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l  On November 15th China, the ten members of the Association of South-East Asian Nations 
(ASEAN), Japan, South Korea, New Zealand and Australia signed the long-awaited Regional 
Comprehensive Economic Partnership (RCEP), a multilateral free-trade agreement (FTA).

l  RCEP will help to integrate regional supply chains more effectively and reduce risks 
associated with the US-China trade war. However, it will provide a modest demand boost for 
trade, given that most goods tariff reductions have already been provided for under existing 
trade agreements, while planned liberalisation of services trade is limited.

l  The Economist Intelligence Unit believes that RCEP will have come into effect by the end of 
2021, although ratification challenges will probably linger in some countries.

On its conception in 2012, RCEP seemed tokenistic. The US was pushing its allies in Asia to sign 
up to its futuristic Trans-Pacific Partnership (TPP; subsequently rebranded as the Comprehensive 
and Progressive Trans-Pacific Partnership, or CPTPP), which covered new ground in services trade, 
intellectual property and environmental protection, as well as limited state aid for industries. It was a 
bold offer to China: come and play by our rules, or risk being frozen out. By contrast, RCEP, which has 
been led by ASEAN but backed enthusiastically by China, is a shallower agreement proposed to an 
overlapping group of countries.

Regional Comprehensive Economic 
Partnership: set to strengthen Asian 
supply chains?

Source: The Economist Intelligence Unit.
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Galvanise and harmonise
RCEP is the first FTA to include two of the world’s three largest economies. It is also the first time that 
China, Japan and South Korea have signed the same trade deal. However, it is not strictly comparable 
to the CPTPP, as it is not primarily a tariff-focused trade deal. Many goods categories already qualify 
for duty-free status through existing FTAs via the ASEAN Economic Community and bilateral deals 
between ASEAN and other participant countries. The tariff reductions between China, Japan and 
South Korea are more significant, although these schedules will be introduced gradually and will 
extend into the late 2020s.

The limited movement on tariffs means that RCEP will provide only a modest boost for demand in 
Asia, with the cost of goods unlikely to shift substantially. It seems unlikely to erode the goods surpluses 
traditionally maintained by most RCEP signatories and, by driving improvements in the regional 
supply chain, could actually help to embed them further. Meanwhile, trade flows with Europe or North 
America—the major drivers of regional export demand—are not affected by the deal. As a result, we do 
not expect the agreement to increase regional trade flows substantially in the coming five years.

RCEP focuses more on the supply side, by tidying up the patchwork of pre-existing FTAs. It 
harmonises rules-of-origin provisions and establishes a single set of regional content rules, effectively 
creating a single market for intermediate goods that will promote the creation of supply chains across 
the region. This could help firms looking to dodge US tariffs on Chinese goods to keep more of their 
production in Asia. An integrated regional customs regime could also help to drive foreign investment 
into smaller ASEAN markets, such as Myanmar, Laos and Cambodia. This will be positive for firms that 
are seeking to take advantage of such low-cost environments but have hesitated to invest because of 
regulatory uncertainty.

The deal also has its flaws, particularly because the diversity of RCEP’s membership has forced 
compromise in certain areas. Laos and Cambodia, for example, have up to five years to bring their 
customs arrangements up to standard. The tariff reductions have a very long timeframe, of up to 
20 years in some cases, while the dispute-settlement mechanism risks being drawn out and easily 
frustrated by dissenting parties. For example, it is difficult to envisage the mechanism being an 
effective means of resolving the sort of trade frictions currently in evidence between Australia 
and China.

The biggest concern is the non-binding nature of much of the agreement, especially in key areas 
such as information sharing, standards adoption and conformity assessment. This presents the risk 
that compliance with RCEP could be uneven and difficult to enforce. Commendable aspects of the 
CPTPP, such as intellectual property, labour and environmental protection, were never within the 
scope of RCEP. Services trade, which represents a growing share of regional trade, is largely untouched, 
while agriculture remains heavily protected, reflecting the broad powers of negotiators to maintain 
tariffs on “sensitive” sectors.
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The missing member
India was part of the negotiations until 2019, when the government decided that it dare not risk its 
domestic industries being overwhelmed by imports of Chinese goods. It was also disappointed by the 
lack of progress on services trade—an export strength for the country. The inclusion of India would 
have been a huge feather in RCEP’s cap, given not just the size of its economy, but also the fact that 
it has largely held out against trade liberalisation. However, the deterioration in China-India relations 
since mid-2020 suggests that a change of heart is very unlikely. Nevertheless, the agreement allows new 
members to join in the first 18 months after RCEP comes into force; as one of the original negotiating 
partners, India can exercise this right at any time.

It is hard to avoid the conclusion that the signing of RCEP benefits everyone apart from the US. 
ASEAN members can boast that their softly-softly, consensus-driven approach eventually bears fruit, 
while Japan has new access to Chinese consumers. China will argue that it is now at the forefront of 
trade liberalisation, particularly following the protectionist shift in US trade policy. RCEP will further 
weaken US economic influence in the region, particularly because we do not expect the US president-
elect, Joe Biden, to see joining CPTPP as a priority for his administration.

The next steps towards ratification
Six ASEAN signatories and three non-ASEAN signatories will need to ratify RCEP for it to become 
effective, which will happen 60 days after all parties have notified the ASEAN secretary-general. 
Ratification will not be without political complications: Australia’s strained relations with China mean 
that the process is likely to take longer there than elsewhere, for instance, particularly in consideration 
of the ruling coalition’s razor thin majority in the parliament’s lower house. Malaysia has still not 
ratified CPTPP, and the government’s parliamentary standing is fragile, suggesting difficulty in pushing 
RCEP through.

The likelihood of RCEP ratification in 2020-21
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Nevertheless, we are more optimistic about other governments. China, Japan and South Korea are 
strong backers of RCEP, while the lack of a major regional economic or diplomatic dispute involving 
New Zealand would suggest few qualms in its parliament. Within ASEAN, we see the pro-trade stance 
of Singapore and Vietnam as likely to guarantee rapid ratification in those countries. Other countries 
are less certain, but still positive: Cambodia, Laos, Myanmar and the Philippines are keen on export 
diversification, particularly into North-east Asia, and will see themselves as benefiting from supply-
chain shifts facilitated by the agreement. Brunei, as a monarchy, does not face the constraints of a 
national parliament. Although Indonesia struggles with protectionist instincts, particularly in regards to 
non-tariff barriers, its government is a vocal backer of RCEP, suggesting a strong willingness to ensure 
ratification next year. Ongoing protests in Thailand will dominate the domestic agenda in the near-
term, but the pro-trade stance of its government should keep RCEP as a policy priority next year.

Our baseline view is therefore that sufficient ratification, both within and outside ASEAN, will have 
been secured by the third quarter of 2021, suggesting that RCEP will probably become effective by the 
end of that year. With it in place, the future of regional trade dynamics will remain driven increasingly 
by Asia itself.
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Country Analysis provides you with the best forward-looking data and analysis to understand a 
country’s political, policy and economic outlook. 
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