ceding its title as the world’s busiest container port and falling to fifth place in
2016.1¢

7. It may seem curious as to why Hong Kong is opting to go for a separate bilateral FTA
with ASEAN instead of negotiating to be a part of the ASEAN-China FTA. Indeed,
Hong Kong had attempted to do so, making multiple overtures to accede to the China-
ASEAN Free Trade Area (CAFTA) in 2014.17 However, these efforts had eventually
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proved futile due to various complications.'® This had therefore led to the start of the
separate AHKFTA discussions.®

1. Implications for the region

A. Singapore

8. It is well-known that Singapore and Hong Kong are extremely close competitors on the
international stage, and the impending AHKFTA may not spell the best for the city-

state.

9. As one commentator observed, the slow progress of the AHKFTA discussions was
allegedly due to Singapore’s opposition on one of the key issues of the FTA
discussions.?’ The issue was how parties were to achieve “service liberalisation”, where
each member nation’s service sector market are to be open to one other.?* Hong Kong
is a direct competitor with Singapore in many key aspects of the tertiary sector, such as
financial services, banking and shipping industry management. Thus, were ASEAN to
open up its service sector to Hong Kong companies, the benefits Singapore would gain

under the FTA would not outweigh its loss of an important competitive advantage.??

18 For example, Singapore has been said to tbe the main voice of objection towards the idea of Hong Kong
participating in the China-ASEAN Free Trade Area in the fear of losing its strategic position for trade and capital
in Asia.
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10.  This is especially so considering the benefits that the ASEAN-China FTA had brought
to Singapore, with corresponding detriment to Hong Kong. Since its inception, the
ASEAN-China FTA had played a major role in facilitating Singapore’s role as a trading
hub while conversely contributing to the demise of Hong Kong as a China-related
trading hub.?® Whereas Hong Kong’s cargo throughput suffered on the ASEAN-China
FTA’s implementation, Singapore maintained its second spot on the world stage for

cargo volumes.?*

11. Notwithstanding, views on the AHKFTA’s impact on Singapore remain varied. While
there are those who share the view espoused above, there are also others who prefer to
look at the AHKFTA in a more positive light. For one, it is posited that the AHKFTA
is “unlikely to immediately change the relative trade flows via Singapore or Hong
Kong”.% A key reason lies in Singapore’s ability to “retain its position as a home port
for major carrier alliances, which virtually guarantees [its] entrepot trade continuing for
the near future”.?® Such a view was also espoused by Singapore’s Minister for National
Development, Lawrence Wong, who said that "Singapore and Hong Kong are in

healthy competition with each other... But the competition is not a zero-sum game".?’

B. Other ASEAN countries

12.  Commentators have largely viewed the impending AHKFTA and AHKIA as beneficial
to the rest of the ASEAN countries.?
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13.  Achief consideration lies in Hong Kong being one of ASEAN’s largest trading partner
(Hong Kong was the sixth largest in 2016), and is viewed as “one of the world’s leading
trade powerhouses”. 2° With ASEAN working towards extensive infrastructure
development under the ASEAN Master Plan on Connectivity (MPAC) and China’s One
Belt One Road (OBOR) Initiative, signing the AHKFTA and AHKIA will be crucial
towards securing investment opportunities from Hong Kong.* This will then contribute
towards strengthening economic integration and development within the ASEAN

region.®

14. First, based on the commitments it had made under the General Agreement on Trade in
Services (GATS) at the World Trade Organization (WTQO), Hong Kong had offered
various improvements to a wide variety of sectors, including professional and
distributive services. 3 Notably for some subsectors, Hong Kong had also even
exceeded what it had offered in its other FTAs.*® As regards the AHKIA, a Side
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Agreement (initiated by Malaysia) will be established between four signatories, namely
Hong Kong, Brunei, Malaysia and Singapore, to extend the equal treatment protection
beyond citizens to include permanent residents as well.* All of these will have a part

to play towards a stronger and more unified region.

15. Secondly, Hong Kong can also be used as a gateway to tap deeper into China’s
market.®® As expressed by Philippines’ Secretary of Trade and Industry Ramon Lopez,
“Since China launched its ... open-door policy in 1978, Hong Kong has become the
premier gateway into and out of mainland China.” Of Hong Kong’s large number of
tourists, a majority (427 million out of 566 million in 2016) came from the mainland
alone.®® Further, the unique relationship between China and Hong Kong had made the
latter China’s second largest trading partner, with bilateral trade amounting to

US$304.6 billion in 2016.%

1) Myanmar

16. For Myanmar, the forthcoming agreement is viewed as a mechanism which can
potentially raise its international status and its economy. It is expected to help push the
relatively unknown Myanmar goods onto the world stage, and provide an essential
capital boost by serving as a gateway to China’s economy. 3 Predictions have also been

made that benefits flowing from the AHKFTA will first benefit the agriculture and

services; services provided by midwives, nurses, physiotherapists and para medical personnel; education services;
road transport services; and spa services).
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manufacturing sectors before branching out to the services sectors comprising of real

estate, infrastructure and finance.®®

(2) Malaysia and Thailand

17. Likewise, the AHKFTA has been said to be beneficial for both Malaysia and Thailand.
This lies in the fact that Hong Kong is one of the largest trading partner for both
countries. For Malaysia, Hong Kong was the ninth largest trading partner in 2016 with
total bilateral merchandise trade of USD 12.1 billion or 3.4% of Malaysia’s total trade.*°
Similarly for Thailand, Hong Kong was also its ninth biggest trading partner in 2016,*
and investments from Hong Kong was ranked as the seventh biggest, totalling Bt 8.6

billion.*2

(3) China

18. For China, the AHKFTA is seen as a step to achieve its national strategy of developing
a city cluster in the Guangdong-Hong Kong-Macau Greater Bay Area (GBA),* which
serves as a key portal in support of the OBOR initiative.** This follows previous
strategic steps by China to bolster this initiative, with the Closer Economic and
Partnership Arrangement with Hong Kong and Macau since 2003, as well as the
establishment of the ASEAN- China FTA in 2010.%
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19.  With the expected signing of the AHKFTA, a “10+1+1" free trade zone is on the
horizon. This will serve to open a new corridor for trade and investment flows between
ASEAN and the GBA.*

4) Hong Kong

20.  To Hong Kong, ASEAN is its second-largest trading partner and a top ten foreign

investment destination.

21.  According to official viewpoints, Hong Kong will stand to gain from both the AHKFTA
and AHKIA, "which will bring more and better access to the ASEAN markets, create
new business opportunities and further enhance trade and investment flows".*” This is
in light of “Hong Kong’s strengths in finance and professional services, such as law,
accounting and management [which] can help improve professional services in
ASEAN and become a base for the Chinese mainland enterprises which plan to explore
the ASEAN market”.%8

22.  On the contrary, a commentator has pointed that ASEAN-Hong Kong FTA belies a
greater motivation for Hong Kong to pursue it.*° In his opinion, Hong Kong will not
experience any significant trade benefits to its economy from an FTA that offers duty-
free treatment of ASEAN-origin items into it or Hong Kong-origin items into
ASEAN.% This is mainly due to the fact that Hong Kong already does not impose any
custom duties for ASEAN imports, and domestic exports (i.e. of Hong Kong origin)
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