
 Note 1: these ASEAN countries include Brunei, Cambodia, Indonesia, Laos, Malaysia, Myanmar, Philippines, Singapore, Thailand and Vietnam. 
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RCEP – of Asia, by Asia and for Asia

The world’s largest 

FTA aims to promote 

rule-based regional 

economic integration 

Common rules of 

origins support supply 

chains “produced in 

Asia for Asia” 

Our views 

RCEP’s long-term 
economic benefits 
support our 
medium-term 
constructive view 
on Asian equities 
and credits/bonds 

Further economic 
normalisation and 
improving earnings 
growth support the 
broader market, 
particularly laggard 
ASEAN markets  

Asia high-yield 
credits and China 
bonds continue to 
offer relatively-high 
expected returns

On 15 November, 10 countries from the Association of Southeast Asian Nations (ASEAN)1, 

China, Japan, South Korea, Australia and New Zealand signed the Regional Comprehensive 

Economic Partnership (RCEP), following eight years of negotiations. The mega deal started 

with 16 economies but India withdrew last November over concerns about the impact on certain 

domestic manufacturing, agriculture and dairy industries, and disappointment with the progress 

on services liberalisation. However, a fast-track accession process has been established 

should India wish to re-join the RCEP in the future. At least three non-ASEAN and six ASEAN 

members need to ratify the deal for it to become effective. The 15 economies together make up 

nearly 30% of global GDP, goods trade volume and population, and is the world’s largest free 

trade agreement (FTA). Intra-RCEP trade accounted for ~60% of ASEAN countries’ total trade 

in 2019 (Figure 1), while ASEAN became China’s largest trading partner this year. 

RCEP to promote rules-based regional economic integration  

The RCEP will improve market access with tariffs and quotas immediately eliminated in over 

65% of goods traded within the bloc. This share is expected to reach about 90% over 20 years. 

That said, some agricultural and sensitive goods will be excluded from these tariff reductions. 

Customs procedures will be simplified and trade facilitation provisions will be enhanced.  

One milestone of the deal is establishing common rules of origin (which officially define where a 

product comes from), streamlining the overlapping preferential treatments in various bilateral 

FTAs that RCEP members have with each other. A common set of rules of origin means that 

once a product meets RCEP originating criteria, the rules are the same for all 15 members. 

Businesses can make use of inputs from all parties in order to qualify for preferential treatments 

when trading within the RCEP bloc. This will reduce existing trade inefficiencies from the so-

called ‘noodle bowl’ effect of countries becoming entangled with multiple FTAs and different 

rules for each country, and lower costs and improve ease of doing business for exporters.  

Figure 1: Strong intra-regional trade within the RCEP15 countries 

Source: CEIC; HSBC Global Asset Management, as of November 2020

The RCEP also covers trade in services, including financial, telecom and professional services, 

and the movement of people; and includes agreements on intellectual property, e-commerce, 

competition, dispute settlement, and government procurement, among others. 

Some provisions have been moderated to accommodate implementation challenges, as 

member economies have highly diverse levels of development and institutional capabilities. The 

RCEP provides flexibility – in some case, extensively – for less-developed members to enact 

the required changes. Meanwhile, the RCEP does not cover areas such as labour, environment 

protection or state-owned enterprises; nor does it commit members to open services (capping 

the immediate benefits). There are also concerns over weaker commitments for e-commerce 

(e.g. on cross-border data transfers or data localisation restrictions) and few provisions for 

setting common standards for products, etc. While there is still much work to be done, the 

RCEP is a remarkable achievement in aligning such a diverse group of economies. 
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RCEP covers a highly 

diverse group of 

economies   

A key breakthrough 

with RCEP is that it 

brings China, Japan 

and Korea together 

The near-term trade 

boost is likely limited, 

but long-term broader 

economic benefits are 

likely to be meaningful 

We expect the RCEP 

to further promote 

investment in ASEAN  

The deal may also 

provide impetus for 

domestic reforms 

The RCEP reinforces 

our medium-term 

constructive view on 

Asian assets given its 

potential economic 

benefits 

Meaningful long-term economic impact, especially on supply chains

The RCEP’s boost to intra-regional trade via cuts in overall tariffs, especially in the near-term, 

may be modest. Many RCEP members have existing bilateral FTAs in place while current tariffs 

are already not high in the region and a range of IT products are tariff free under the expanded 

Information Technology Agreement (ITA2). Any meaningful tariff reductions for major export 

items are also likely to be implemented in phases over a period of years.  

According to modelling by the Peterson Institute for International Economics (PIIE), the RCEP 

is expected to boost intra-RCEP trade by USD428bn by 2030. It could increase global national 

income by USD186bn annually by 2030 and add 0.2% to the economy of its member states on 

a permanent basis. The income effects (by value) are expected to be largest for China, Japan 

and Korea, as a key breakthrough with RCEP is the establishment of FTAs for the first time 

between China and Japan and between Japan and Korea (Figure 2). Tariffs will likely be 

eliminated on 86% of industrial goods exported from Japan to China, a significant increase from 

the current 8%. Japan and Korea will remove tariffs on 83% of export items from each country.  

Figure 2: Estimated real income effects by 2030 from RCEP (by PIIE) 

Source: PIIE; HSBC Global Asset Management, as of November 2020

The RCEP represents a major step towards broader Asia-Pacific regional integration. A new set 

of common rules of origin with harmonised rates and standards would be beneficial for supply 

chain efficiency, market access and investments; and provide a greater incentive for companies 

in RCEP countries to build their supply chains and production hubs in the bloc. We expect the 

RCEP to further boost investments in ASEAN from China, Japan and Korea. All members will 

benefit from lower trade barriers and greater participation in the regional value chain. 

RCEP may provide impetus for economies to implement structural and regulatory reforms to 

further incentivise trade and investment from member partners, and improve their own 

competitiveness. We expect the RCEP to boost Asia’s role in the global economy in the long 

term, supported by the region’s remarkable trade-oriented development, ample innovative 

capacity, and vest market and growth potential, though realisation of the benefits will hinge on 

the implementation. It is possible that Asian standards and rules for products meeting Asian 

demand will ultimately be set under an evolving RCEP. 

Investment implications 

The RCEP reinforces our medium-term constructive view on Asian equities and credits/ bonds, 

given its potential long-term economic benefits, despite hurdles and challenges in the 

implementation. The deal comes at a time of the global pandemic and slowing globalisation. 

We think it is aligned with the new international landscape, with a number of key trends such as 

multi-polarisation, regionalisation, near-shoring and reshoring of production networks, and 

places more focus on supply-chain resiliency via diversification.  

At the moment, we lack details on how exactly RCEP will impact industries, but there are clear 

benefits to regional value chains, which could support a broad range of industries across 

manufacturing, technology, regional transport, e-commerce platforms, etc. Reshaping supply 

chains in ASEAN and investing in automation and innovation by China and Korea to move up 

the value chain are likely key themes.  

We expect progressive economic normalisation in 2021 with a larger scope for catch-up growth 

in ASEAN and India, underpinned by the prospect of vaccine deployment and still supportive 

macro policies. Improving earnings growth should support the broader market but particularly 

benefit cyclical stocks and laggard ASEAN markets. Meanwhile, Asia high-yield credits and 

China bonds continue to offer us relatively-high expected returns.

 Renee Chen, Global Investment Strategy Team 
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