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Will RCEP be a Worthy Successor to Asia’s Successful ‘Open Regionalism’ ?
Sourabh Gupta
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On September 27th, the sixteen Asia-Pacific nations
comprising the Regional Comprehensive Economic
Partnership (RCEP) concluded a second round of working-
level talks in the Australian city of Brisbane to map out
the proposed outlines of their ambitious mega-regional
preferential trade agreement. A third round of talks is slated
to be held in Malaysia early in the new year. If ultimately
successful, the sixteen countries — the ten ASEAN countries
plus Japan, China, South Korea, Australia, New Zealand
and India - covering 49 per cent of the world’s population,
30 per cent of world gross domestic product (GDP) and
29 per cent of world trade will have constructed one of
the largest pan-regional trade groupings in the multilateral
trading order.

RCEP is expected to serve as an indispensible stepping-
stone to broader region-wide liberalization, envisioned as
the Free Trade Area of the Asia-Pacific (FTAAP). In its
outward-looking, open architecture design, RCEP is also
seen by some observers as being the natural successor to
the ‘open regionalism’ philosophy of trade liberalization
and deepening that was championed by the Asia-Pacific
Economic Cooperation (APEC) arrangement a quarter-
century ago. Along the way, the Partnership is expected
to serve as a powerful vehicle to support the spread of
sophisticated region-wide production networks that have
under-girded the rise of ‘Factory Asia’ as well as untangle,
in part, the 'noodle bow!' of multiple and overlapping trade

rules that exist today in Asian trading arrangements.

1. RCEP and Guiding Principles

In Phnom Penh earlier last November, the sixteen RCEP
countries issued the Guiding Principles and Objectives
for Negotiating the Regional Comprehensive Economic
Partnership at the time of launching negotiations on their

ambitious mega-regional agreement. These principles

include, among others:

» Consistency with World Trade Organization
(WTO) rules on preferential economic integration
arrangements, such as GATT Article XXIV and GATS
Article V;

» Build upon and provide improvements over existing
ASEAN+1 trade agreements;

» Liberalize substantially all trade in goods,
substantially eliminate restrictions and/or
discriminatory measures with respect to trade in
services, and liberally cover the four pillars of
promotion, protection, facilitation and liberalization

in the area of investment;

Facilitate the participating countries’ engagement in

global and regional supply chains;

Reflect the different levels of development of
participating countries and allow for special and
differential treatment for least developed member
countries;

» Enable open accession so as to permit participation
of any ASEAN partner and other external economic

partners at a future date.

While the architecture of RCEP is explicitly designed to
recognize and strengthen ASEAN centrality, at its core the
aim of RCEP is to reconcile two preferential trade projects
within the Asia-Pacific region that have long been points of
discussion but have not been acted upon: (a) the East Asia
Free Trade Agreement, which focuses on ASEAN members,
China, Japan and South Korea; and (b) the Comprehensive
Economic Partnership which added three economies —
Australia, New Zealand and India. The new Partnership
effectively bridges the two proposals by adopting an early
accession scheme.

Due of the sheer size, breadth and diversity of
membership, RCEP is expected to be the most significant

market opening trade initiative in the Asia-Pacific region




in the years to come. Gains from the conclusion of a
comprehensive RCEP agreement overshadow that which
can be realized from a completed Trans-Pacific Partnership
(TPP), currently being negotiated under the United
States’ leadership. As per a recent study conducted by two
independent researchers affiliated with the Washington,
D.C.-based Peterson Institute for International Economics
(PIIE), the income gains that would result from a successful
RCEP conclusion are projected to be US$644 .4 billion. By
contrast, a successful TPP agreement comprising the 12
existing parties (i.e. including Japan) is expected to yield
US$223.4 billion in income gains. ASEAN too sees a larger
gain from RCEP than from TPP, although the differential
between the two agreements is much smaller. In part,
these gains from TPP are smaller because the existing TPP
countries already have fewer trade restrictions in place
- hence the marginal gains of knocking down the still-
existing trade barriers are relatively less. Besides, with
only four of ten ASEAN countries - which constitute just
a fifth of ASEAN’s population and a third of its GDP -
participating in TPP, the income gains accruing to Southeast
Asia are understandably fewer (and doesn’t make for a fair

comparison either).

Table 1: Income Effects of TPP, RCEP and FTAAP (select countries)

GDP 2025 Income Gains
Economy 23(3)1;11‘1;; ' (Billion 2007 U.S. dellars)

dollars) TPP12 RCEP | FTAAP

ASEAN 10 13,028 62.2 71.5 230.7
Singapore 415 7.9 24 18.1
Malaysia 431 242 142 435
Vietnam 340 35.7 17.3 753
Brunei 20 0.2 1.2 1.6
United States 20,273 76.6 -0.1 295.2
China 17,249 -348 249.7 699.9
Japan 5,338 104.6 958 2279
India 5,233 -2.1 913 226.2
World 103,223 2234 6444 | 2279.6

Source: Peter A. Petri and Michael G. Plummer, Asiapacifictrade.org
(2013)

Overall, the study’s authors find that the most
meaningful regional liberalization would be that which
would create a Free Trade Area of the Asia-Pacific (FTAAP)
as this would yield the largest overall gains. If RCEP and

TPP countries could thus mutually ‘multilateralize’ their

final agreements with each other and create a ‘hybrid’

between the two FTA templates, income gains to the extent
of $2,279.6 billion can be reaped by the participating
countries. Gains accruing to the ASEAN countries would
be to the magnitude of US$230.7 billion.

2. Complexities and Negotiation Challenges Ahead

Setting FTAAP aside for the time being, bringing the
RCEP negotiations to a successful conclusion itself as
envisaged in 2015 will not be easy. Difficult challenges
lie ahead in harmonizing, consolidating, liberalizing and
multilateralizing the veritable ‘noodle bowl’ of existing
preferential trade arrangements among the RCEP countries.
The five ASEAN+1 and existing twenty three ratified
bilateral FTAs vary greatly in terms of almost every aspect
of trade policy detail up for negotiation.

In regards to the trade in goods, for example, the
ASEAN+6 countries use different tariff classifications for
their tariff concessions, making it difficult to construct
straightforward schedules. Not only are tariff schedules
different but the same countries also use different
schedules for their FTAs with different countries. The
tariff concessions from the same country differ depending
on FTAs, and tariff elimination rates also vary across
ASEAN+1 FTAs. Merging this mish-mash of tariffs along
the lines of a common concession approach is not easy.

With regard to trade in services and investment,
arrangements have not been included in all ASEAN+1
FTAs and a comparison of those where such disciplines
have been included reveal differences with respect to
national treatment, performance requirements and market
access.

On rules of origin (ROOs), which determine the
country of origin of products and in turn their eligibility for
preferential treatment, there are at least 22 different ROOs
among ASEAN+1 FTAs - even after aggregating those that
are similar but not the same. Only about 30 per cent of tariff
lines across the ASEAN+1 FTAs share common rules of
origin.

Further, the fragmented nature of production-
sharing -and-networked trade makes the formulation and
implementation of reformed and consolidated rules of
origin far more complicated than is the case ordinarily with
regard to trade in final goods. If the conventional value-
addition criterion to determine eligibility as an originating
product is employed, it is highly unlikely that intermediate

inputs emanating from outside the region will qualify.




Table 2 : Tariff Elimination Rates across ASEAN+1 FTAs (in per cent)

AANZFTA ACFTA AIFTA AJCEP AKFTA AVERAGE
Brunei 992 983 853 97.7 992 95.9
Cambodia 89.1 899 884 857 97.1 90.0
Indonesia 937 923 487 912 912 834
Laos 919 97.6 80.1 869 90.0 893
Malaysia 974 934 798 94.1 95.5 92.0
Myanmar 88.1 94.5 76.6 852 922 87.3
Philippines 95.1 93.0 809 974 99.0 93.1
Singapore 100 100 100 100 100 100
Thailand 989 93.5 78.1 96.8 95.6 92.6
Vietnam 948 n.a. 795 94 4 894 89.5
Australia 100
China 94.1
India 788
Japan 919
Korea 90.5
New Zealand 100
AVERAGE 95.7 94.7 79.6 92.8 94.5

Notes: AANZFTA - ASEAN Australia, New Zealand FTA; ACFTA - ASEAN China FTA; AIFTA - ASEAN India FTA; AJCEP - ASEAN Japan FTA;
AKFTA - ASEAN Korea FTA. Data on Vietnam under the ASEAN-China FTA is not available
Source: Economic Research Institute for ASEAN and East Asia (ERIA) FTA Mapping Study

This is because these activities involve many fractional
steps many of which are low value-added - and hence FTA
non-qualifying - by their very nature. On the other hand,
if the change-in-tariff-line-based rules of origin is applied,
then this will disqualify inputs from both outside and inside
the region once they travel across a border. This is due to
the fact that trade in parts and components typically belong
to the same Harmonized System (HS) 6-digit level tariff
classification code, which is the normal base for designing
such type of rules of origin. The sheer number of ROOs and
their lack of commonality across the Asian FTAs will make
the task of harmonizing and consolidation an immensely
challenging one in the course of implementing a finalized
RCEP agreement.

Foremost, from a global enterprise perspective, the
premise that RCEP will serve as a powerful vehicle to
support the spread of sophisticated global production
networks underlying the rise of ‘Factory Asia’ is also
suspect. Most if not all fragmentation trade in Southeast
Asia already travels at very low tariffs or entirely duty-
free as a consequence of the region’s prior unilateral
liberalizations in the 1980s and 1990s, the existence of the
December 1996 WTO Information Technology Agreement
(ITA), as well as the fact that most multinational enterprises
are already located in free trade or export processing zones.
And those enterprises operating outside such free trade

zones enjoy import duty exemptions under duty-drawback

and bonded warehouse schemes. As such, the trade-
weighted preference margin for intra-ASEAN trade was
already a mere 2.3 per cent in 2008, with as much as 73 per
cent of trade crossing borders at a zero most favored nation
(MFEN) rate.

Therefore from a global enterprise perspective, if RCEP
is to live up to its promise as the most comprehensive trade
and economic liberalization agreement in the Asia-Pacific,
its focus must shift away from that of tariff barriers at the
border to the multiplicity of non-trade barriers (NTBs) that
currently exist ‘beyond-the-border’ and interfere with the
seamless flow of goods — both final and intermediate — and

services across national boundaries.
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Figure 1: Utilization of FTA Preference — select countries (by percent

of respondents by economy)
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As an intermediate product moves through the pan-
regional supply chain, decomposing and eliminating the
cost of ‘beyond-the-border’ non-tariff barriers, whose
effects compound along the supply chain, assumes a far
greater importance than an all-consuming focus on border
tariffs or consolidated ROOs. Increased levels of trade costs
can lead to a ‘tipping point’ beyond which the operation of
a modern supply chain simply becomes infeasible — hence
both physical and government-induced transaction costs
beyond-the-border need to be minimized. And, usefully,
when these physical and government-induced transaction
costs are reduced in several neighboring countries
simultaneously, the benefits are multiplied over and above
that which would accrue if they had been implemented by
countries individually.

Crucial among the barriers, then, that need to be
addressed from a comprehensive perspective in the RCEP
agreement are those that: (a) relate to time; (b) relate to
standards and (c) relate to ‘behind-the-border’ logistics
and related service costs. Because the operation of regional
supply chains requires the close coordination of the steps
of production taking place in different countries, with a
smooth coordination of inventories of intermediate goods
and delivery of final goods, expeditious timelines of
customs processing at the border is paramount. Because
harmonized standards make it possible for a producer
of intermediate goods to follow its customers into more
markets and participate in the supply chain in more
locations, region-wide standard-setting can expand trade
opportunities and make supply chains more efficient.
And because in almost all cases, the successful operation
of supply chains is facilitated by third-party logistics
firms, which provide coordinated services in supply-
chain consulting, transport management, freight transport
services, trade finance, packing, express delivery, wholesale
trade, customs brokerage, etc., the removal of these non-
tariff barriers can substantially enhance the feasibility and

lower the cost of operating supply chains.

3. Design Principles for a Successful RCEP
Agreement
Designing and negotiating an RCEP agreement is
clearly not one for the faint-hearted. RCEP has been
built up to be an all-encompassing agreement that is

simultaneously supposed to seek behind-the-border

regulatory convergence, cater to global enterprises and

their supply chain perspective, eliminate substantially all
border tariffs and discriminatory measures related to trade
in services, while at the same time accommodate the very
different capacity of developed and developing country
members to sign-up to onerous disciplines. So how should
the partnership agreement be conceived and designed? And
what should be the principles that guide its negotiation and
implementation schedules?

First, and as recently argued by an Experts Roundtable
of regional trade specialists and scholars convened by the
Economic Research Institute for ASEAN and East Asia
(ERTA), RCEP should be designed in the image of Asian
economic integration. Just as such integration has been
a continuous process and not an episodic event, so also
RCEP should also be designed as a streamlined economic
cooperation agreement that is situated within an on-going,
and broader, pan-regional economic cooperation agenda.
Much like the upgradation of the ASEAN Free trade
Agreement (AFTA) in the 1990s to the more comprehensive
ASEAN Trade in Goods Agreement (ATIGA) was one of
the key steps towards implementing the proposed ASEAN
Economic Community (AEC), so also negotiation of an
innovative FTA among RCEP countries should be one step
— albeit a key one, towards achieving a comprehensive
program of regional economic integration and development.

Second, and in similar vein, RCEP should eschew the
‘single undertaking’ approach to trade liberalization wherein
signatories are obliged to accept or reject a comprehensive,
single package of disciplines containing a vast assortment
of rules and liberalization measures that are negotiated at
the outset. Rather, RCEP should aspire to create a set of
linked agreements that are simpler in design and reachable
by different timelines. While common objectives need to
be agreed upon, different transition or adjustment paths -
especially for less developed member countries - should be
accommodated.

Third, countries should agree on end-point targets
for liberalization of their goods, services and investment
marketplace, both at-the-border and beyond-the-border,
by 2025. As enumerated by the ERIA-convened experts,
these targets must include: average external tariffs for
members of 0-5 per cent: 95 per cent internal tariff
elimination; the removal of core non-tariff trade barriers;
the introduction of co-equal rules for ROOs; consolidated
certification procedures; commitment to concrete trade

facilitation programs; commitment to liberalization of




services markets, particularly in areas which strengthen
regional production networks; commitment to principles for
regulatory reform, commitment to principles for treatment
of foreign investment, and substantial progress in other
areas including intellectual property and competition.

Finally, countries should design innovative approaches
to achieve the objectives as per the determined timeline.
RCEP member countries should lay out a flexible
combination of agreed negotiating targets between 2015
and 2022, and, thereafter, follow through with a disciplined
cooperation process to implement all the targets at variable
speeds during the 2015 to 2025 period.

Specifically, the contents of RCEP could be arranged
into one of three baskets. In Basket 1 would be issues
wherein commonality of interests across the membership
is strong such as trade in goods. Within Basket 2 would be
issues where commonality of interests is moderate such
as trade in services and investments. Finally, issues on
which commonality of interests is weak for the time being,
such as movement of natural persons, competition policy,
intellectual property rights, government procurement etc.,
would be placed in Basket 3. With the aim of easing the
process of reaching a final agreement across the various
issue areas that have been placed within the baskets, the
RCEP negotiating program would be flexibly carried out
over a period of time so as to ease this process across the
baskets. Thus, Basket 3 items could be negotiated by 2022,
Basket 2 by 2018 and Basket 1 by 2015. The negotiations
themselves would be designed to move concurrently
and RCEP would come into force in 2015 itself with the
conclusion of negotiations on the items in Basket 1, as
well as with the laying down of agreed-upon negotiated
timelines and early-harvest commitments with regard to
Baskets 2 and 3. Full implementation of issues in Baskets
1 and 2 would be completed by 2025; implementation of
the hardest issues in Basket 3 would commence at the very
latest by 2025 too.

Effectively, then, the design of RCEP would involve a
creative combination of agreed and binding targets for 2025.
Initial commitments would be negotiated by 2015; legally-
disciplined negotiations within an existing institutional
framework with linked pathways would be established by
2022; and a schedule of legally-binding border and beyond-
the-border liberalizations would be implemented by 2025.
It bears repeating though that this is just one among many

possible flexible paths to comprehensive liberalization that

has been outlined by ERIA-convened scholars and trade
specialists and that, at this time, it remains an actionable

policy idea only.

4. --- will Business be an Engaged Stakeholder?

To operate in global markets today, global enterprises
require two key assurances: first, that they can seamlessly
connect their business operations locally and globally and,
second, that they can securely conduct business operations
overseas. That their operations can be seamlessly connected
requires that border and beyond-the-border hindrances
be removed and that excellent infrastructure, mobility
and connectivity be assured. That their operations can
be conducted securely requires that the property rights
attached to their tangible and intangible assets be fully
protected. These assurances are ideally obtained via
unilateral regulatory reforms enacted in the areas of
services, investments and intellectual property rights by
individual countries with a global perspective in mind. A
multilateral agreement on supply-chain disciplines — or
failing which, a global trade facilitation agreement - which
would lock-in pro-supply chain reforms made by countries
on a voluntarily basis, would be equally welcome.

If businesses in the Asia-Pacific region are to be
engaged stakeholders in this process, it is essential that they
press governments in the region to enact deep regulatory
reform measures that lower the cost of doing trade
across and within borders. Because businesses have key
intelligence on notable information and trade facilitation
gaps at the ground level, their input is especially valuable.
Further, if the Trans-Pacific Partnership (TPP) agreement
does in fact live up to its “high-standards” billing, it has
the potential to set transformational precedents in the area
of regulatory convergence and behind-the-border reforms
that would be of interest to globally-minded enterprises.
Businesses have an interest in vocally championing these
clauses within the TPP negotiations and ensure, further, that
similar high-standards regulatory reform disciplines are
replicated in RCEP. Early harvest implementation of such
reforms in both agreements would be preferred too.

Foremost, businesses should ensure that both TPP
and RCEP serve as building-blocks to broader trade
multilateralization. Supply chains are inherently regional
and global in their architectural design and the architecture

of trade agreements which do not comport to such designs

negate the essential benefits that can accrue from cross-
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border, supply chain-based trade. Businesses should ensure
that both the TPP and RCEP agreement contain ‘open
accession’ clauses and that, in time, there is a cross-sharing
of preferences across the two agreements. A seamless trade
bloc that is committed to ‘open regionalism’ across the
entire Asia-Pacific region and beyond would also ease the
locational dilemmas that regionally-minded businesses
might encounter — particularly if the Asia-Pacific region
was to unfortunately be carved up into two-somewhat
overlapping but competing trade blocs.
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The US Manufacturing Renaissance
-How Shifting Global Economics are Creating an American Comeback-
By H.Sirkin, J.Rose, and M.Zinser
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