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ABSTRACT

Service liberalisation is becoming the next agenda for mega free-trade agreements as
well as national policy. This paper compares the Hoekman Indices of the ASEAN
member states under the AFAS 9" package, China under the China (Shanghai) Pilot
Free Trade Zone (PFTZ), and Pacific-rim countries under the Trans-Pacific Partnership
(TPP). The analysis reveals that TPP is the highest-committed plurilateral trade
agreement. As for policy implications, it is essential for the ASEAN member states
(including Thailand) to promote further service liberalisation, as service liberalisation
will contribute to their development. From a spatial economic perspective, the country
should focus on attracting further inward investment with “Multiple equilibria”, i.e.,
with “China plus one” in view. Service liberalisation in various sectors such as
wholesale and retail will achieve higher economic growth. In particular, services related
to the manufacturing sector, such as logistics, finance, and professional services, should
contribute to reducing barriers in the agricultural manufacturing sectors and achieve
higher economic growth. In fact, China is active in service liberalisation through the
China (Shanghai) Pilot Free Trade Zone and its expansion across the whole country. The
comparison analysis in this paper reveals that ASEAN has been opening up its service
sector; however, it needs further service liberalisation (when compared with TPP),
which will achieve a positive economic impact in the region.
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1. Introduction

The services sector is indispensable to ASEAN’s further economic development.
Professional services (e.g., lawyers and architects) as well as more facility-oriented
services including transportation and information technology services contribute to
smoothing the agricultural and manufacturing activities. The impact of FTAs in ASEAN
on trade in general should therefore be measured quantitatively to the greatest extent
possible.
Table 1 shows the foreign value added share of gross exports to the world by country.
The ASEAN countries including Cambodia, Malaysia, Thailand, and Vietnam have
experienced larger roles of foreign value added as inputs for their exports. Importantly,
this trend is backed by the trade in services, which is the focus of this paper.

This paper is structured as follows. The next section introduces the Hoekman
Index method for measuring the degree of service trade liberalisation policy. Section 3,
applies the indexation method and compares the ASEAN, China, and Trans-Pacific
trade agreements incorporating liberalisation of the trade in services. Section 4, assesses
the impact of service trade liberalisation on the macro economy. Section 5, concludes

with some policy implications.
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Table 1. Foreign value added share of gross global exports
2. Unit: Percent

Country/Economy 1995 | 2000 2005 2008 2009 2010 2011

ASEAN countries

Brunei Darussalam 7.28| 5.37 4.65 3.77 5.26 4.52 4.27

Cambodia 12.73 | 36.99 42.21 42.02 35.03 37.38 36.82
Indonesia 12.57 | 17.37 16.56 14.62 11.08 11.08 11.97
Malaysia 30.5| 47.73 45.95 41.23 40.04 41.73 40.62
Philippines 30.06 | 33.05 38 31.93 27.05 27.72 23.58
Singapore 42.38 | 45.33 39.79 37.47 41.85 41.32 41.81
Thailand 24.29 | 31.92 36.84 39.25 34.58 36.57 38.99
Vietnam 21.31| 26.94 30.75 35.42 32.85 34.71 36.26
ASEAN average 22.64 | 30.59 31.84 30.71 28.47 29.38 29.29
Non-ASEAN

economies in the
Asia-Pacific region

Australia 12.11 | 15.91 12.18 13.75 13.08 12.98 14.1
Canada 24.15| 26.95 23.48 22.75 22.33 23.38 23.47
Chile 14.15 | 21.69 18.87 24.69 18.83 17.78 20.18
China (People's

Republic of) 33.38| 37.28 37.43 31.77 30.82 32 32.16
"Hong Kong,

China™ 21.69 | 15.66 17.58 21.98 19.2 20.14 20.41
Chinese Taipei 30.72 | 32.28 37.48 44.22 37.86 41.77 43.58
India 9.36 | 11.28 17.47 22.66 20.97 22.31 24.1
Japan 5.63 7.4 11.12 15.77 11.2 12.73 14.68
Korea 22.33| 29.77 33.02 41.76 37.53 39.24 41.7
Mexico 27.34 | 34.39 33.03 32.75 33.55 34.47 31.71
New Zealand 16.85 | 22.22 15.61 18.67 15.21 16.07 16.66
Russia 13.26 | 18.31 12.78 13.89 12.7 13.1 13.72
United States 11.46 | 12.58 13.05 15.62 11.6 13.44 15.03
Non-ASEAN

18.65| 21.98 21.78 24.64 21.91 23.03 23.96
average

Source: OECD data on Trade in Value Added (https://stats.oecd.org/).
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2. Overview of the Hoekman Index method

Measurement of the degree of service trade liberalisation, albeit important, naturally
faces a methodological difficulty (hence the paucity of literature to empirically address
indexation methods). While the subjective way of evaluating service trade
restrictiveness facing the business sectors is a useful method in that it attempts to
capture the actual trade barriers, it also seems to face some difficulty, especially in terms
of constructing non-biased and comparable indices.

Hoekman (1995) proposes an objective indexation method for measuring the
GATS-style degree of commitment by the service sector. This remains one of the few
indexation methods that are objective. This method assigns values to each of 8 cells (4
modes and 2 aspects--market access (MA) or National Treatment (NT)--), as follows:
N=1, L=0.5, U=0; it then calculates the average value by the service sector and by
country. Using this database the “Hoekman Index” is calculated for each of the 155
sub-sectors. Then, the simple average at the level of the 55 sectors is calculated. Tables
2-11 show the result of the calculation for AFAS (ASEAN Framework Agreement on
Services) and ASEAN+1 FTAs. Table 2, shows the Hoekman Index for AFAS (the 9™
package signed in November 2015). It should be noted that Financial services and Mode
4 (supply of services through international movement of natural persons) are not
covered.

While the results of Hoekman Index calculation can be obtained rather easily
due to its simple method; mode-by-mode calculation is also possible. One thing to note
is that the calculated Hoekman Index values measure the bound level of restrictiveness

only, not the actual service sector restrictiveness. Also, the index does not take into
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account the possibility that the incidence of “Unbound” can be due to mere technical
infeasibility: for instance, a surgical operation as part of a medical service cannot be
provided through Mode 1 (a cross-border transaction using an IT network for example)
simply because of technical infeasibility. This being said, the result nevertheless

indicates the degree of service trade liberalisation.

With these facts as a necessary background, this paper applies the Hoekman
Index calculation method to compare the agreements involving ASEAN, China, and the

Trans-Pacific Partnership (TPP) negotiating members.

3.Hoekman Index evaluation of trade agreements

3-1. ASEAN Framework Agreement on Services (AFAS)

Tables 2-11, show the average Hoekman Index value by mode for each of the ASEAN
member states under AFAS (the 9™ package signed in November 2015). As shown in
these tables, the ASEAN members are actively engaged in step-by-step service trade
liberalisation.

Table 2. Average Hoekman Index by mode for Brunei under AFAS (the 9%
package)

Mode 1 Mode 2 Mode 3

1. Business
services 0.61 0.62 0.49
2.

Communicati 0.38 0.38 0.32
on services
3. Construction
and related = 0.00 0.60 0.15
engineering services
4. ' Distribution 0.20 0.20 0.10
services
5. ‘ Educational 1.00 1.00 050
services
6.

Environmenta 0.50 0.50 0.38
1 services
7. Financial Not Not Not
services applicable applicable applicable
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8. Health related
and social services

0.00 0.00 0.00

9. Tourism and
travel related services 0.00 0.00 0.00

10. Recreational,
cultural, and sporting 0.00 0.00 0.00
services

11. ' Transport 0.40 0.40 0.29
services

Average 0.31 0.37 0.22

Mode 1-Mode 3 0.30
average

Source: Calculation based on the AFAS (the 9™ package) commitment table.

Table 3. Average Hoekman Index by mode for Cambodia under AFAS (the 9t

package)
Service sector Mode 1 Mode 2 Mode 3
1. Business
services 0.30 0.30 0.30
2.

Communicati 0.37 0.37 0.35
on services
3. Construction
and related 0.00 1.00 1.00
engineering services
4. ' Distribution 0.80 0.80 0.80
services
5. ‘ Educational 0.60 0.60 0.60
services
6.

Environmenta 1.00 1.00 1.00
I services
7.rVi Financial Not Not Not
setvices applicable applicable applicable
8. ' Health related 0.00 0.00 0.00
and social services
9. Tourism and
travel related services 0.50 0.50 0.44
10. Recreational, 0.20 0.20 0.20
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cultural and sporting
services

1.~ Transport 0.52 0.52 0.52
Services

Average 0.43 0.53 0.52

Mode 1-Mode 3 0.49
average

Source: Calculation based on the AFAS (the 9" package) commitment table.

Table 4. Average Hoekman Index by mode for Indonesia under AFAS (the 9t

package)
Service sector Mode 1 Mode 2 Mode 3
1. Business
services 0.35 0.37 0.21
2.

Communicati 0.13 0.13 0.10
on services
3. Construction
and related =~ 0.00 0.80 0.40
engineering services
4. ‘ Distribution 0.20 0.20 0.10
services
5. ‘ Educational 0.60 0.60 0.30
services
6.

Environmenta 0.50 0.50 0.25
I services
Zérvices Financial Not Not Not

applicable applicable applicable

8. ' Health related 0.00 0.00 0.00
and social services
9. Tourism and
travel related services 0.00 0.00 0.00
10. Recreational,
cultural and sporting 0.00 0.00 0.00
services
1. Transport 0.26 0.29 0.14
services
Average 0.20 0.29 0.15
Mode 1-Mode 3 0.21
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average | |
Source: Calculation based on the AFAS (the 9" package) commitment table.

Table 5. Average Hoekman Index by mode for the Lao PDR under AFAS (the 9*"
package)
Service sector Mode 1 Mode 2 Mode 3

1. Business
services 0.58 0.58 0.53

2.
Communicati 0.35 0.35 0.33

on services

3. Construction

and related

engineering services

0.50 0.50 0.50

4. Distribution
services

5. Educational
services

6.

0.20 0.20 0.05

0.50 0.50 0.20

Environmenta 0.50 0.50 0.50
1 services
7. Financial
services

Not Not Not
applicable applicable applicable

8. Health related
and social services

9. Tourism and
travel related services 0.25 0.25 0.13

0.00 0.00 0.00

10. Recreational,
cultural and sporting 0.00 0.00 0.00
services

11. ' Transport 0.29 0.29 0.21
services

Average 0.32 0.32 0.25
Mode 1-Mode 3 0.30
average

Source: Calculation based on the AFAS (the 9™ package) commitment table.

Table 6. Average Hoekman Index by mode for Malaysia under AFAS (the 9"
package)
| Service sector | Mode 1 | Mode 2 | Mode 3 |
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1. Business

services 0.64 0.64 0.49
2.

Communicati 0.45 0.45 0.31
on services
3. Construction
and related 0.00 0.80 0.60
engineering services
4, ' Distribution 0.80 0.80 0.40
services
5. Educational 0.10 0.50 0.40
services
6.

Environmenta 0.50 0.50 0.38
| services
Zérvices Financial Not Not Not

applicable applicable applicable

8. ' Health related 0.00 0.00 0.00
and social services
9. Tourism and
travel related services 0.75 0.75 0.38
10. Recreational,
cultural and sporting 0.00 0.20 0.15
services
1.~ Transport 0.15 0.17 0.12
services
Average 0.34 0.48 0.32
Mode 1-Mode 3 0.38
average

Source: Calculation based on the AFAS (the 9™ package) commitment table.

Table 7. Average Hoekman Index by mode for Myanmar under AFAS (the 9"

package)
Service sector Mode 1 Mode 2 Mode 3
1. Business
services 0.40 0.41 0.24
2.
Communicati 0.70 0.70 0.46

on services
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3. Construction
and related

: ) ) 1.00 1.00 0.50
engineering services
4. . Distribution 0.40 0.40 0.20
services
5. Educational 1.00 1.00 1.00
services
6.
Environmenta 1.00 1.00 0.63
I services
7. ' Financial Not Not Not
services . . )
applicable applicable applicable
8. ' Health related 075 0.75 063
and social services
9. Tourism and
travel related services 0.50 0.50 0.44
10. Recreational,
cultural and sporting 0.60 0.80 0.50
services
1.~ Transport 0.15 0.15 0.15
services
Average 0.65 0.67 0.48
Mode 1-Mode 3 0.60
average

Source: Calculation based on the AFAS (the 9™ package) commitment table.

Table 8. Average Hoekman Index by mode for the Philippines under AFAS (9

package)

Service sector

Mode 1

Mode 2

Mode 3

1. Business
services

0.35

0.43

0.35

2.
Communicati
on services

0.19

0.17

0.11

3. Construction
and related
engineering services

0.00

1.00

0.50

4. Distribution
services

0.60

1.00

0.70
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5. Educational

) 0.00 0.60 0.30
services
6.
Environmenta 0.50 1.00 0.75
1 services
7. . Financial Not Not Not
services . . )
applicable applicable applicable
8.~ Healthrelated 0.00 0.75 0.56
and social services
9. Tourism and
travel related services 0.75 0.75 0.63
10. Recreational,
cultural and sporting 0.40 0.60 0.45
services
1.~ Transport 0.06 0.43 0.34
services
Average 0.29 0.67 0.47
Mode 1-Mode 3 0.48
average

Source: Calculation based on the AFAS (the 9" package) commitment table.

Table 9. Average Hoekman Index by mode for Singapore under AFAS (the 9%

package)

Service sector

Mode 1

Mode 2

Mode 3

1. Business
services

0.74

0.77

0.75

2.
Communicati
on services

0.39

0.39

0.41

3. Construction
and related
engineering services

1.00

1.00

1.00

4. Distribution
services

0.60

0.60

0.60

5. Educational
services

1.00

1.00

1.00

6.
Environmenta
I services

0.00

0.25

0.25

7. Financial

Not

Not

Not
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services applicable applicable applicable
8.  Healthrelated 0.00 0.19 0.19
and social services

9. Tourism and

travel related services 1.00 1.00 1.00
10. Recreational,

cultural and sporting 0.60 0.60 0.60
services

1.~ Transport 0.02 0.04 0.02
services

Average 0.54 0.58 0.58
Mode 1-Mode 3 0.57

average

Source: Calculation based on the AFAS (the 9™ package) commitment table.

Table 10. Average Hoekman Index by mode for Thailand under AFAS (the 9%

package)
Service sector Mode 1 Mode 2 Mode 3
1. Business
services 0.61 0.70 0.52
2.

Communicati 0.41 0.44 0.33
on services
3. Construction
and related 0.00 1.00 0.75
engineering services
4. ‘ Distribution 0.80 0.80 0.60
services
5. ' Educational 1.00 1.00 0.60
services
6.

Environmenta 0.00 0.75 0.56
I services
7. ' Financial Not Not Not
services applicable applicable applicable
8. ‘ Health related 1.00 1.00 0.69
and social services
9. Tourism and 0.50 0.75 0.56
travel related services
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10. Recreational,
cultural and sporting 0.40 1.00 0.75
services

1.~ Transport 0.24 0.34 0.24
SEervices

Average 0.50 0.78 0.56

Mode 1-Mode 3 0.61
average

Source: Calculation based on the AFAS (the 9" package) commitment table.

Table 11. Average Hoekman Index by mode for Vietnam under AFAS (the 9%

package)
Service sector Mode 1 Mode 2 Mode 3
1. Business
services 0.53 0.53 0.41
2.

Communicatio 0.34 0.43 0.40
n services
3. Construction
and 'related engineering 0.00 1.00 050
services
4. ‘ Distribution 050 0.80 055
services
5. ‘ Educational 0.60 1.00 0.60
services
6. ' Environmental 0.63 1.00 081
services
Zérvices Financial Not Not Not

applicable applicable applicable

8. ‘ Health related 0.75 0.75 050
and social services
9. Tourism and
travel related services 0.75 0.75 0.44
10. Recreational,
cultural and sporting 0.00 0.40 0.30
services
1.~ Transport 0.24 0.26 0.19
services
Average 0.43 0.69 0.47
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Mode 1-Mode 3
average

0.53

Source: Calculation based on the AFAS (9" package) commitment table.

3-2. Liberalisation of trade in services in China’s Pilot Free Trade Zone (PFTZ)

This section calculates how much deregulation of trade in services is accomplished in
China’s Pilot Free Trade Zone (PFTZ compared with other Free Trade Agreements by
China and its trading partners. With the recent growth of the service economy,
liberalisation of service trade is becoming one of the main policy issues in China. The
China (Shanghai) Pilot Free Trade Zone (PFTZ) has been implemented by the
government as a deregulation measure of trade. The PFTZ is different from other policy
frameworks concerning the deregulation of trade, such as, special economic zones or
industrial parks. “Pilot” means China is planning to introduce the system to other areas
after the test. Thus, analysing the recent study of the PFTZ is an important policy issue
for both Japan and China, as Japan is the country doing the investment and China is
accepting it. Though the name of “trade” is included as the name of this area, the PFTZ
is mainly promoting investment, such as establishing companies by drawing investment
from national and foreign capital. Indeed, the range of deregulation in the PFTZ covers
manufacturing and services; it is, however, mainly subject to services. Liberalisation of
trade in the PFTZ is shown based on the original national standard of industrial
classification. The bilateral investment treaty between China and the U.S is now subject
to negotiation and the same original standard is used in the negotiation.

In the PFTZ, China opens the market for national and foreign investment for
various industries, including agriculture and manufacturing, although mainly for

services. In Shanghai, Tianjin, Guangdong, and Fujian, the same reservation list applies
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to the standard for liberalisation. Specifically, prohibition and regulation are indicated in
the reservation list. In the case of no indication, the items are regarded as liberalised
because the list is negative. The three types are subject to China’s policy making. The
Catalogue of Industries for Guiding Foreign Investment is one of the legal standards of
the negative list in the PFTZ. The PFTZ was issued as the “Special Management for the
Entry of Foreign Investment in the PFTZ” (Negative list, revised in 2014) based on
“The Framework Plan for the PFTZ”, “Measures to spread the range of deregulation in
the PFTZ” and the “Catalogue for the Guidance of Foreign Investment Industries”,
which were approved by the State Council of the People’s Republic of China.
Liberalisation of service-related investment in the PFTZ translates into Mode 3
of the trade in services, i.e., the offer of service through establishment of commercial
bases as far as the service trade is concerned. Therefore, the principal comparison of the
PFTZ with free trade agreements in China are possible. This allows us to consider how
much deregulation of the service trade is carried out in the PFTZ. Before making
international comparisons, it is necessary to classify the service sectors as the WTO has
defined. Then the Hoekman Index is calculated. This index calculates the average score
of each sector by giving 1 point when the sector is completely free, 0.5 point when the
sector has some regulation, and 0 point when the sector has no potential for deregulation
(Hoekman, 1995). Although the way of calculating Hoekman Index is rather crude by
nature, since the index is given with discrete numbers, it is expected that the law of
large numbers in statistics works, that is to say, the more samples collected, the higher
the degree of confidence that can be obtained when the degree of liberalisation is
calculated on an aggregate level. In addition, collecting more samples reduces any

mismatches, which inevitably happen when changing classifications to apply the
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WTO’s standard.

As a reference of comparison, three free trade agreements have been selected,

i.e., the Closer Economic Partnership Agreement (CEPA) made between China and

Hong Kong under the idea of one country and two systems, the ASEAN-China Free

Trade Area (ACFTA), which was made between China and ASEAN in January 2010,

and the Economic Cooperation Framework Agreement (ECFA), which was made

between China and Taiwan in June 2010. These free trade agreements adopt positive

lists. In other words, only liberalised sectors are included in the lists. On the other hand,

the PFTZ adopts a negative list in which the reserved sectors are included.

The data in Table 12 shows the result of calculating the Hoekman Index. The

Hoekman Index for the PFTZ shows the highest score overall, partly because the PFTZ

adopts the negative list. Below are some observations by service sector.

Table 12. China’s Hoekman Index under the PFTZ and other FTAs (Mode 3 only)

ACFTA | CEPA ECFA
Service sector PFTZ g%ﬁﬁﬁge \é(;’\r/]';h \g'ht ir;1ese
ASEAN | Kong Taipei
1. Business services 0.90 0.39 0.13 0.04
2. Communication services 0.64 0.34 0.35 0.00
3. Construction and related engineering
. 1.00 0.75 0.50 0.00
services
4 Distribution services 0.78 0.65 0.40 0.00
5 Educational services 0.33 0.25 0.00 0.00
6 Environmental services 0.63 0.75 0.00 0.00
7. Financial services 0.48 0.41 0.29 0.29
8 Health related and social services 0.38 0.00 0.00 0.13
9 Tourism and travel related services 0.71 0.38 0.25 0.00
10. Recreational, cultural, and sporting 0.64 0.35 0.00 0.00
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services

11. Transport services

0.76

0.24

0.21

0.00

Average

0.66

0.41

0.19

0.04

Source: Author’s calculations are based on the agreement texts for service liberalisation.

01. Business Services
The Hoekman Index is 0.90, which is the second highest score among the 11 sectors.
As the business services are closely related to how highly the industries have

developed, many regulations have been removed.!

02. Communication Services

The Hoekman Index is 0.64, which is the sixth highest score among these sectors.

03. Construction and Related Engineering Services
The Hoekman Index is 1.0, which is the highest score. This result indicates that there is
no regulation in this sector. Deregulation in construction services is an important base

for physical infrastructure, hence the high degree of liberalisation.

04. Distribution Services
The Hoekman Index is 0.78, which is the third highest score. Distribution services
form logistical networks. Removing regulations in this sector results in generating a

large amount of positive effects for other industries.

05. Education Services
The Hoekman Index is 0.33, which is the lowest score. Education services are
domestic demand-based sectors and deeply related to domestic politics. Therefore, the

departments are not widely open.

06. Environmental Services

The Hoekman Index is 0.63, which is the eighth highest score. The fact that
environmental issues have been much talked about in China due to its economic
growth, makes it important to remove regulations to some extent in order to make use
of new environmental services, though such services are a domestic demand-based

sector.

' As for legal services, for instance, both partnership agreements and the company
method are admitted in China and the former is the ordinary one.
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07. Financial Services
The Hoekman Index is 0.48, which is rather low. Financial services are not only parts
of services, but also the main sector managing China’s macro economy. Thus, the

sector is not widely open.

08. Health related and Social Services
The Hoekman Index is 0.38, which is rather low. Health services are a domestic
demand-based sector that does not require large-scale infrastructure. For the factor of

domestic employment, it may be inappropriate to remove the regulations.

09. Tourism and Travel Related Services
The Hoekman Index is 0.71, which is the fifth highest score. Tourism services make
use of local human resources. They also affect the movement of people from overseas

countries. For these reasons it seems the sector is open to some extent.

10. Entertainment, Culture, and Sports Services
The Hoekman Index is 0.64 which is the seventh highest score. These sectors tend to
make good use of locally available human resources. Therefore, they are not widely

open.

11. Transport Services
The Hoekman Index is 0.76, which is the fourth highest score. Transport services are

important network industries that ensure connectivity. Hence, they are widely open.

Thus, each sector shows a rather higher score for the degree of liberalisation.
However, even though the open-door policy for investment is a highly-liberalised
system and legally provided, when companies decide to invest, transparency and
clearness are needed. Thus, how to comply with these two standards is an important
policy issue. From an economic point of view, it is better to apply a transparent measure
to reduce transaction costs caused by a complicated legal system.

In the General Agreement on Trade in Services (GATS), implemented by the
WTO, the degree of service trade liberalisation is low. Therefore, the PFTZ as the
original domestic policy China implemented has an international meaning. Take one for
example. The Trans-Pacific Strategic Economic Partnership Agreement (TPP) has

spread and advanced around the Pacific Rim, although China has not joined in its
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negotiation. In such a situation, the government recognises that it is important to carry
out the original format of liberalisation of the service trade for the purpose of advancing
domestic industrial accumulation. With the PFTZ, China can expect that the number of
companies coming from overseas to Shanghai and the other areas will increase. The
PFTZ is also effective as an alternative measure to join other Free Trade Agreements
covering wide areas.

However, the current classification standard does not necessarily correspond
with the classification of services defined by the WTO which can be compared
internationally.? The demand to adopt this classification standard has not appeared in
the conference on the bilateral investment treaty which China and the U.S are currently
negotiating. Nevertheless, the classification standard should be adjusted to CPC as
defined by the WTO. Enhancing transparency is a future important issue to implement
the policy of liberalisation of the service trade in the PFTZ. In particular, it is necessary
not only to ask for a report after the establishment of commercial bases, but also to carry
out a positive provision of information about the investment environment.

The content of deregulation in the PFTZ applies to the liberalisation of
investment, Mode 3 (provision of services by establishing commercial bases) in the Free
Trade Agreement. Thus, from now on, comparing the content with other Free Trade
Agreements results in creating strong relationships between China and the other
countries or regions covered by such Free Trade Agreements. It is also expected that the
Chinese economy will develop stronger relationships with other areas. Harmonising the
degree of liberalisation under the PFTZ and other ASEAN+1 type Free Trade
Agreements which China has negotiated with ASEAN would result in decreasing
unnecessary trade-related transactions costs. There are some Free Trade Agreements
covering wide areas in east Asia that enhance the linkage among manufacturing and
services inside these areas. It is important for China to implement an internationally
cooperative trade policy concerning the PFTZ, which is to be further liberalised in a

step-wise manner.

3-3. Liberalisation of trade in services under the Trans-Pacific Partnership
(TPP)

The Trans-Pacific Partnership (TPP) stipulates liberalisation of the services trade.

Although the US (under the Trump administration) has expressed its intention to

withdraw from the forum, there is still hope that this much-negotiated framework can be

2 The document on the classification of services defined by the WTO is
MTN.GNS/W/120 (available by Internet search).
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applied in a modified manner. In contrast with the GATS-style commitment, TPP
applies the negative list approach. Although it is difficult to read from the text “How
much is newly liberalised”, it still merits the Hoekman Index calculation for comparison.
Table 13, shows the Hoekman Index calculation results for Brunei, Malaysia, Singapore,
Vietnam, the US, and Japan under the Trans-Pacific Partnership (TPP). As shown, the

index values are rather high under TPP, reflecting its ambitious negative-listing format.
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Table 13. Hoekman Index for the ASEAN member states, the US, and Japan under
TPP (Mode 3 only)

Sector Brunei | Malaysia | Singapore | Vietham | US Japan

1.~ Business 0.73| 083 082| o0s8| o073| 991

SErvices

2. 0.77
Communicati 0.52 0.50 0.65 0.52 0.58

on services

3. Construction 1.00

and related 0.50 0.50 1.00 1.00 1.00

engineering services

4. Distribution 100 010 070| o0s0| o70| 100

SETrVviICES

5. Educational 050|  0.00 030| o050| 020]| 9%

SETrVviICES

6. 1.00
Environmenta 0.50 0.00 0.50 0.75 1.00

| services

7.~ Fmancial 0.00|  0.00 0.47 047| 0a7| 0%

SETrVviICES

8. Healthrelated 0.50 0.00 0.00 0.00| 000| %7

and social services

9. Tourism and 0.63 0.75 0.38 050| 03| 90

travel related services

10. Recreational, 1.00

cultural, and sporting 0.80 0.40 0.80 0.30| 0.80

services

1. Transport 0.63| 047 053  040| o04o0| 9%

SETrVviICES

Average 0.57 0.32 0.56 0.50| 0.57| 0.92

Source: Calculated from the negative list table by the countries listed in the TPP.

4. Assessment on the impact of service trade liberalisation on the macro economy
As for policy implications, it is essential for the ASEAN member states (including

Thailand) to promote further service liberalisation, since service liberalisation will
contribute to development. From a spatial economic perspective, the country should
focus on attracting further inward investment with “multiple equilibria”, i.e., the “China
plus one” in perspective.

Another important point is that service firms in general provide an important
“support function” for other business sectors. A narrowly defined “benefit”, most

notably the surplus/deficit of the service trade account, might not be the top priority,
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since even a service trade-deficit could usher in manufacturing investment, thereby
more than offsetting the negative figure in the service trade account. Policymakers in
the ASEAN countries should clearly bear this in mind in policy formulation of service
trade liberalisation for ASEAN-related FTAs.

The last point concerns the impact of service trade liberalisation on the macro
economy.

Table 14, provides the estimate of tariff equivalents for five service sectors in
six ASEAN countries. These rates are used in the model discussed below. Protection is
estimated to be nil for electricity, gas, and water, and higher in other private services
(including financial services) for all countries except Singapore, and high in trade and
transport in the Philippines and Thailand. Thus, liberalisation of the trade in services in
the AEC is expected to have a significant effect on the services trade and on other

linkages that depend on service inputs.

Table 14. Tariff Equivalent of Service Sector Restrictiveness (percent)

Indonesia | Malaysia | Philippines | Singapore | Thailand | Vietnam

Construction 6.0 4.0 15.0 - 13.5 6.0
Trade and 12.0 4.5 17.0 2.5 17.0 7.5
Transport

Other Private 21.5 3.5 17.5 3.0 17.0 9.5
Services

Government 10.5 5.5 10.5 5.5 13.0 10.5
Services

Source: Petri, Plummer and Zhai (2010), Table 6.

Table 15, shows the result of the CGE-based simulation analysis by Petri,
Plummer and Zhai (2010). Overall, ASEAN-centred FTAs are expected to significantly
benefit ASEAN on the whole, with the scenario of AEC++ achieving the best outcome.
As is also shown, all the ASEAN members stand to benefit from the ASEAN-centred
FTAs under proposal. On the other hand, ASEAN’s partners (except Japan) might lose

their benefits, depending on the scenario.
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Table 15. Welfare Gains (as % of GDP) Relative to the 2015 Baseline Year

AFTA AFTA+ AEC AEC+ AEC++
ASEAN 0.8 2.9 5.3 8.9 11.6
Brunei 2.6 5.4 7.0 9.3 10.6
Cambodia 2.7 5.4 6.3 7.2 12.3
Indonesia 0.2 1.4 6.2 8.2 9.7
Laos 0.6 2.5 3.6 3.8 4.6
Myanmar 0.3 1.2 4.4 4.8 9.3
Malaysia 1.4 1.5 3.0 11.2 14.7
Philippines 0.6 1.6 3.2 3.2 4.3
Singapore 1.6 9.0 9.7 11.6 12.2
Thailand 0.6 3.9 4.9 7.8 10.4
Vietnam 1.1 1.8 2.8 16.0 39.8
Partners - - - - -
China 0.0 -0.1 -0.2 -0.1 -0.3
Japan 0.0 0.0 0.0 0.2 0.1
Korea 0.0 -0.1 -0.3 1.1 0.9
India 0.1 0.0 -0.1 1.7 1.6
Australia 0.0 0.0 0.0 0.0 0.0
New Zealand 0.0 -0.1 -0.1 0.0 -0.1
USA 0.0 0.0 0.0 0.0 0.0
Europe 0.0 0.0 0.0 0.0 0.0
World 0.0 0.0 0.1 0.3 0.3

Source: Petri, Plummer and Zhai (2010), Table 9 (modified).

Kawasaki (2011) makes a similar CGE-based analysis, and Table 16, shows the
impact of some regional trade liberalisation (FTAs) covered in the work. As mentioned
in the work these results are based solely on the impact of tariff elimination, and “other
factors, i.e., the impact of non-tariff barriers in the areas of service trade and
investments and non-economic effects, such as strengthening of the diplomatic ties with
partner countries, and so forth, are not covered”. In the absence of reliable measures on
non-tariff barriers, CGE models tend to omit the impact arising from service trade
liberalisation, thus posing a significant limitation. The work by Petri, Plummer and Zhai
(2010) referred to above, therefore seems to be an important step forward, yet the

methodology for calculating the tariff equivalent data (shown in Table 14) remains

76




rather implicit.

However, there is evidence that the FTAs in ASEAN promote trade in services,
as the computable general equilibrium (CGE) analyses suggest. The tariff equivalents in
the service sector restrictiveness range from single digit to some 20% according to some
work (e.g., Petri, Plummer and Zhai, 2010, as above). The growth of the service trade
volume is implicit in the CGE’s modeling, hence a need for more elaborate, preferably

survey-based analyses incorporating liberalisation of the trade in services.

Table 16. Impact of regional trade liberalisation on real GDP (percent)

World | FTAAP | ASEAN+6 | ASEAN+3 | China-Japa TPP
n-Korea

Indonesia 4.71 3.64 3.69 3.00 -0.32 -0.36
Malaysia 12.34 943 8.27 7.53 -0.52 4.57
Philippines 6.00 6.07 4.60 4.42 -0.75 -0.39
Singapore 3.53 2.42 3.15 2.71 -0.42 0.97
Thailand 26.35 20.24 17.03 16.31 -1.19 -0.89
Vietnam 37.50 34.75 23.42 23.13 -0.50 12.81
CLM 12.95 -1.78 9.21 9.04 -0.23 -0.35
China 7.35 5.83 3.43 3.16 2.27 -0.30
Hong Kong, 3.19 2.65 -0.24 -0.10 -0.30 -0.33
China

Japan 1.25 1.36 1.10 1.04 0.74 0.54
Taiwan 7.51 6.44 -1.88 -1.73 -1.18 -0.33
Korea 8.68 7.10 6.34 5.94 4.53 -0.33
India 8.39 -0.91 2.99 -0.29 -0.16 -0.22
Australia 2.46 2.08 2.44 -0.04 -0.11 1.16
New Zealand 4.86 3.80 2.29 -0.19 -0.24 2.15
UsS 0.35 0.26 -0.07 -0.03 -0.05 0.09
Canada 0.71 0.71 -0.02 0.03 -0.02 -0.24
Mexico 4.46 3.03 -0.10 -0.07 -0.08 -0.42
Chile 1.57 1.35 -0.13 -0.02 -0.13 0.40
Peru 1.88 0.94 -0.06 -0.02 -0.04 0.64
Russia 5.45 1.50 -0.05 0.06 -0.08 -0.17
EU 0.87 -0.31 -0.12 -0.05 -0.09 -0.14
Switzerland 2.30 -0.10 -0.09 0.01 -0.04 -0.08

Notes: CLM means Cambodia, Laos, and Myanmar (treated as a combined region);
FTAAP means the proposed Free Trade Area of the Asia-Pacific (among all the 21
APEC member economies); TPP stands for the Trans-Pacific Partnership under
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negotiation by the following countries: Australia, Brunei, Chile, Malaysia, New Zealand,
Peru, Singapore, the United States, and Vietnam (Japan is a likely future member
included in the analysis; Canada and Mexico, although having joined the TPP in
October 2012, are not included in this analysis, which was prepared before their
participation).

Source: Kawasaki (2011).

5. Policy implications for service trade liberalisation

Service liberalisation in various sectors, such as wholesale and retail, brings
higher economic growth. In particular, services related to the manufacturing sector, such
as logistics, financial, and professional services, should contribute to reducing barriers
in the agricultural manufacturing sector and achieve higher economic growth. In fact,
China is active in service liberalisation through the China (Shanghai) Pilot Free Trade
Zone and its expansion across the whole country. The comparison analysis in this paper
reveals that ASEAN has been opening up its service sector; however, it needs further
service liberalisation (when compared with TPP), which will achieve a more positive

economic impact in the region.
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