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In light of the signing of the Comprehensive
and Progressive Agreement for Trans-Pacific

Partnership (CPTPP) - previously known
as the TPP - in March 2018, the Regional
Comprehensive Economic Partnership (RCEP)
is under the spotlight given that negotiations for
the latter trade pact have yet to be concluded up
until now. Since the US withdrawal from the TPP
back in January 2017, many were questioning
whether the TPP could still be concluded without
the involvement of its major driving force. At that
time, RCEP negotiations seemed to be a little
bit ahead relative to the TPP. Nevertheless, the
remaining TPP membersmanaged to finish the
negotiations even without the US. This led to
another question: whether RCEP’s conclusion
will follow suit.

The Rationale

The rationale behind the creation of the RCEP is
to reduce the ‘noodle-bowl’ effects by integrating
five existing ASEAN+1 FTAs. The trade pact
comprises of 16 participant countries: the 10
ASEAN Member States (AMS)and its FTA partners
Australia, China, India, Japan, New Zealand, and
South Korea. These countries account for 32
percent of the world’s GDP, around 29 percent
of international trade, and have a combined
population of 3.53 billion people. Several issues
that are taken into account in the proposed trade
agreement are trade in goods and services,
intellectual property, economic and technical
cooperation, investment, competition, small and
medium enterprises, e-commerce, and dispute
settlement.

The negotiations of the RCEP were based on the
Guiding Principles which was endorsed in August
2012. The principles are: (1) consistency with the
World Trade Organization (WTO); (2) significant
improvements over the existing ASEAN+1
FTAs; (3) facilitation of trade and investment; (4)
flexibility (e.g., special and differential treatment)
to the least-developed AMSs; (5) continuation
of existing FTAs; (6) open accession clause; (7)
technical assistance and capacity building to the
developing and least-developed countries; and
(8) parallel negotiation.’

The Progress so Far

Since the beginning of the trade negotiations
back in 2012, policy makers have now missed
three deadlinesfor its conclusion. This long-
delayed FTA has consequently raised questions
from stakeholders on whether the trade pact
will soon be concluded or not. Having said that,
progress indeed have been made.
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Atthe 4th RCEP Intersessional Ministerial Meeting
that was held on 3 March 2018, in Singapore,
ministers from the 16 countries reaffirmed their
resolve to meet the Leaders’ instruction to
intensify efforts in 2018 towards the trade pact’s
conclusion.? The ministers also acknowledged
progress in the negotiations, especially after the
Preparatory RCEP Ministerial Meeting for the
1st RCEP Summit on 12 November 2017. Two
chapters on Economic and Technical Cooperation
and on Small and Medium Enterprises have also
already been completed.®

Meanwhile, all negotiating countries were
expected to table a revised offer for trade in
goods by April 13, 2018. Based on the revised
offers, there will be requests and offers to improve
the package, according to Secretary-General
Datuk Seri J. Jatasirifrom Malaysia’s Ministry of
International Trade and Industry.* In addition, the
revised offer for services and investment is still
under consideration and no deadline was set.®

The 5th RCEP Ministerial Intersession Meeting
hosted by Japan will be held on July 1st, 2018
and it is hoped that more substantial progress will
be made in order to accomplish the negotiations
this year. Although the negotiations have not yet
been completed, this regional trade agreement
has attracted the attention of other countries.
The trade ministers have received messages of
interests from partners such as Canada, Chile,
Peru, Taiwan, Mercosur countries — such as Brazil
and Argentina —, and Hong Kong.

Despite the progress, there are still many issues
that have slowed down the conclusion of the
RCEP: issues within ASEAN, between ASEANand
its FTA partners (ASEAN-ASEAN+1), and within
the six FTA partners.

Issues within ASEAN

One of the hurdles that complicate the trade
negotiations is the varying degree of economic
situation between ASEAN Member States. This
can be seen from the vast differences in terms
of GDP per capita, competitiveness, and ratio of
total trade to GDP (see Table 1). Some countries,
such as Singapore and Malaysia, are more
advanced and more open to international trade
than the least developed AMS, such as Cambodia
and Myanmar. Hence the former will surely be
ready to have further engagements with regional
trade than the latter. These existing development
gap may lead to different preparedness and
readiness, and may affects the level of technical
discussion during the negotiations.®

There is no doubt that the less-developed AMS
are concerned whether they will be able to gain
benefits from the RCEP due to their lack of
economic capacity. According to Vo (2005) cited
in Das (2014), further economic integration may
lead to huge social costs incurred by the less-
developed AMS due to structural adjustments
and the risks of falling into a low-cost labour
trap.’

Due to the different levels of development, each
AMS may have different priorities, interests, and
ambitions. This is something that ASEAN needs to
resolve by finding a middle way to accommodate
its members. In order to do so, ASEAN should
have an internal discussion on certain issues
before negotiating them in the RCEP forum.

If ASEAN cannot have one voice, it will affect
ASEAN centrality in the negotiation process.
ASEAN centrality can be distinguished into
two roles, which are ASEAN as the facilitator
of process and ASEAN as the driver of the
substance.® For the former role, ASEAN has
managed successfully to host, initiate, and chair
any activities and meetings related to the RCEP.
It was also ASEAN that introduced the RCEP
concept at the 19th ASEAN Summit in 2011.

However, for the latter role, ASEAN seems to
be struggling to drive the substance. One of
the reasons, as mentioned previously, is due to
different development gap that leads to different
interests and pace among AMS. Nevertheless,
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Table 1. Different level of development in ASEAN

Eou GDP per capita Global Competitiveness | Ratio of total trade to
(at current USD, 2016) Index* GDP (2016)
Brunei Darussalam 26,493 46 67.3
Cambodia 1,266 94 116.9
Indonesia 3,600 36 30.2
Lao PDR 2,402 98 45.5
Malaysia 9,464 23 119.4
Myanmar 1,297 n.a. 39.6
The Philippines 3,017 56 45.7
Singapore 52,963 3 212.1
Thailand 6,034 32 100.7
Vietnam 2,138 55 177 1

Source: World Economic Forum (2017) and ASEAN Secretariat (2017)

Notes: (*) out of 137 countries; n.a. is not available.

ASEAN should be applauded since it still has
some influence on the substance - to some
extent. For example, the Guiding Principles
proposed in 2011 were largely accepted by its
FTA partners in 2012.° It is important for ASEAN
to lead on the substance to ensure that the RCEP
will bring huge benefits for ASEAN.

In the end, ASEAN should stand together on
the same position during the trade negotiations
in order to maintain its centrality. In this regard,
Iman Pambagyo, the Indonesian Trade Ministry’s
international trade negotiations director-general,
urged ASEAN to have one voice when negotiating
with partner countries in the RCEPR."° By having
one voice, ASEAN can ensure its centrality in the
RCEP. Since the RCEP was initiated by ASEAN,
it is natural for ASEAN to show its leadership to
ensure the progress of the trade negotiations.

Issues within The Six ASEAN’s FTA
Partners

The challenges in concluding the RCEP is not
only from within ASEAN but also from its six
FTApartners. It is important to note that some
of ASEAN’s FTA partners do not have FTA
relations with one another (see table 2). The non-
existing FTAs among some of the parties lead
to complications during the trade negotiations.
It will be the first time for those parties to talk
to each other in the RCEP forum about opening
up their market due to the absence of bilateral
FTAsbetween them. Hence, the RCEP does not
simply mean integrating the existing ASEAN+1
FTAs, but also integrating participant countries
with no bilateral FTAs with one another.
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Table 2. FTA relations among RCEP members

Signed/Concluded/
Implemented

Under Negotiations

No Negotiations Launched

Australia — Japan
(1 January 2015)

China - Japan — South Korea
(March 2013)

Japan - South Korea

Australia — South Korea
(12 December 2014)

New Zealand — India (April 2010)

Japan - New Zealand

Australia — New Zealand
(1983)

India — China

Australia — China
(November 2014)

China - Japan

Australia - India
(launched in May 2011)

China - New Zealand
(1 October 2008)

Japan - India
(1 August 2011)

India — South Korea
(1 January 2010)

South Korea — New Zealand
(12 December 2014)

China - South Korea
(May 2012)

Source: Pambagyo (n.a.)"
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Currently, the China-dapan-South Korea FTA
negotiations have been resumed and officials
have committed to conclude the negotiations as
soon as possible.’? The FTA negotiations started
in November 2012 at the 21st ASEAN conference
and since then, 13 negotiating rounds have
already been conducted. The accomplishment
of the FTA will surely help the ongoing RCEP
negotiations.

Harmonizing interests between ASEAN’s six
FTApartners is also difficult since they have
competing interests and conflicting priorities.
For example, India and New Zealand have a
conflicting interest with regards to dairy products.
New Zealand is known for its dairy products and
it intends to increase its access to India’s market
since currently it has very low access. However,
India is reluctant to open its market for food
exports such as dairy.®

Moreover, while the other RCEP members have
proposed to have tariff elimination coverage of
up to 92 percent over five to ten years and to
use the single-tier tariff reductions approach,
India seems reluctant with the proposal. It is
uncomfortable with the level of good liberalization
that is considerably high for its country. India
even previously suggested a three-tier approach
in which there are different tariff reductions by
countries. India would reduce 80 percent of tariff
lines to ASEAN counties, with an initial reduction
of 65 percent and it would be increased for the
next 10 years. As for South Korea and Japan,
India would reduce 65 percent of tariff lines. For
those countries who do not have an FTA with
India, it will reduce only 42.5 percent of tariff lines
to Australia, New Zealand, and China.™

India’s reservations towards the regional trade
pact are not without reasons. Many stakeholders
are afraid that the trade gap between India and
other RCEP members will widen once the RCEP
takes into effect. India has already experienced
trade deficits annually with other RCEP members
of up to USD 100 billion. Half of the deficit is with
China, even without a bilateral FTA. After India
concluded FTAs with ASEAN, Japan, and South
Korea, its trade deficit has also been increasing.
Businesses in India are also concerned that
the RCEP may have negative implications on

many sectors such as steel, aluminium, auto-
components, and ready-made garments.'s

On the other hand, India has urged for more
services liberalization since it argues that the
negotiation on services is not keeping pace with
that on goods. During the negotiations, India
proposed to eliminate non-tariff barriers in the
services sectors, including IT and IT-enabled
Services (ITeS) sector, so that it can have
greater market access to other RCEP members.
Furthermore, India also came up with the issue
under Mode 4 (Movement of Natural Person) in
the services sector by proposing work-visas to
accommodate the movement of professional
workers. 6

The argument for these proposals is because the
RCEP agreement is meant to be based on three
pillars: goods, investment, and services. However,
it seems that goods liberalization negotiations
are making more progress than negotiations on
services liberalization. For India, there should
be a balance between goods, services and
investment. It is therefore understandable for
India to insist on pursuing the liberalization of
services. However, other RCEP members are still
reluctant for such kind of arrangement.

Hence, one possible step to overcome the existing
challenges among the six ASEANFTApartnersisto
have some flexibility among participant countries
and to find a balance in order to conclude the
long-delayed regional FTA.

Issues Between ASEAN and
ASEAN+1

Creating the RCEP means that all 16 participant
members need to consolidate all the rules and
arrangements under the existing FTAs among
them, since currently they are very varied. Among
the existing bilateral FTAs between ASEAN and
its FTApartners, the ASEAN-India FTA has the
lowest tariff elimination coverage, reaching only
79.6 percent. On the other hand, the coverage
in the ASEAN-Australia & New Zealand FTA can
reach up to 95.7 percent.' If tariff elimination
coverage under the RCEP is lower than the
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target, it will likely reduce the economic gains.

In addition, ASEAN+1 FTAS are experiencing
complex and distinct ROOs (rules of origin).
In terms of ROOs, there are 22 different ROOs
under the coexisting five “ASEAN+1 FTAs”.
Therefore, it would require extra efforts to agree
on ROOs that are acceptable for all participant
countries. Moreover, only 30 percent of tariff lines
under the ASEAN+1 FTAs have common ROOs.
For example, the Japan-India FTA has 12 types
of ROOs and 7 of them are unique from the other
ASEAN+1 FTAs.'® Adjusting all existing ROOs is
another problem that needs to be resolved.

Policy makers need to find a middle way to
accommodate all these differences, not only
within the ASEAN+1 FTAs but also among the
other six non-ASEAN countries.

Another issue that needs to be addressed is how
the government of 16 participating countries can
ensure that the business sector will utilize the
RCEP. Once the FTA takes into effect, businesses
should be eager to utilize it as it will give them
more and easy access to 16 countries. However,
it is also known that business utilization of the
existing FTAs is somewhat low, if not moderate.

In the case of ASEAN-India FTA, the business
utilization rate of the FTA is only 5.1 percent for
exporters and 2.3 percent for importers under the
ASEAN-Japan FTA. FTAs that have relatively high
business utilizations are the ATIGA (ASEAN Trade
in Goods Agreement) and the ASEAN-China
FTA which reached slightly above 30 percent
respectively.'®

The reasons for the low utilization of FTAs
are varied. Several reasons that become the
impediments are, among others, complex ROOs,
limited access to the FTA information, and low
preference margins compared with MFN (Most
favoured nation) tariffs.2® In addition, businesses
also find that the benefits of utilizing the FTAs
are not too attractive. In order to utilize the FTASs,
they need to deal with extra paperwork — which
takes time — only to get slight benefits, hence
they prefer not to use itat all.

Shinta Widjaja Kamdani, Vice Chairwoman
of International relations, KADIN (Indonesia
Chamber of Commerce and Industry), admitted

that the existing FTAs have not been fully utilized.
It becomes problematic if the FTAs are already
taken into effect but the products to be traded
are not yet ready. Hence it is important to prepare
the industry and the products so that the FTA can
be fully utilized.

These are the issues that should be prevented
by the governments of the 16 countries if they
want the RCEP to be successful in improving
economic prosperity in the region.

To Move Forward? Balance and
Flexible

Members of the RCEP are more diverse than the
TPP since there are both less-developed and
developed countries. Hence, there are some
countries that have higher ambitions than others.
The RCEP can only be concluded if the 16
participant countries are willing to be flexible and
harmonize their interests in order to overcome all
the challenges.

Balance and flexible are the two key words in
order to conclude the regional trade pact. Policy
makers need to ensure the balance between
goods, services, and investment negotiations;
balance between ambition and sensitivities.
In addition, a flexibility clause under the RCEP
framework will be able to accommodate the
development differences among participant
countries. While being flexible is the right thing to
do to get every country on board, nevertheless,
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the policy makers need to ensure that the
flexibility will not become the bottleneck for the
RCEP’s conclusion.

It is true that governments should not be in haste
to conclude the RCEP because it is important to
ensure that the trade agreement will be mutually
beneficial for all participant members. However,
if the policy makers of the 16 countries fail to
conclude the regional FTA this year, it may reduce
their credibility. Moreover, another delay will only
give more rooms for people to become more
skeptical towards the trade pact. Surely the latter
one will add another burden for governments to
restore public perceptions on the benefits that
can be brought by the RCEP. They should not risk
another delay this year so as not to raise doubt
from its stakeholders.

In the end, accomplishing the RCEP will be
important for ASEAN to show the world that
amidst the rise of protectionism, anti-trade, and
anti-globalization sentiments, ASEAN will further
contribute to the greater economic integration in
the Asia-Pacific.

Recommendation

First, ASEAN should show more leadership in
order to conclude the negotiations. It is also
important for ASEAN to maintain its centrality
by further leading the substances and the
negotiation process.

Second, ASEAN should ensure that the results
of the negotiations will be able to balance all
the existing interests among 16 participating
countries. Since there are more developed
countries and less developed countries in the
negotiations, it should also maintain some
flexibility so that the negotiations can be
accomplished.

Third, ASEAN and the other six ASEAN
FTApartners need to ensure that once the RCEP
takes into effect, the FTA can be fully utilized by
the business sector across 16 countries. Major
accomplishment of an FTA is not only about
the governments success in concluding the
agreement but also how the FTA can actually be
fully utilized and bring benefits for the people.
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