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Abstract 

Economic integration in Asia has been led by market forces, precisely by the competition to better 

participate in Global Value Chains (GVCs). Institutionalisation efforts bore fruit at two very large and 

pluri-lateral FTAs recently, the Trans-Pacific Partnership (TPP) and the Regional Comprehensive 

Economic Partnership Agreement (RCEP). However, the driver of GVCs has faced serious challenges 

such as the U.S.-China trade war, COVID-19 disruption, and unregulated digitalisation. These three 

challenges complicate the pressures for GVCs interactively, introducing uncertainties for the future of 

integration. COVID-19 has created anxieties for free trade through the politicisation of supplies, and the 

U.S.-China rivalry has further accelerated GVC disruptions. As this conflict shifts from a trade war into 

a technology war it is making the regulation of data more difficult. 

While both the U.S. return to the TPP and India’s joining the RCEP do not look imminently probable, 

China continues to take the economic lead through the Belt and Road Initiative (BRI), especially seeking 

integration with Africa and Europe. The final goal of regional integration has been considered as Asia-

Pacific traditionally, but depending on the responses by the U.S., India, and China-EU relations, Indo-

Pacific or even Eurasia framework have emerged. Japan has welcomed the U.K.’s decision to join TPP 

as unleashing the potential of the pact as a middle power group beyond the region, thereby encouraging 

other participants to secure positions in GVCs via rule-based trade. Expanded TPP may share major 

interests with EU, such as rule-based trade, WTO reform, digital rules and movement of natural persons. 

Keywords 

Economic integration, Global Value Chains (GVCs), Trans-Pacific Partnership (TPP), Regional 

Comprehensive Economic Partnership Agreement (RCEP), Belt and Road Initiative (BRI), Trade war, 

COVID-19, Digital rules 
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Introduction 

Economic success in East Asia has been achieved by rapid globalisation.1 In the 2000s, in response to 

stagnated WTO rounds, most members started to seek Free Trade Agreements (FTAs) to improve 

market access, which triggered ‘competitive liberalisation’ (Solis et als 2009) in the region. After the 

establishment of the ASEAN Free Trade Area (AFTA) agreed by 10 members in 1992, ASEAN-plus-

one FTA accords, each with China, Japan, South Korea, Australia-New Zealand and India, were 

negotiated to pave the way for the Regional Comprehensive Economic Partnership Agreement (RCEP), 

finally agreed in 2020. On other hand, the U.S. joined the Trans-Pacific Partnership (TPP) initiated by 

P4 (Chile, Singapore, New Zealand and Brunei), together with Canada, Mexico, Australia, Peru, 

Vietnam, Malaysia and finally with Japan (TPP12), calling for ‘high standard’ FTAs. TPP12 was signed 

in 2016, but after the U.S. withdrew from TPP (under the Trump administration in 2017), Japan took 

the initiative to complete the Comprehensive and Progressive Trans-Pacific Partnership (CPTPP) at the 

end of 2018 (TPP11). In the tradition of the earlier Asia Pacific Economic Cooperation (APEC), the two 

large FTAs of TPP and RCEP were ultimately regarded to be integrated as the Free Trade Agreement 

by Asia-Pacific (FTAAP) in the future. 

However, as China continues to grow and to unveil its ambition to challenge the existent order led 

by the U.S., the hegemonic competition is beginning to complicate the future of economic integration. 

The U.S. and Japan have invited India to participate in security cooperation through a Free and Open 

Indo-Pacific (FOIP) strategic vision, while China tactically expands the Belt and Road Initiative (BRI) 

not only in Asia, but around the world, especially targeting Europe and Africa. The traditional 

integration goal of the Asia-Pacific is being challenged by these emerging geopolitics, with particular 

respect to the Indo-Pacific region and Eurasia. The rest of this paper will discuss how the recent 

difficulties faced by Global Value Chains (GVCs) will affect the bigger integration following CPTPP 

and RCEP, including options for the middle powers in Asia. 

1. U.S.-China trade war for the ‘rest of others’ in Asia 

As expected, one of the very first executive orders by President Joe Biden in January 2021 was to rejoin 

the Paris Agreement, to declare his administration’s multi-lateralism and demonstrate a clear departure 

from his predecessor. However, the move has proved to be a disappointment for many Asian policy 

makers, for it assigns a lower priority to trade itself. Should the priorities for the Biden administration 

remain in national healthcare, racial equality, job security, solutions to the immigration questions and 

climate change, all of which comprise the traditional democratic agendas, trade may play a subordinate 

role for the agendas. Based on the multi-lateral principles, the Biden administration will be more 

committed to rebuilding the WTO together with the ‘democratic allies’, which itself is good news for 

Asia. Before mushrooming FTAs, the region had committed heavily to multi-lateralism, and a better 

functioning WTO is still very welcomed. However, if environmental issues are given a high priority, 

naturally the regional focus may veer toward the EU, rather than to Asia. 

There is a second concern for the surviving ‘America first’ idea. In addition to multi-lateralism, the 

Biden administration announced the ‘restoration of America’s Global Standing’ repeatedly. Radical 

trade policies based intensively on tariff protection may be reconsidered, but, as the other executive 

 
1 Baldwin (2016) claimed that the world trade was shaped by three unbundling phases of economic activities across the 

border, after the industrial revolution. In his context, the so-called outward-oriented industrialization in East Asia from the 

1980s to 1990s has much benefitted by the first unbundling phase to boost international division of labor in finished goods. 

The second unbundling phase, which has taken place from the 1990s, has even provided better chances for the economies 

to participate in GVCs by responding to offshoring and task-based division of labor, led by innovation in services such as 

ICT. 
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order signed was ‘Buy American’,  and ‘America first’ ideas seemed to have survived in different ways. 

The ‘Buy American’ law revised by the Biden administration strongly encourages the federal 

government purchase to be locally allocated. Moreover, the requirements and implementation process 

became even stricter than those imposed by the Trump administration. 

A ‘Supply America’ policy was also initiated to review in 100 days, the GVCs of four strategic items, 

nominally, medical equipment, semiconductors, high-capacity batteries for Electronic Vehicle (EV) and 

rare earths such as neodymium, dysprosium, and cerium. Broader coverage of this policy is expected to 

expand to six other sectors, namely, defense, IT, public health, transportation, food and energy. 

Depending on their scale and implementation, these policies can hugely affect the GVCs in Asia. If the 

priority lies in sustaining jobs, minimum wage and living standards in the U.S., the cost for such policies 

should be considered as well as the benefit, especially in consumption goods. However, greater security 

considerations behind the trade of capital-intensive and intermediate goods may be more distorting for 

sophisticated and complicated Asian GVCs, especially those that involve China. 

Thirdly, the policies emerging from the rivalry between the US and China are, ironically, converging 

rapidly, leveraging domestic market powers, expanding trade and security linkages, justifying 

government intervention in the name of industrial policies and/or security, and influencing GVCs 

through domestic standardisation. In 2019, the Trump administration took advantage of both the Export 

Control Reform Act (ECRA) and the Foreign Investment Risk Review Modernization Act (FIRRMA), 

in an attempt to protect technology advantages. The ECRA mandate was to control export of goods, 

software and technologies that could be diverted for military purpose. The scope was expanded to 

biotechnologies and AI. The FIRRMA strengthened screening of inbound Foreign Direct Investment 

(FDI) to buy technologies. The American government put Huawei and 68 related companies on the 

entity list, then added another five firms to include those that manufactured super-computer products. 

The U.S. aimed to exclude certain Chinese companies from government purchases and from American 

(and allied countries’) national information infrastructures. The U.S. government also aimed to exclude 

Chinese companies from acquiring data in crucial technologies, and from acquiring personal information. 

A series of initiatives can be viewed as nationalistic on the part of the Biden administration, where 

slogans such as ‘Stand Up for America’ (intellectual property rights protection from cyber-attacks), and 

‘Innovate in America’ (counterattack against the theft of intellectual properties, government subsidies 

for advance technology development) proliferate. Now, not only trade but also potential investment 

opportunities are screened one by one for inclusion in the entity lists, including the following companies: 

Huawei, ZTE, Tik Tok and SMIC (semiconductor). 

In October 2020, China responded with the new Export Control Law to tighten the security protection 

through its own entity list. The country announced the ‘Rules on Counteracting Unjustified Extra-

Territorial Application of Foreign Laws and Other Measures’ (‘Rules’). These countermeasures have 

been instigated to safeguard China’s interests, including the legitimate rights and concerns of Chinese 

citizens. 

The GVC in Asia links the U.S. and China through market mechanisms, but the politics-driven 

decoupling process is seriously threatening them. Putting a company on the entity list can now be done 

and implemented arbitrarily without sound grounds on both sides. Without personal exchanges, further 

misunderstandings and distrust is likely. Japan owns large Foreign Direct Investment（FDI）stock in 

China, and the GVCs, both in China and the U.S., are fully participated by many Small and Medium 

Enterprises (SMEs). The inclusion of Chinese firms on the U.S. entity list has already negatively affected 

GVCs, and a counter response by China against U.S. GVCs will have the same effect. The security-

trade nexus may increase the possibility of these political interventions into the GVCs and may be even 

more threatening to countries other than the U.S. and China, such as Japan. When TPP-12 was agreed 

during the Obama administration, the pact was viewed as one which would secure a rules-based trade 

environment in complementing the WTO, and a means to virtually monitor China’s industrial policies. 

It was a big irony that the ‘middle powers’ would then rely on TPP11, without the U.S., to take 
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countermeasures against the U.S., whose government would adopt (anti-competitive) trade policies 

similar to China’s. 

2. Challenges for the GVC in Asia 

Recently the GVC in Asia has been challenged by three factors: (1) the U.S.-China trade war, (2) trade 

disruption caused by COVID-19 and (3) reshoring by Multi-National Enterprises (MNEs) responding 

to rising costs in emerging economies, including China, and digital transformation (DX) at home. Three 

factors have entangled to pressure GVCs established pre-pandemic, which are transforming in 2021. 

While (3) reshoring had already begun around 2015 in response to market changes, (1) and (2) have 

followed to affect GVCs since 2018 and 2020, respectively. 

The strengthened security-trade linkage in (1) and (2) has begun to encourage (3), especially for the 

U.S. and Japan, which led the GVC development in Asia. As the rivalry intensified during the Trump 

administration, awareness of so-called hidden costs of outsourcing and offshoring has increased in both 

countries, including intellectual property rights protection, technology theft, and ‘unfair’ competition 

with state-owned enterprises (SOE). 

Responding to the trade war, China has tried to use its GVC hub status as leverage to bargain or 

influence change, in fact, against other countries more than against the U.S. At the time when China 

first suffered from COVID-19, trading partners were forced to realise the huge presence of GVCs. In 

2019, ‘Factory China’ dominated 43.1% of global textile export, 40.3% of PCs, 39% of telephones, 

33.5% of air-conditioners, and 30% of apparels; the supply disruption caused serious problems for 

GVCs. China is the world’s biggest supplier of Personal Protection Equipment (PPE) for medical 

purposes, producing 64% of surgical masks, 59% of googles, 47% of protective wear and 37% of gloves. 

After China arrested cases of infection and while the rest of the world suffered, China attempted to 

leverage its position strategically, even controlling PPE supply from the MNEs producing in China. As 

the risk of concentration emerged and robustness and resilience in GVCs started to be valued, (3) has 

become an attractive option. Following the U.S., Japan and other mature economies began to extend 

policy support for reshoring, and for GVC that outsourced elsewhere. The other option was to cooperate 

with TPP members for securing medical supplies. 

(1) Changing GVCs in Asia 

Before analysing the impact of the above three factors, it may help to review the GVC in Asia. In Global 

Value Chain Report (2019), Li, Mong, and Wang (Chapter 1) topologically summarise the changes in 

GVC from 2000 to 2017, based on the Asian Development Bank’s (ADB) Input-Output (IO) tables. 

They categorise value-added production into four types; domestic (domestic supply and domestic 

consumption without cross-border trade), traditional trade (domestic value-added, embodied in final 

exports), simple GVC (one time, cross-border trade, domestic value-added in intermediate export/import, 

used by the partner for local consumption) and Complex GVC (cross border trade in which items crossed 

borders at least twice, for intermediate exports/imports used by partner export). Since 1995, assessors 

have found that domestic value-added production activities as a share of global GDP have fallen 

gradually to around 80%, while Simple GVC has grown more rapidly than traditional trade since 2009, 

after the global financial shock. Complex GVC has shown similar trends but the share remains at around 

5% of global GDP. In Figure 1 (Traditional trade) and Figure 2 (Complex GVC), the size of bubbles 

shows the relative share of value-added export/import in global trade, and the thickness of the link shows 

the relative share of value-added flow between the partners. 

On the supply side in traditional trade, Figure 1 shows that while the GVC in Europe and Americas 

remains stable, in Asia, China took over Japan’s hub position in the 2000s, even including the huge trade 

with the United States. Unlike Japan in 2000, China has become a unilateral supplier for not only the 

U.S., but also Japan and the rest of Asia. In Complex GVCs in 2017, China became an independent hub 
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in Asia, independent from the U.S. China has outgrown Japan as a supplier, but the volume of business 

for Complex GVCs is smaller than traditional trade business. Many Asian economies switched their 

supply hubs from the U.S. to China in 2017, while supply chains between Korea and China achieved 

outstanding integration. 

On the demand side, the presence of China was marginal in 2000 but has been catching up with 

Germany and the U.S., developing a vertical network with Japan and the rest of Asia since then. For 

complex GVC networks, the data shows an impressive change in the disappearance of inter-regional ties 

between the U.S. & Germany and the U.S. & Japan, implying regional ‘independence’. However, on 

the demand side, interestingly, China’s bubble is still relatively small. In fact, Japan and Korea have 

actively participated in GVCs to shift into more value-added products by committing to free trade. The 

gap between traditional trade and complex GVC networks is larger on the demand side than on the 

supply side. 

Figure 1. Traditional trade and Complex GVCs in Supply 
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Figure 2. Traditional trade and Complex GVCs in demand 

 

 
 

 
 

Source: Li, Meng and Wang (2019) 

(2) The U.S.-China trade war 

Figures 1 and 2 are based on the Input-Output database at the national level, and they do not accurately 

reflect the actual GVCs at the firm level. For example, China’s traditional export figures were based 

largely on processed exports until 2005 when reform was made, but still some 30% of exports and 

imports are led by this type of trade, relying on MNEs. Export by MNEs denoted 38.7% of China’s 

export in 2019 and 36.0% in 2020 (General Administration of Custom, PRC), though the share 

substantially dropped from a peak of 60% in 2005. China has not announced inward FDI stock officially, 

but, according to UNCTAD, many MNEs have opted to invest in China through Hong Kong and their 

GVCs have been affected by the trade war, thus official figures can be far underestimating the trade 

war’s effects. 

UNCTAD announced that FDI into China continued to grow, reaching $163 billion in 2020, 

registering China’s place as the largest recipient during the pandemic, surpassing the U.S. The FDI stock 

in China, if Hong Kong is added, remains at 10%, as compared to 26% taken by the United States. 

Considering regulation levels, China seems to have greater capacity for attracting FDI. However, even 

without the trade and tech wars, China had begun to lose export competitiveness, partly because of rising 

wage and other costs. Higher tariffs have only forced MNEs to restructure GVCs, thereby negatively 

affecting the Chinese economy. 

As Table 1 shows, the Trump administration based the trade war on tariffs; China responded in the 

same way, immediately. However, as even former President Trump mentioned, a final ‘deal’ was 
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expected, and the tariff escalation was regarded as the game of bluff to determine which country would 

take the lead. And indeed, at the end of 2019, the ‘Phase One deal’ was negotiated for the U.S. to cancel 

the List 4B measures. It reduced by half the tariffs in List 4A, while China promised to import $200 

billion of American goods and services, while undersigning IPR protection and agreeing to stricter 

technology transfer enforcement. Careful examination of the results of the ‘Phase One deal’ reveals that, 

though responses by MNEs in China were relatively composed, except very trade-dependent South 

Korean or Taiwanese MNEs. Trading bodies from the U.S., Germany/EU and Japan surveyed their 

MNEs operating in China in 2019 (Table 2), and obviously the American Chamber of Commerce 

reported the most pessimistic picture, yet still 68% of MNEs continued investment in China over the 

next one to two years. Similarly, German investment in China deepened for 67% of its MNEs, and for 

43% of Japanese MNEs. 

Table 2 shows the major options for MNEs in China were (1) separating the GVCs between the two 

rival markets to push local production and sales, (2) changing allocation networks by inviting third 

parties, (3) relocating production to third countries. Separating the GVCs between the rival markets, like 

in (1) was the dominant focus, especially for Japanese MNEs. This may reflect the longer history of 

Japanese GVCs in China: these initially aimed at offshoring away from Japan, to export goods 

worldwide. In comparison, U.S. and German MNEs were focused on domestic sales in China from the 

beginning of their FDI boom there, especially in the auto industry. Japan contributed to processing trade 

from China but has only recently started to penetrate the Chinese market. Japan’s history of FDI into 

Asia began with offshoring to overcome exchange hikes, but the key export markets remained the 

Western ones and Japan itself. 

Another difference for Japanese MNEs is the presence of well-developed GVCs in Asia. Japan’s FDI 

in China makes up only 7% of its total FDI stock for the year 2019, while Japanese FDI in ASEAN is 

more than double that, measuring over 14% of its total outward stock. After some Japanese MNEs in 

China were attacked by riots in 2012, the Japanese government and Japan’s MNEs have constantly 

sought to diversity and transform GVCs. The hope was to realise a robust and resilient allocation 

network through a ‘China plus one’ strategy. Due to industrial accumulation in the auto industry, 

Thailand has led this shift, but recently FDI into Vietnam has increased intensively, thanks to attractive 

labour costs and good production quality, especially after the country’s entrance in TPP. Though option 

(3) is limited, (less than 10% in Table 2), Vietnam was considered as the top relocation destination, 

followed by Japan (reshoring). 

There seem to be several reasons that Japanese MNEs in China are less concerned about the trade 

war; first, as shown in Figure 1, in terms of traditional trade in supply, U.S.-China trade is unilateral, 

especially in industrial goods. While the U.S. suffers from higher tariffs on imports from China, China 

or MNEs in China do not suffer too much in industrial sectors. According to JETRO’s 2020 survey, 

Japanese MNEs based in China procured 67.6% of their raw materials and intermediate goods in China,  

25.3% from Japan, 2.2% from ASEAN and just 0.5% from the United States. On the other hand, the 

export destinations of those same China-based Japanese MNEs are primarily Japan with 62.4% of the 

shares, while Korea, Hong Kong and Taiwan account for 11.6%, ASEAN accounts for 9.8% and the 

U.S. share is just 5.1%. Therefore, for Japanese MNEs based in China, ‘Factory China’ is already 

decoupled from the U.S., which is shown in Figure 2 regarding Complex GVC in supply. 

If this is the case, Japanese MNEs in the U.S. may be more affected than they are in China. In a 2019 

survey by JETRO, 40.8% of Japanese MNEs expected a negative impact on their GVC. Interestingly, 

while most MNEs in China are taking option (1), Japanese MNEs in the U.S. find it difficult to do so, 

due to the higher competition in that market. And with respect to option (2), allocation change from 

China tends to be substituted by either the U.S. (local allocation) or ASEAN including Vietnam. Supply 

to the Chinese market (from the U.S.) however, tends to be substituted only infrequently by either Japan 

or ASEAN. In option (3), the U.S. based Japanese MNEs tends to relocate intensively to Mexico, tyring 

to substitute the production in China or in the U.S.. Relocation to Japan or Taiwan is very limited. The 

GVC responses above show Japan and Mexico’s strong commitment to the TPP. 



Integration in Asia Following Mega-FTAs: Asia-Pacific, Indo-Pacific, or Eurasia? 

European University Institute 7 

It is not only Japanese MNEs in Asia that are pressured to reshape the GVC. In fact, the pressure has 

been stronger for export-oriented MNEs from Korea, Taiwan and even China. Taiwanese MNEs 

contributed greatly to mainland China’s export figures until around 2010, but recently Taiwan has begun 

to diversify the GVC into the U.S., Mexico, ASEAN, India and other South Asian countries. In addition, 

since 2019, Taiwan has launched a successful action programme to encourage business to bring 

production back home by providing infrastructure and various business incentives. Production share for 

Taiwanese MNEs in China dropped from 50% in 2016 to 45% in 2019, lower than 47.5% in domestic 

production. Similarly, Korea’s FDI in China reached around 40% in the early 2000s but dropped to less 

than 10% thereafter. Conversely, Korean FDI investment in Vietnam increased intensively in the late 

2000s. However, unlike Taiwan, Korea has not been successful in encouraging reshoring. Finally, 

Chinese MNEs have also sought relocation into Vietnam. In 2019, China became the top investor in 

Vietnam, followed by Thailand. Local governments in China started to build industrial parks, in Vietnam, 

Thailand, Indonesia, Cambodia and Laos, beginning in the 2000s. However, the U.S. government has 

checked China’s relocation investment for fear it was circumventing the tariffs. On the other hand, since 

2016, China started to suffer from current account deficit to control outbound FDI. Therefore, the 

sustainability of China’s GVC shift into ASEAN is not certain yet. However, if relocation from China 

continues, the U.S-China trade war can easily spread into ASEAN, and even include many American 

MNEs relocating to ASEAN as well. 

Table 1. The U.S.-China trade war under Trump administration 

 
 

Source: JETRO (2019) 

 

Table 2. Survey results on the trade war in 2019 (%) 

 
 

Source: JETRO (2020) Survey on Business Conditions of Japanese-Affiliated Companies Survey 

U.S. 

List 1 List 2 List 3 List 4 A List 4 B

Date Jul. 6, 2018 Aug.23, 2018 Sept.24, 2018 Sept. 1, 2019 Dec. 15, 2019

Trade volume ($ Billion) 3.4 16 200 120 160

Tariff lines 818 284 5745 3243 555

Additional tariffs (%) 25 25 10 (Untill May 9, 2019) 15 15

25 (After May 10, 2019) 7.5 (After Feb. 14)

Major items
Auto, Disk drive, Pump,

Printer parts…

Semiconductor, Plastic

products, Chemical

goods…

Food, Furniture,Texitle,

Auto parts, Switchbord

….

Memory chip, TV,

Apparel, Watch…

Mobile phones, PC, Video

game machine, Toy,

Shoes….

Implementation 〇 〇 〇 〇 Suspended

China

List 1 List 2 List 3 List 4 A List 4 B

Date Jul. 6. 2018 Aug. 23, 2018 Sept. 24, 2018, Jun. 1, 2019Sept. 1, 2019 Dec. 15, 2019

Trade volume ($ Billion) 3.4 16 60 29 45

Tariff lines 545 333 5207 1717 3361

Additional tariffs (%) 25 25
5/10 in 2018,

5/10/20/25 in 2019
5/10 (Tarrif cut) 5/10

Major items
Soy beans, Cotton,

Beef, Fish, Auto…

Auto, Air craft parts,

Chemical…

Wood, LNG, Glass,

Laser mahcines…
Shrimp, Xray machine... Wood, Auto parts, Textile..

Implementation 〇 〇 〇 〇 Suspended

American

Chamber of

Commerce

German

Chamer of

Commcerce

JETRO

Trade war affect GVC 74.5 83 46.6

More investment in China 68 67 43.1

(1)More sales in China 35.3 37 73.7

(2)Allocation changes 25.2 10 9.9

(3)Production changes 19.7 7 9.2
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(3) COVID-19 trade disruption 

COVID-19 revealed the vulnerabilities of complex GVCs, re-opening the debates on their efficiency, 

robustness, and resilience. There are various factors for GVCs disruption besides the pandemic; natural 

disasters, geopolitical risks and terrorism, technical problems in infrastructures, and trade policy changes 

can cause abrupt disruptions. GVCs can also be disrupted by either demand side (in pandemics, ad hoc 

lock downs severely decreasing demand) or supply side (supply capacity constraints and its contagious 

impacts on GVCs, logistic troubles, and other border controls), or a combination of both. For a robust 

supply of basic or strategic goods such as food or energy, a balanced combination of efficient local 

production, diversified imports and appropriate levels of reserves have earned a justified reputation. On 

the other hand, efficient supply of most industrial goods has been sought by complex GVCs, especially 

in Asia, where most countries intensively compete to participate in GVCs. Before the COVID-19 

pandemic, medical supplies like PPE were deemed ordinary, industrial commodities. However, the 

pandemic turned PPE into strategic goods, and there has been a tendency to follow for many other 

suddenly necessary items, which has put enormous pressure on GVCs (UNCTAD (2020)). 

Since the speed and scale of the virus spread was unexpected, a huge demand-supply gap appeared 

in medical equipment. PPE reserves were very limited in most countries, and local production could not 

catch-up with demand quickly. The supply was very concentrated in China; to find PPE in the other 

places was difficult. In May 2020, Japan reported 96% purchase of imported masks, 73% of googles, 

and 80-90% in protection wear from China, even including the production of these items by Japanese 

MNEs in China. The government decided to subsidise relocation of production to Japan with a $2.1 

billion investment while seeking diversification into ASEAN by $223 million2. 

Alongside the difficulties of sourcing PPE, disruption intensities differed across the industries; 

obviously, certain services and their GVCs were directly impacted in densely populated Asia in areas 

such as transportation, logistics, sightseeing, restaurants, and other personal services. Since Wuhan in 

China was first struck by COVID-19, where the auto industry is heavily concentrated, GVC disruption 

started in this sector first, severely affecting its long and complicated chains. However, this time, the 

decrease in global demand for cars almost matched the supply side effects. In contrast, the largest 

production concentration in China is in ICT equipments, and demand for final goods skyrocketed due 

to online activities. In this area GVC disruption impacted consumers far more directly, including PCs, 

PC cameras, headsets, storage and other digital necessities. The GVC disruption in ICT equipment 

stimulated Japanese government interests in promoting the reshoring of its production, in addition to 

that of PPE. 

However, the restructuring of GVCs in response to COVID-19 disruption has been slow and less 

politicised in Asia over-all, including Japan, than it has in other parts of the world, and there seem to be 

several good reasons. First, Figures 1 and 2 show that China’s status as the hub of GVCs is already well-

established for Asian partners, especially in the ICT sector, and especially for Taiwan and Korea, making 

decoupling totally unrealistic. Figure 3 shows the Complex GVCs in the ICT sector from the same 

source as in Figure 1 and 2, and it is only Korea and Taiwan which have created the intra-active and 

huge value chains with China. China has emerged as the most competitive and recently, the most 

innovative location for ICT production, and, as the upstream supplier, Japan has participated in these 

chains, integrating more through Taiwan. Korea has decoupled from Japan recently. Also, the GVC in 

East Asia is very established, not only led by MNEs at assembling level, but also led by active 

participation from SMEs with multi-layered suppliers across the borders. The response in Table 2 has 

not changed drastically even in later surveys by different organisations3. 

 
2 "Japan Reveals 87 Projects Eligible for 'China Exit' Subsidies." Nikkei Asian Review, Jul 17, 2020., or for summary see 

David Arase, 2020. 

3 In the survey for Japanese MNEs by Nikke in April in 2020, the answers for multi-resources reached 29.2% but production 

shift from China remained at 10.7%, and reshoring to Japan was only 2.9%. 
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Figure 3. Complex GVCs in supply for ICT sector 

 

China’s dominant presence is spread over all manufacturing. According to METI (2020), China secures 

more than 50% of global market share in 459 products out of 6,553 products by Harmonized System 

six-digit trade statistics classification in 2019. Even though the country’s trading volume is not as big 

for ICT equipment, toys, shoes, and lights, certain kinds of antibiotics, reagents, catalysts are heavily 

dependent on China for medical supplies. Japan is no exception; out of 4,178 products imported from 

China, the number of Made in China products that exceeded 50% market share reached 1438. In addition 

to electronics in general, fish and vegetables and chemical goods trades are even more dependent on 

China. ‘Factory China’ is so well-established globally, that it would be difficult and costly for Asia to 

diversify the allocation resources and to increase inventory. 

Second, China has become more of a consumer market than a ‘Factory China’ supplier. 

Notwithstanding Japan and Korea with huge GVCs in automobile industry, China is the world’s number 

one car market, already 1.5 times the size of the U.S., and with higher potential. The paradigm shift into 

electric cars is expected to be the biggest engine for the post-Corona times, and China is trying to use 

this leverage most powerfully. This prospect has provided Asia with certain optimism for the future of 

the two rivals; the markets may be decoupled, but not totally in the end. The Trump administration 

suspended the 4-B list for higher tariffs, which consisted of consumption goods such as furniture, toys 

and shoes. The decision was interpreted as the sign of recognition that imports from China had sustained 

the economic welfare of American consumers, and vice versa, so that the American business community 

would not tolerate losing business opportunities with the Chinese market. 

Thirdly, COVID-19 innovated consumption in China radically at the time of lockdown. While shop 

front retailers were challenged seriously, online shopping attracted major consumers all over the world. 

China’s online purchasing platform had been already innovative through intensive use of mobile phones; 

COVID-19 accelerated this trend further with innovative financing services and settlement, information 

share by SNS with key opinion leaders, live shows and AI-based innovation in logistics. China instituted 

an E-Commerce law in 2019, allowing tariff incentives, preparing even a special district for the service. 

METI (2020) estimated that China’s E-Commerce market is the largest in the world, measuring $1.9 

trillion in 2019 in Business to Consumer (BtoC) trading, three times as large as the size of the U.S. 

market. China’s E-Commerce is expected to reach $4.1 trillion in 2023. E-Commerce denotes 36.6% of 

all trading inside China and is expected to reach 63.9%. Japan has been the biggest beneficiary for the 

growing service, taking 20.8% of the market, followed by the U.S.: 16.0%, and leading EU economies: 

16.1%. In terms of E-Commerce, China is importing more than exporting, and Business to Business 

(BtoB) trading is also increasing rapidly. Further development of E-Commerce is expected to contribute 

to GVC development to counter pressure from the COVID-19 disruption. 
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(4) Reshoring and localisation in China 

While the impact of COVID-19 reshaping the GVCs remains relatively slower in Asia, pressures for 

reshoring may come from Biden administration trading policies as well as digitalisation. Biden’s new 

team has not cancelled the existing higher tariffs and other polices for China in the spring of 2021. 

However, the targeted GVC has created gloomy uncertainties in Asia, even more than tariffs. In March 

in 2021, the Biden administration started to review GVCs in four specific areas: semiconductors, high-

capacity batteries for Electric Vehicles (EV), pharmaceuticals and rare earths, and is planning to monitor 

defense and public health-related goods, telecom, transportation, energy and food sectors. 

With regard to rare earths, the U.S. has worked with Australia. For Asia, the pressures for the GVCs 

in semiconductor and batteries sectors pose more serious threats. The 2021 NDAA in January included 

‘Multi-lateral Telecommunication Security Fund’ and ‘Multilateral Semiconductor Security Fund’ to 

encourage R&D and to enhance GVCs among allies. In telecom, the programme will support secure and 

trusted communication technologies with foreign partners such as the U.K., Canada, Australia, New 

Zealand and Japan, and lead standardisation of next generation technologies. The semiconductor 

programme supports the development and the GVC by ‘measurably secure’ partners, sharing similar 

export controls against China. In terms of global semiconductor production capacity, Taiwan has the 

largest share: 22%, Korea: 21%, and Japan remains at 15%, the same size as China, followed by the U.S. 

with 12% (VLSIResearch (2020)). Responding to the supply shortage since 2021, the American 

government subsidised the Taiwanese foundry, TMSC’s investment of $12 billion into Arizona, and 

Japan helped fund the company’s R&D centre, located in Japan. Japan became relatively minor in final 

goods, but has participated the GVC upstream, including manufacturing equipment, its parts and 

components and materials. According to VLSI research, the world’s top 15 semiconductor equipment 

manufacturers consist of 8 Japanese firms, 4 American firms, 2 EU firms and only 1 Chinese firm. After 

Japan expressed distrust of Korea in regard to controlling strategic materials for semiconductors in 2019, 

Korea defended the actions as responses to the challenges of free trade, and strove to increase upstream 

GVC participation with intensive subsidies to localise production. As a result, Korea may try to be listed 

in the top semiconductor equipment group in the future, but the country may be influenced by its status 

as a ‘measurably secure’ partner, and as a country whose leading firms have large production stakes in 

China. Japan implemented export controls against Korea after the U.S. strengthened ECRA, and the U.S. 

alliance policies may constantly influence the semiconductor GVC. 

In response to U.S. policies, China has implemented her own version of the entity list system in 2019; 

the list was to monitor the firms that ceased transacting with Chinese firms without citing commercial 

purposes, firms that could threaten national security or Chinese firms through discriminatory action by 

stopping trade. China claimed the list was based on fair competition, not as a direct counter to the 

American list. However, the American list banned ‘diversion’ of products with over 25% of American 

contents, even those products made by the third country firms. If China follows the suit GVCs in Asia 

could be seriously threatened. In addition to American tech firms banning the supply of Huawei, other 

foreign firms can be the targets of this practice. Japan already experienced the supply cut in rare earths 

from China when there was a security crisis over Senkaku island in 2010, though the Chinese 

government denied the export control. If the entity lists are maintained in both countries, by nature, 

knock-on effects are anticipated for third parties that have participated in the huge GVCs between these 

two rivals. Many lead firms involved in GVCs from Europe and Japan will be exposed to these 

uncertainties for many years. 

Though GVCs are being threatened, considerations for reshoring and drastic changes in GVCs seem 

to be limited at least for a certain period. Considering the wage and other cost hikes in China, reshoring 

may happen in some conventional businesses such as textile and apparels, shoes, toys, and ceramic 

wares, industries in which China has dominated more than 30% of global supply. But the possibilities 

for PC and smart phone production reshoring seem to be small, and even  more limited in auto industries. 

The production of conventional products is difficult to monitor for security. As mentioned before, China 

has established the GVC; finding the substitute for China is not an easy task, taking into account the risk 
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of being kicked out of Chinese market. What is more is that ‘Made in China 2025’ bears import-

substitution characteristics, so that, unlike conventional industries, the existing system has not 

encouraged MNEs to participate in R&D and production localisation in China from the beginning. 

Therefore overall, the advent of considerable reshoring looks small. 

In ICT hardware China’s hub presence in GVCs has been supported by the country’s huge 

accumulation and well-functioning production network, one that has taken decades to establish. China 

has not only succeeded in attracting MNEs for processing exports, but also in establishing networks 

with a large number of local firms, including SMEs. This was demonstrated when both the U.S. and 

Japan tried to localise PPE in vain. In contrast, China responded by increasing demand for PPE supply 

with amazing speed. 

Apple engaged trading partners for smart phones as Table 4 shows. According to the headquarters-

based partners (left), the GVC looks well balanced, but examining production sites level (right), it is 

clear that Apple’s GVC is heavily dependent on China, obviously through Taiwan’s network. Though 

the U.S. partly succeeded in breaking the China-Taiwan network, still China’s dominance remains in 

terms of actual GVCs, rendering reshoring to the U.S. costly. 

Table 4. Apple’s partner list in 2019 

 
 

Source: Calculated by author from data in Apple, 2020, Top suppliers list 

(https://www.apple.com/supplier-responsibility/pdf/Apple-Supplier-List.pdf) 

 

In addition, the targeted products for ‘Made in China 2025’ include Next generation ICT, Robots, Space, 

Ocean development, Public transportation, Electric Vehicles (Connected cars), Electricity, Agriculture, 

New materials and Pharmaceuticals, mostly for BtoB business, except EV. Those products that interface 

with military technologies are regulated with respect to the access of foreign firms, and, even if allowed, 

the business may easily be reclassified on the entity list if there are troubles. China has restricted foreign 

ownership in gasoline-powered cars to encourage technology transfer to date, but even after the country 

became e the largest global market for cars, the catch-up speed for conventional car production was 

slow. 
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Recently China has leapfrogged by heavily investing in EV. The GVC in EV may be longer and 

more complicated than ICT, implying higher costs for resilience4, buy it is uncertain whether the shift 

into EV will change the nature of GVCs. However, if China succeeds in EV innovation, at least in its 

early period, the GVC would concentrate on China, and a large number of intermediate goods producers 

from the world will be pressured to contribute to the decoupled environment from home. 

On the other hand, the shrinking production cost gap between emerging countries and mature 

economies has been reported, in efforts to encourage reshoring. In the U.S., the number of employees 

in manufacturing declined in the 2000s; in 2012 about 5 million jobs were lost. At that point the Obama 

administration promised to increase millions of jobs through tax cuts and inbound investment promotion. 

And indeed around 2014, the shale gas revolution initiated a first round of reshoring. Since the Biden 

administration committed to minimum wage hikes, reshoring scales may be affected by the speed of 

establishment, rather than by energy costs. However, at present, manufacturing continues to face the 

paradigm change more rapidly, based on new technologies such as the Internet of Things (IoT), AI and 

robots. The process has started to be fairly data-driven and in many cases, labour-saving. Therefore, the 

comprehensive cost structures for MNEs are not predictable, and if productivity is highly depending on 

data analysis, it may encourage reshoring. Basic rules for cross-border data movement are not 

established and incapable of following the speed of digitalisation. 

The U.S. complained that China and some other emerging countries tried to maintain the data within 

their own territory, and to force technology transfer by requesting source code opening by controlling 

all the servers. The TPP was the first FTA to include these data rules, but after the U.S. walked away 

from TPP, the rivalry became more hegemonic. The difficulty in sharing rules for data may also 

encourage decoupling, in addition to reshoring. 

3. The post Mega FTA integration in Asia 

(1) Institutional constraints for GVCs 

As we have seen, the GVCs in Asia are now under various pressures. Their presence is unique, however, 

as the real drivers of regional integration. The economic success achieved by GVC participation, mainly 

in manufacturing, is possibly the sole outstanding common experience in Asia, beginning with Japan, 

the Asian four little tigers, ASEAN and China. This experience is very different from the rest of the 

world, where the focus has been, for instance, EU integration with political ideals, and U.S. integration 

based on power. Most Asian economies except India established the economic foundation by so-called 

outward-oriented development; anti-globalism remained relatively weak. The commitment for GVC 

participation remains strong, not only among the policy makers and lead firms, but also among SMEs. 

Even after the financial crisis at the end of 1990s, recovery was led by export, which has reenforced the 

optimism. 

However, this healthy foundation does not obviate the fragilities in many emerging economies, 

including lack of smooth exit for failed firms, financial inclusion for SMEs and households, venture 

eco-systems, labour market flexibilities and vested interests of SOEs. Institutionalisation has followed 

the realities in GVCs, though fortunately has not bothered them so far. The process has its own limits, 

both in requiring consistency with WTO standards and in adhering to domestic laws and institutional 

regulations. This is the reason why RCEP is assessed as setting a far lower standard compared with TPP 

or the less ambitious CPTPP. 

 
4 At the time of Great East Japan earthquake, researches found the stickiness of automobile GVC, which are used as the 

evidences that resilience may be achieved better than relying on concentrated resources, rather than multiple resources, for 

the information sharing tend to be better with desperate cooperation pressures. 
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With respect to RCEP, Japan hoped to encourage GVCs by introducing a common tariff among the 

15 members, together with ASEAN5, but was blocked by China and Korea. Tariff elimination reached 

91% in terms of tariff lines and 89% by trade volume; ostensibly RCEP satisfies the WTO’s Article 

XXIV. However, all tariff concessions were made in bi-lateral terms to complicate the structures. Japan, 

China and Korea have finally realised a free trade environment through the RCEP, but China’s tariff 

elimination for industrial goods against Japan only reached 86.3%, followed by Korea’s 91.6%, with a 

long list for exceptions concentrated on machinery. China similarly excluded all passenger cars as well 

as many major units like engines and related parts against Japan and Korea. On the other hand, Japan 

protected the agricultural sector, while committing to 82% of tariff elimination in this sector in TPP. In 

RCEP, Japanese agriculture sector tariffs were lifted only 61% for ASEAN, 56% for Australia and New 

Zealand and 46% for both China and Korea. One progressive aspect of RCEP is its rule of origin that 

generously allows accumulation of values produced in member countries. Due to the long list of 

excluded products, expectations for RCEP encouraging GVCs remain low. 

Considering the impact of new technologies, concern for GVC disruption remains in the region. The 

TPP agreed to (a) free movement of cross-border information by electric means, (b) restriction on server 

and other information facility localisation and (c) prohibition of source code opening/ access 

requirements. In RCEP, (a) and (b) were put into the pact, but (c) was left untouched. And even in (a) 

and (b), arbitrary or differential treatments were prohibited, but waivers were given for the ‘justifiable 

public policy purposes’ and ‘protection of significant interests for security’. Therefore, the risks of 

emasculation remain, depending on implementation. What is more is that the entirety of Chapter 12 for 

Electric commerce is not covered by Chapter 19, Dispute settlement, and there is no other means of 

control but negotiation or submission to the RCEP Committee. 

(2) Geopolitics in integration 

However, as the first high standard pact, the TPP has influenced the RCEP substantially in a 

comprehensive in 20 chapters (TPP itself was covered in 23 chapters). RCEP has so-called ‘WTO plus’ 

or even ‘WTO extra’ coverage, including strengthened IPR protection (the authorities in member 

countries can reject or cancel malicious patent registration), and an independent chapter for electric 

commerce. On the other hand, RCEP is lacking in chapters concerning SOEs, environment, labour, and 

government procurement does not cover liberalisation. Up until the U.S. abandoned TPP in 2017, there 

had been a consensus based on APEC tradition that no matter what the process, the goal was to integrate 

the Asia-Pacific, and convergence of TPP and RCEP was supposed to pave the way. However, as 

mentioned, expectation for the U.S. to come back to TPP is small at least in short-term. On the other 

hand, China’s willingness to participate in TPP has been interpreted as a political bargaining position, 

so far, but it complicates the prospects for Asia-Pacific integration. Korea, Taiwan, Thailand and even 

Indonesia have already shown their interests in participating in TPP, but the domino effect is not be 

expected until the return of the U.S. 

On the other hand, RCEP has failed to bring India into its enclave, despite years of effort. India has 

not shared the successful experience of GVC participation in the past, even attracting export-oriented 

MNEs. Despite recent “Make in India” policies to promote manufacturing to reach 25% of GDP by 

2022, progress has been slow. Manufacturing is still less than 20% in 2019, and India remains less 

successful in GVC linkage within Asia.  As Table 5 shows, India has unbalanced value linkage with 

Asia, only 16.9% in export and 58.8% in import, and the country shows a trade surplus only with 

Philippines, Indonesia and Australia. The presence of China is already outstanding in its imports, and 

the idea of RCEP participation through intensive market opening would not win the national consensus. 

Japan has tried to invite India to counterbalance China in the RCEP, but this looks still very difficult. 

 
5 ASEAN has completed ASEAN Free Trade Aria (FTA) by common tariff system and wished to maintain this rule to push 

“ASEAN centrality” in the region.  
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India has a comparative advantage in services, especially in Asia, but the service sector liberalisation in 

RCEP remains slower. It was only Japan, Korea, Indonesia, Malaysia, Singapore, Australia and Brunei 

that agreed to go with the negative list and to be more committed to liberalisation, which was also 

discouraging for India. 

As the TPP prepared special treatment to lure the U.S. to return, the RCEP also provided India with 

the rights to reopen negotiations upon enforcement of RCEP. In 2020, Japan proposed a Free and Open 

Indo-Pacific（FOIP）cooperation framework, and India joined this framework with the U.S. and 

Australia. India has not participated in GVC-driven integration in Asia fully, which would allow the 

security cooperation to take the initiative earlier in FOIP. If the U.S. return to the TPP takes a long time 

and India’s come back to the RCEP proceeds, this will change the prospects; rather than the traditional 

framework of Asia-Pacific, Indo-Pacific cooperation, may challenge China’s dominance in RCEP. 

Table 5. India’s value chain linkage with major Asian economies (2020) 

 
 

Source: WITS Data base, based on BEC classification 

 

Finally, further progress of China’s Belt and Road Initiative (BRI) may affect the region’s GVCs. BRI 

is a comprehensive economic cooperation approach based on bilateral memoranda with China, which 

are usually not published. The number of BRI partners reached 138 in January 2020, and economic 

relationships appointing China as the hub are quite varied among members. Sano (2021) categorised the 

relationship based on economic scores (FDI, trade dependency, construction contracts (each 20%) and 

FTA, currency swap, third country cooperation and Digital Silk Road memoranda (each 10%), and 

political scores (number of attendees in BRI meetings, number of top leader exchanges, partnership 

position (each 20%), and voting for Hong Kong and Uighur issues in U.N, number of 

embassies/consulates, number of Confucius Institutes, number of students in China per 10,000 persons 

(each 10%)). The results are summarised as in Table 6. 

As BRI originated as a geo-political and geo-economic strategy, naturally Asia was targeted 

intensively. LDCs like Cambodia, Laos, Myanmar, Pakistan, Mongolia, Kazakhstan, Kirgizstan, are 

dependent on China heavily, both politically and economically, while the country’s influence has 

continued to expand vis-à-vis Malaysia, Vietnam, Indonesia, Thailand, and Korea, all in the red group 

in Table 6. The red group is largest in Africa, but the blue and light purple groups, (economically 
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dependent, but politically remote or the opposite combination) are also large. In contrast, in Europe and  

Russia, Italy, Greece, Portugal, Hungary, Poland and others are politically participating in BRI but 

economically far from China. Italy stands out among G7 members, by being involved in China’s PPE 

diplomacy after COVID-19, yet when voting in the UN, the country stands on the EU side. 

Table 6. Political and Economic Linkage with China among BRI members 

 
 

Source: Calculated by author from findings in Sano (2021) 

 

As long as the Biden administration continues to strengthen Asia-Pacific partnerships like FOIP and 

continues to compete with China, China’s geopolitical options will try to encourage Japan’s economic 

dependence on China further. This will increase China’s leverage, and could do the same with respect 

to EU dependence. China officially announced planned engagement with the TPP, probably before the 

U.S. came back. In its strategic promotion of cross-border E-commerce, the government has welcomed 

Japanese active participation. COVID-19 seriously stagnated China’s infrastructure export for the BRI, 

while accumulated debts have started to create pressure6. The country has recently shifted BRI strategies 

from traditional infrastructure to new infrastructures, such as 5G telecommunication, AI, IoT, block-

chains, Intelligent Transportation System (ITS), smart cities and smart energy. In addition to these 

‘Digital Silkroads’, a ‘Health Silkroad’ was also proposed, and is supported by vaccine supply. 

At the end of 2020, EU and China forged a Comprehensive Agreement on Investment (CAI), and 

China hoped to enlist EU participation for EV and medical, property, advertisement, marine and cloud 

services. Because of rivalry with the U.S., China’s approaches to the EU, the largest market for Chinese 

export, are expected to continue consistently. If the GVC between China and the EU develops rapidly, 

it may promote integration in Eurasia, rather than in Asia-Pacific or in Indo-Pacific. 

 
6 Under the pandemic, many BRI partners applied for the emergency loans for IMF, including Bangladesh, Nepal, PNG, 

Maldives, and Myanmar, further piling up political risks for China’s investment. 
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(3) Three scenarios and Japan’s option 

The future of Asia’s economic integration has become far more uncertain, for the drivers of GVCs are 

challenged by the U.S.-China rivalries, haunting legacies of COVID-19, and digitalisation. The direction 

is subject to many unpredictable factors including the return of the U.S. to global trade, India’s potential 

involvement and China’s de-ideologisation, all of which seem difficult. The survival of the Japanese 

economy, which holds the largest FDI stock and hosts many lead firms in GVCs in Asia, will require 

flexible alliance strategies in rule making. Specific scenarios and their variations will need consideration. 

Scenario (1) After the U.S. left TPP, 11 members implemented the Comprehensive and Progressive 

Agreement for Trans-Pacific Partnership (CPTPP). Tariffs and service liberalisation are mostly well 

established, but considerable suspension was made in IPR, government procurements, Investor-State 

Dispute Settlement (ISDs), environment, transparency in medical supply and more. Once the U.S. shows 

its will for TPP there will be a domino effect in the engagement of Thailand, Korea, Taiwan and 

Indonesia to reinforce the strong rule-setting group for Asia-Pacific integration. However, the U.S. 

claims more rules need to be added, some of which are to create links with the United States-Mexico-

Canada Agreement (USMCA). USMCA imposes strict rules for members to report the FTA with the 

non-market economy (such as China). Though this probability may be small, if the U.S. does return, 

modification costs will be large and include negative pressures for GVCs connected with China. 

Scenario (2): As mentioned before, RCEP standards are not necessarily high for emerging economies. 

Only if India finds realistic strategies to join, by overcoming domestic politics and encouraging good 

coordination between “Make in India” and export orientation, especially by developing GVCs with 

ASEAN, the potential in RCEP will surge. Even allowing for lower standards, far faster growth by 

members will provide constant opportunities for re-negotiation in RCEP. India has a tradition of 

nonalignment and the presence of China and India in the same mega FTA will create a huge adjustment 

cost. However, as has been seen, the RCEP is a comprehensive pact, not very different from TPP in 

coverage. The impact of coordinated rules among Japan, China, Korea, India and ASEAN will be huge 

and could lead to better rule of origins, data control, IPR, and investor protection. 

Scenario (3) The number of BRI members is too big to form an integrated economic bloc, yet, as 

seen before, the commitment for this package varies. Unlike Asia, European countries’ economic 

dependence on China is relatively small; they are more closely allied with the EU. However, based on 

a new partnership with BIT, in EV or new energy-/ environment- related business, if central economies 

like those of Germany or France continue to develop GVCs with China bi-laterally, this may function 

as centrifugal force for EU integration, including Eastern Europe: China would be made the bi-lateral 

hub. At this moment, infrastructure cooperation has shifted into the digital realm and for the EU, sharing 

common data controls with China looks very difficult. However, so long as the U.S.-China rivalry 

remains a serious threat, balancing the relationship between the two powers means balancing market 

and traditional values, such as human rights, protection of personal information and freedom of speech. 

China’s de-ideologisation at the end of 1970s through the separation of economy from politics, may 

help, but the probability remains small. 

In fact, Japan, Australia and New Zealand form the group which participated in two mega FTAs. 

Concerns for GVC development were the major drives, rather than security or ideological issues for this 

group. As multilateralism has received serious challenges from the U.S.-China rivalries, reform and 

revival of the WTO does not look easy. One option for this group would be to hedge the risks and form 

a better partnership with the EU, sharing closer interests for GVCs, and concerns for the rule-based trade 

regime, not only concerns about China but also the U.S. This has been the motivation for Japan to work 

on a Japan-EU FTA regarding data rules. 

Probably another option will be to expand TPP members to shape a middle power group committed 

to rule-based trade. The U.K. has already applied for TPP membership, and if it is accepted, the TPP 

will not be an Asia-Pacific group anymore. For the U.K., TPP could be the icon for ‘“Global Britain’, 

having Canada, Australia and New Zealand already in the group, saving time for bi-lateral FTA 
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negotiation, and as well as increasing leverage to negotiate with the U.S. Japan did this in the Japan-

U.S. trade agreement during the Trump administration. 

For Japan, traditionally the U.K. has been the ‘gateway’ to the EU; FDI stock reached 9.3% by an 

asset basis in 2019, only second to the U.S. and larger than that of China. Japan remains the second 

largest investor in the U.K from outside the EU, also second to the U.S. Besides the financial sector, the 

GVC of auto industries was exposed to extreme stress upon BREXIT7. How to deal with intra-Europe 

GVSs has been an emerging task for Japan-UK partnership. The Japan-UK FTA, signed in 2020, is 

mostly modeled after the Japan-EU FTA, though there are many practical adjustments as there were for 

the UK-EU agreement, including rule of origins, trade facilitation and movement of persons. The 

desperate position of the U.K. to remain in the EU economy may further bridge the link between Japan 

and the EU. 

If the UK joins the TPP to create TPP-12 (before either the U.S. or China), the size of the group will 

equal that of the EU as Table 7 displays. The middle power group of the TPP will be able to take a lead 

role in balancing U.S.-China relations, partly cooperating with EU. The group will share strong supports 

for rule-based trade, instead of arbitrary interventions based on market power, or aspirations to take 

initiative in leading issues such as WTO reform, data rules, transparencies in GVCs, E-commerce, etc. 

The TPP was initiated by P4, showing strong commitment for free trade to empower small, open 

economies in trade negotiations. At present, the TPP, as the middle power group, can reasonably take 

over the legacies. 

Table 7. Size of major trading groups 

 
Source: Author’s calculation based on IMF data in 2019. 

Conclusion 

Despite several backlashes, GVCs continued to expand to boost efficiencies, benefitting consumers with 

cheaper prices, and lead firms with better profits, including platforms for e-commerce. However, since 

2020, the environment for GVCs has been under strong pressures, coming from the U.S.-China trade 

war, COVID-19 disruption, and rapid digitalisation. Conventional trade rules for free trade have been 

politically distorted, while the pandemic encouraged panicky trade responses, typically in PPE but also 

in other areas. COVID-19 reopened debates on the efficiency, robustness and resilience of GVCs. 

Positive contribution by digital technologies are expected to contribute to the resilience in GVCs. 

However, the U.S.-China hegemonic rivalries are shifting from trade to technology, forecasting more 

negative effects, and constantly raising security concerns. 

Asia achieved its economic success through actively participating GVCs, to negotiate mega FTAs 

for a better business environment. However, GVCs there have been exposed to various risks and 

distortions. The future of mega FTAs has become uncertain, and it may be subject to the responses of 

the U.S., India and China. Unless the mega FTA sees any imminent progress, there is a need for the ‘rest 

of others’ - middle powers - to act together to create a free trade environment. Japan has led the TPP in 

the wake of the U.S. departure, and seeks for EU cooperation through Japan-EU FTAs. The membership 

 
7 Honda decided to withdraw from the U.K. in 2019, and Nisan and Toyota have already reduced production scale since 

2020. 

RCEP RCEP+ID TPP-11 TPP+UK TPP+US EU US CHN

Number of Countries 15 16 11 12 12 27 1 1

Population 2.2B 3.6B 500M 570M 850M 450M 328M 1.4B

GDP share (%) 28 32 14 17 40 18 25 16
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of the U.K. after BREXIT may change the characteristics of the TPP from a regional group to a middle 

power group, one that can bridge the EU and Asia until the direction of mega FTA becomes more clear. 
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