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CHINA ECONOMIC UPDATE FEBRUARY 2017 
Trading places – China is replacing the United States as 
the advocate for major free trade deals  

 

Anti-globalisation sentiment has been growing in recent years – particularly in 
advanced economies – culminating in the United States withdrawal from the 
Trans-Pacific Partnership (TPP). The economic and diplomatic vacuum left by the 
TPP presents an opportunity for China to exert greater influence over the Asia-
Pacific region – a notable shift given China’s exclusion from TPP negotiations and 
membership – and the rules for global trade in coming decades. 
 
TPP - RIP 
On 23 January 2017, US President Donald Trump 
signed an executive order that formally withdrew the 
United States from the Trans-Pacific Partnership (TPP), 
the twelve country trade deal that was driven by the 
Obama Administration. While some member 
countries – including Australia – have proposed 
renegotiating the TPP in the absence of the United 
States, the refusal of Japan to participate in a TPP 
minus 1 agreement means that that the proposed 
pact is effectively dead. Japan’s government 
described the TPP without the United States as 
‘meaningless’. 

The US withdrawal from the TPP was hardly 
surprising – President Trump campaigned strongly 
against the trade deal during the election campaign, 
while Democratic candidate Hillary Clinton also 
expressed her opposition – despite previously 
favouring the proposal – in attempting to win over 
the anti-globalisation vote aligned to rival Bernie 
Sanders. This anti-globalisation sentiment has been 
growing – with opinion polls showing more 
Americans believe that globalisation has cost rather 
benefited the country, particularly in terms of job 
losses. Under the Trump Administration, the US is far 
more likely to seek bilateral – rather than multi-
lateral – trade deals. 

One controversial feature of the TPP was the 
exclusion of China – now the world’s largest economy 
(on a purchasing power parity basis) and exporter. 
There were differing views as to the motivation 
behind China’s exclusion. Some argued that it was a 
deliberate policy of containment – allowing TPP 
member countries to offset the benefits that China 
gained from World Trade Organization membership 
in 2001. Others argue it was designed to encourage 
China to alter policies on its currency, investment and 

state intervention – noting the clear accession 
mechanism written into the TPP and China’s eligibility 
to apply for membership as an APEC nation. 

The US withdrawal presents China with a 
considerable opportunity – taking the lead in multi-
lateral trade negotiations and providing the 
opportunity to shape the rules around global trade. 
The two countries have differing influences on global 
trade. While they are the world’s largest and second 
largest exporters, China has a sizeable current 
account surplus and the United States a sizeable 
deficit. 

CURRENT ACCOUNT BALANCES 
China & US different influences on trade 

 

 

THE RISE OF THE RCEP 
China has been expanding its political and economic 
influence within the Asia-Pacific region in recent 
years – most notably with the ‘one belt, one road’ 
initiative announced in 2013 and the establishment of 
the Asian Infrastructure Investment Bank in 2015.  
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Similarly, China’s exclusion from TPP negotiations 
encouraged Beijing to promote alternative trade 
pacts – taking the lead role from late 2012 in 
negotiating the Regional Comprehensive Economic 
Partnership (RCEP) – a sixteen country free trade 
agreement centred on the ten members of ASEAN, 
along with China, India, Japan, South Korea, Australia 
and New Zealand. The United States is currently 
excluded from membership, as it requires an existing 
free trade agreement with ASEAN – something that is 
unlikely in the current political environment. 

TRADE DEAL MEMBERSHIP 
RCEP focused more on Asia than Pacific 

 

There have already been sixteen rounds of talks on 
the RCEP and it is expected to gain further 
prominence following the US withdrawal from the 
TPP. The trade deal would consolidate trade 
standards across Asia, unifying the five separate trade 
deals in place between ASEAN and the other six 
partners. That said, there are a range of important 
differences between the RCEP and TPP. 

COMPARISON OF TRADE DEALS 
RCEP greater share of global population 

 

While superficially both are trade deals aimed at 
lowering barriers between nations, the TPP included 
trade law in areas such as labour rights, 
environmental protection, food safety, government 
procurement and anti-corruption and transparency. 
These measures were advocated by the United States 
and were unpopular with a number of countries in 
the pact. The TPP also featured US led rules around 
intellectual property and dispute mechanisms, which 
may differ considerably to negotiated measures in 
the RCEP. In contrast, the RCEP is more in line with 
traditional trade deals, along with some measures 
intended to support developing economies. The 
Australian Institute of International Affairs argues 
that the RCEP could be less beneficial in some areas 
for Australia than the TPP, as the latter would have 
provided greater support for service sector exports. 

The RCEP is still far from settled – though renewed 
focus means that negotiations could be completed in 
2017 – however concerns around proposed tariff 
reductions in key industrial sectors could delay 
progress. 

 

CONCLUSIONS 
From a political perspective, President Trump’s 
decision to withdraw from the TPP reflected US 
sentiment against globalisation, particularly in the 
mid-west rust belt. However, this move has handed 
China an opportunity to increase influence on trade 
policy across the Asia-Pacific region – most likely via 
the RCEP that excludes the United States. 
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