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Abstract

Trans-Pacific Partnership Agreement ( TPP) is a regional trade agreement
covers the major economies in Asia-Pacific region, which includes Australia,
Brunei, Canada, Chile, Japan, Malaysia, Mexico, New Zealand, Peru,
Singapore, the United States and Vietnam. Its GDP accounts for about 40% and
the trade volume is estimated about one-third of the world, which has surpassed
the EU and became the largest trade group. By the high profile joining and utmost
propelling from the US, the rapid development of the TPP has triggered a
widespread concern in the Asia-Pacific region and whole world. Since the regional
economic tend to be increasingly closer, TPP is likely to become a representative
of the future regional trade agreements, which will make the trade and
investment liberalization of the Asia-Pacific region faces new breakthroughs. The
current complex cooperation forms in the Asia Pacific region, is both an
opportunity and a challenge for China. Therefore, China should be concerned
about the TPP negotiation progress, and run an extended analysis and research
on the TPP, so as to take initiative in the future global regional integration
revolution.

This book aims to the study of the economic effects of TPP on China, bases
on the economic effects of regional economic integration theory, directs at the
main features of TPP, analyses the current economic relations between China
and member countries of the TPP, and makes empirical studies on three aspect:
goods trade, service trade and FDI. It bases on the summary of China’s current
trade mechanism and its relation with FDI attracting, makes a an analysis to the
TPP’s economic effects to China with CGE model. Furthermore, it contrasts the
benefits and losses on China’s participation in other regional economic integration
paths. Finally, bases on the findings, this book proposes some feasible

propositions about China’s coping strategy towards TPP.
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From the theoretical aspects, firstly, this study helps the expansion and
deepen of the traditional theory of regional economic integration. Secondly, from
the perspective of an external member, the study will help to provide new
perspectives and ideas for the study of regional integration organizations. Thirdly,
this study concerns an emerging regional integration organization—TPP’s
development, from the perspective of China, makes some basic preparations for
the future study of TPP. Finally, this book will provide some empirical
experience for the impact of regional economic integration of developing
countries.

The practical significance of this study is, first of all, in favor ofan in-depth
understanding of the development trend of the future international trade
rules. Second, it will facilitate a proper understanding and evaluation of the
relationship between China and the TPP. Third, it will help to make a correct
understanding of TPP’s influence on China, so as to develop scientific strategies
to deal with TPP. Fourth, it is conducive for China to a better participation in the
Asia-Pacific regional economic integration; and will enhance China’s international
status, and expand its influence in the global economy.

Under the character and purpose of the study, bases on the theory of
regional economic integration in the international economics, this book mainly
adopts the qualitative and quantitative analysis to discuss the TPP’s impact on
Chinese economy. Firstly, this paper proposes the research questions by the use
of theoretical analysis method, bases on the summary of previous studies of
domestic and overseas scholars on the research direction, the main point of views
and the existing problems of TPP. Secondly, this book uses qualitative analysis
method, focusing on the development process and the main features of TPP,
aims to explain the impact of TPP and the future challenges it may bring to
China. Thirdly, this book uses the method of statistical analysis, focuses on the
trade and FDI relationship between TPP and China, through the inductive proof
from a large number of data, it shows that TPP will play an important role in the
future economy development of China. Finally, this book uses gravity model to

analysis the trade and investment relation between TPP and China. Based on the
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result of empirical analysis, the general equilibrium methods are used to simulate
the economic effects of TPP on China’s, macroeconomic and other industrial
seclors.

Contributions of this book are;

First, previous studies on TPP’s economic impact is more about the overall
effect, it lacks analysis on specific economy sectors. This article captures the
feature that TPP mainly involves in services and investment-related policy,
starting from the perspective of trade in goods; trade in services, investment
impact, on the basis of stalistical analysis, makes in-depth research on TPP’s
impact on China’s economy.

Second, in previous studies, analyses about trade status between TPP and
China usually use qualitative analysis method, and they are lack of quantitative
research, through the construction of trade diversion index, this book quantifies
and analyzes the matching degree of the trade structure between China and the
TPP member countries, makes quantitative analysis about the trade potential of
China and TPP.

Third, in previous studies, analyses on trade effects of regional economic
integration organizations usually carry out by introducing dummy variables into
gravity models, through the construction of gravity model index that contains
“trade diversion” , this book analyzes the main factors of services trade of TPP
countries and China. It avoids the endogenous of the model that dummy variables
might bring, also objectively reflects the TPP member countries’ trade relations
with China.

Fourth, in the past few empirical studies were made on existence of
investment competition between China and TPP, through the construction of
econometric model that contains “TTP’s influencing factors” , this book studies
the existence of competition between China and TPP on FDI, so as to indicate
the TPP’s potential impact of attracting foreign investment to China in the future.

Fifth, this studyadopts pre-analysis method, makes predictions to the
impact of the establishment of TPP | and the benefits and losses of China’s other

regional economic integration path selection. This book uses the global trade
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analysis project (GTAP) and the latest version of database, makes a simulation
on TPP’s impact of China’s macroeconomic and the trade balance of products
sectors, and compares the benefits and losses of China’s joint of TPP and RCEP |
provides practical advice bases on this proposition for China’s coping with TPP
and regional economic integration.

The results of the research as follows;

Firstly, for the analysis of TPP’s effects towards China’s trade in goods,
due to China’s over-reliance goods trade exports to TPP countries with its
domestic demand for imports, while the similar export structure makes the trade
creation effect was not significant. In the long run, TPP will have a negative
influence on the export of Chinese goods, and due to the increasing competition,
China’s export growth will be slow. Firstly, in terms of trade relations, statistical
analysis shows that the relationship between TPP and China’s trades in goods is
very close, TPP’s position in China’s goods trade cannot be ignored. Secondly,
in terms of the trade structure, the overall trade matching degree between China
and the TPP is relatively high. It indicates that since the signing of FTA between
China and these countries, there is a greater possibility of trade diversion, but it
also shows that if China is excluded from the main trading partners, due to the
convergence of the export structure, the future goods trade will be subject to
greater competitive pressures. Thirdly, in terms of trade mechanisms, the main
factors affecting the TPP trade with China is the trade diversion effect, trades
between China and the TPP countries are based on the requirements of the
importing country, but because of the national export structure convergence
between China and TPP, the export elasticity of substitution index is relatively
high. This demonstrates that the performance of trade creation effect to China’s
export is not obvious; China still lacks the substituting capacity for homogeneous
products towards TPP countries, and particularly developed countries. Bases on
the theory of trade effect of regional economic integration, the establishment of
TPP will be an adversely impact to China’s export trade.

Secondly, for the aspect of TPP’s effects on China’s service trade, due to

the weakness of China’s overall service trade competitiveness, the impact of
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competition caused by the similarity of the current export structure between TPP
countries and Chinese is far greater than the impact of increased demand on
Chinese service trade. In the future, if the TPP set a high-end market access
threshold, it would expand China’s service trade deficit, and its negative impact
would be far beyond goods trade. First, in terms of trade relations, although the
overall services trade scale between China and the TPP countries continue to
expand, but the services trade between China and the TPP’s major economies
showed a situation of deficit, and the deficit has expanded year by year. Second,
in terms of international competitiveness, statistical analysis shows that,
compare with TPP’s major economies, China’s service trade either from the
overall strength, or from the specific industries do not have a strong international
competitiveness. Based on the current level of overall competitiveness of China’s
service trade, the establishment of the TPP will bring enormous challenges
towards the development of China’s service industry. Third, in terms of the trade
matching degree, China and the developed TPP economies have a good
foundation in service trade, but due to the overall weak competitiveness of
China’s service trade, the full liberalization of the services market, will have a
greater impact on China’s service trade. Fourth, in terms of the trade mechanisms
and influence factors, China’s service trade exports to TPP is mainly built on the
basis of trade diversion, which is caused by the needs of TPP countries. Among
the factors that influence China’s export trade in services, the impact of the
similarity of export structure with TPP countries is far greater than the impact of
China’s service trade demand for China’s serviceexport; therefore, China should
enhance the international competitiveness of trade in services in the future.
Thirdly, from the perspective of global value chains completion, analyze
the TPP’s impact on China’s inward FDI, bases on the empirical results, there is
a competition between TPP countries and China in FDI. Thus, if the TPP comes
to an agreement, there will be a negative impact on China’s inward FDL. First,
China’s inward FDI situation compares to the TPP member countries: from FDI
source countries, the developed economies are important sources of TPP and

China for future FDI; from major investment sectors, the development of FDI

— VYV —



BRXEEMEXRDE (TPP) 5hE: BHERHA

attraction in service industry is faster, but compares with TPP major economies,
Chinese service industry still need to improve its ability to use foreign
capital. Second, comparative analysis between China’s and the TPP countries’
capacity of inward FDI shows that, in terms of attracting foreign investment,
China does not have an obvious advantage, the ability to use foreign capital need
to be strengthened in the further. Third, based on the current situation, the
competition in FDI attraction has begun, if the TPP came to an agreement in the
future, there would be an expanded negative impact on China’s inward
FDI. Therefore, China should pay great attention to the effect of investment
transfer in the future when the TPP reaches to an agreement.

Finally, the general equilibrium analysis which uses the method of GTAP on
TTP’s economic effects shows that, the establishment of TPP will have an impact
on the Chinese economy. Although this effect is not enormous, but as the
reflection of its dynamic effects, the future development of the TPP should attract
the attention of China, and the promotion of RCEP can be regarded as a coping
method to TPP, and a valid path selection to the participation of the Asia-Pacific
regional integration process. First, once the TPP reaches to an agreement, there
will be some negative impact on China’s macro-economy, China should be concerned
about the TPP negotiation process, and make early preparations. Second, if China
choose to join TPP, there will be a favorable impact on China’s macro economy,
but at the same time, the vulnerable industry will face a greater negative
impact. China If joint TPP, China should follow its own paces, systematically
opened the vulnerable industries, meanwhile adjusted the industrial structure,
expanded the export of high value-added products, improved the international
competitiveness of the products. Third, promoting the realization of RCEP can
provide a viable response to TPP path selection. Although the macroeconomic
benefits of the achievement of RCEP is smaller than the joining of TPP, but from
the perspective of industrial impact, during the expanding export of Chinese
advantaged industries, the negative effects of relatively disadvantaged industries
will be smaller. Fourth, the expansion of the Asia-Pacific regional integration

process, and the achievement of the overall regional economic integration, will
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have a promoting effect on regional economy and trade scales.

For the main characteristics and the impact of TPP, from the short, medium
and long-term aspects, this study presents some practical recommendations to
China’s coping method towards TPP. In the short term, China should focus on the
development of domestic economy, promote industrial restructuring and upgrading,
improve the international competitiveness of products, meanwhile pay proper
attention to the progress of TPP negotiations, make dialogues with the United
States, and prepare negotiations for the future joint of TPP. In the medium term,
while deepening the industrial structure optimization and upgrading, China
should strengthen the cooperation with Asian countries and accelerate FTA
negotiations with Japan, South Korea and other countries, on the basis of Asian
“ASEAN +3” model, promote the realization of the leader in Asian regional
integration. In the long term, it is an irresistible trend for China to join the TPP
or other high standard trade agreements. Although TPP’s strict access terms
caused some controversy, but it is not deniable that it represents the development
trend of the future international trade rules. More importantly, the principles and
standards that TPP advocated are in accordance with the China’s development of
further reform and opening up policy, and upgraded version of China’s
economy. China should start TPP negotiations at the right time, so as to
accelerate China’s leading role in free trade area construction, and win the

initiative in the future.

Keywords: The Trans-Pacific Partnership Agreement ( TPP ); Goods
Trade; Service Trade ; Foreign Direct Investment ( FDI); Global Trade
Analysis Project (GTAP)
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