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ABSTRACT 

Regional Comprehensive Economic Partnership (RCEP) is a regional multilateral free trade agreement between 

the Asia-Pacific nations of China, Japan, South Korea, Malaysia, Singapore, Indonesia, Thailand, Cambodia, 

Brunei, Laos, the Philippines, Myanmar, Vietnam, Australia and New Zealand. With the signed of RCEP among 

these fifteen countries, a world's largest trading bloc which covering nearly a third of the global economy is 

formed. Furthermore, the involvement of almost all the major East Asia trading nations has make RCEP 

significant in terms of its sheer scale. As an economic cooperation arrangement, RCEP will spur the partners 

continuing to deepen the economic integration between their economies. The question is being asked more and 

more, especially since the negotiations for the RCEP was successfully concluded in 15 Nov 2020, is RCEP 

really about trade or is it more concerned with the world’s geopolitical climate? This paper focuses on 

geopolitical considerations associated with Malaysia’s membership of RCEP and the economic implications on 

Malaysia SMEs. Malaysia stands to benefit, but must move forward positively in both its domestic organization 

and external negotiations to optimize its gains.  
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1. INTRODUCTION 
 

In this era of globalisation, Free Trade Agreements (FTAs) 

burgeons. As of Dec 2020, Malaysia has signed, or is 
negotiating, 17 Free Trade Agreements [1]. These Free 

Trade Agreements aim to establish long term cooperation in 

policy, with agendas of setting activities, and performing in 
trade, technology, society and political development [2].  

“Trade is always political”[3]. Trade agreements have 

major political imperatives as the various parties strive to 

exert their influence. For instance, the RCEP which was 
successfully signed on 15th November 2020 [2] intends to 

achieve an economic cooperation partnership among the 

ASEAN member states and its ‘Plus Six’ partners: China, 
Japan, South Korea, Australia, New Zealand and India. 

Although India pulls out from RCEP in 2019, RCEP still 

has considerable geopolitical overtones and has formed the 
world's largest trading bloc encompassing the major Asian 

economies. 

Many assume that RCEP will only affect the Multinational 
Enterprises but a closer look at the agreement will informed 

you otherwise [4, 5].  The comprehensive framework of rule 

of origin in RCEP reinforce the value chains and production 

networks within the region which can be a booster to small 
and medium enterprises (SMEs). With the enhance of 

economic integration within the region, all the signatories 

of the RCEP agreement, including Malaysia, are looking at 

a considerably boosts of their total GDP in the coming 
years. 

Malaysia has a natural advantage over other RCEP 

countries in terms of established trading links as well as 

experience in diplomacy within the region [6]. Both 
government and industrialists welcome the sign of RCEP 

with open arms. The questions now will be, what is the 

implications of RCEP on Malaysia in terms of geopolitical 
and economic? Is RCEP really about trade or is it more 

concerned with the world’s geopolitical climate? 

1.1. Contribution 

This paper is one of the few studies which focuses on 
geopolitical considerations associated with Malaysia’s 

membership of RCEP. It has also investigated the influence 

of RCEP agreement on Malaysia SMEs. Particularly, it 
focuses on the performance of Malaysia’s SMEs as whether 

RCEP could promote Malaysia SMEs with its member’s 

countries using literature review. Despite of some 
challenges with different rules of origin between ASEAN + 
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1, Malaysia has a great opportunity in improving its SMEs 

among RCEP countries[5,7]. 

1.2. Structure of this Paper 

The remaining of the paper is structured as follows. Section 

2 reviews the establishment of the RCEP and its 

background. Section 3 presents a brief discussion on the 
scope of the RCEP. Then, follows with geopolitics impact 

of RCEP on Malaysia in Section 4. Section 5 presents a 

discussion on the economic implications of RCEP on 

Malaysia SMEs. Finally, section 6 presents the conclusion 
of the paper. 

2. BACKGROUND 

2.1. Background of the RCEP Initiative 

The idea of having a free trade agreement to streamline and 
amalgamate regional value chain actives was first proposed 

at the Fourth East Asia Summit in October 2009 [7]. Two 

years later, an Association of Southeast Asian Nations 

(ASEAN)-centered regional FTA - RCEP was proposed and 
endorsed by ASEAN leaders in November 2011 ASEAN 

[7]. In November 2012 at Phnom Penh, Cambodia, at the 

21st ASEAN Summit, the RCEP negotiations was 

launched. Relevant members were invited to develop 
guiding principles and objectives for negotiating the RCEP.  

Nevertheless, the negotiations only formally started in 2013 

[7]. 

Initially, RCEP was negotiated by 16 countries, consisting 
of Asia-Pacific nations of India, China, Japan, South Korea, 

Malaysia, Singapore, Indonesia, Thailand, Cambodia, 

Brunei, Laos, the Philippines, Myanmar, Vietnam, 
Australia and New Zealand. Nevertheless, with the 

withdrawal of India in 2019, only 15 members signed RCEP 

in 15 Nov 2020. It is an effort of eight years of lengthy and 
arduous a strenuous negotiation. The signing only 

concluded after eight ministerial meetings, thirty-one 

rounds of negotiations and four summits. The RCEP is 

signed with a spirit of equal partnership, mutual respect, 
common interest, shared responsibility, and common 

benefit[8]. 

2.2. The scope of the RCEP 

FTAs has enabled trade and tariff liberalization to progress 
significantly among the 15 RCEP members over the past 

decade but RCEP will further reduce tariff barriers and 

enhance trade liberalization. According to Ministry of 
International Trade and Industry (2020), the scope of the 

RCEP is listed at Table 1, 

 

 

Table 1: The scope of RCEP 

 
Source: Ministry of International Trade and Industry, 2020 

 

With the signed of RCEP agreement, member nations are 

expected to reduce both tariff and non-tariff barriers to trade 

progressively. The comprehensive rules of origin 

framework as well as strengthening intellectual property 

protection has greatly extended the scope of trade and 

investment liberalization. ASEAN and partner countries are 

• Tariff elimination for trade in goods, including the related chapters of rules or origin, customs procedures, 

sanitary and phytosanitary measures, standards, technical regulations and conformity assessment procedures and 

trade remedies 

• Liberalization of services sectors, including financial services, telecommunications services and movement of 

natural persons 

• Promotion, facilitation, protection and liberalization of investment 

• Competition policy (countries are allowed to implement national laws related to state-owned enterprises), 

intellectual property rights, electronic commerce and government procurement (no market access, only for 

information exchange and promotion of transparency measures), 

• Economic and technical cooperation and SMEs 

• Legal and institutional issues 
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able to broadening the market access via RCEP by 

maintaining commitments in trade of good and services, and 
rules of origin. 

3. THE GEOPOLITICS IMPACT of RCEP 

The fact that RCEP did not involve any European countries 

of the United States marks the end of American world 
leadership, and casts the limelight on the growing influence 

of China [9]. RCEP is a type of intergovernmental economic 

cooperation which will be dominated by political objective 

rather than economic objective [2,10]. Most of the ASEAN 
parties joined for altruistic trade reasons, but for the leading 

economies such as China, it is all about setting the agenda 

and making the rules [10]. In fact, China is a figurehead for 
RCEP by the diplomacy of numbers [3]. RCEP is an Asia 

Centric FTA. 

Trade is facilitated by the progressive abolition of tariffs on 
more than ninety per cent of goods, as well as the 

simplification of customs procedures[11]. Furthermore, the  

regional value chain will be enhanced by the unification of 

rules of origin for almost all of Asia. A strong regional value 
chain will benefit the manufacturing sector of the region 

through diversification. A particular note should be taken 

that RCEP unlike other free trade agreement such as 
Comprehensive and Progressive Agreement for Trans-

Pacific Partnership (CPTPP), it only focus on foster trade 

within the region and defy itself from protectionist. towards 
third-party countries. 

Unlike the new generation of European agreements, there 

are no rules regarding intellectual property, or social and 
environmental standards. Instead, Chinese practices had 

brought into RCEP an emphasis on improving the 

protection of personal data in e-commerce, without 

standardized regional standards for digital technology [12]. 
Furthermore, RCEP neither enforce data localization not 

mandate technology transfer.  

The fact that the US is not a part of the RCEP signifies the 
start of a new China-centric order in the Asia pacific 

region[9].  With the launch of RCEP, the Asia Pacific region 

increasingly become the battle ground of US-China wrestles 
for soft influence.  Malaysia has been a trade partner of both 

China and the US since a long time ago, and is expected to 

stay neutral and focus on the pursuit of closer economic 

relations between countries. Thus, from Malaysia's point of 

view, the importance of RCEP lies in providing possible 

pathways to the establishment of a free trade area of the 
Asia-Pacific, rather than geostrategic gravity. 

4. THE ECONOMIC IMPLICATIONS on 

MALAYSIA SMEs 

In times of the ravaging COVID-19 pandemic which 

paralyzed economic activities worldwide, the signing of the 
RCEP Agreement is crucial in rebooting the regional 

economic. With the fact that RCEP has dedicated chapters 

on E-commerce, SMEs and rules of origin, businesses 
within the region are expected to be thrive and provide 

vibrancy to regional economics. Regional value supply 

chain which is vital to fuel regional economic growth in the 

post COVID-19 pandemic will be further enhance via 
vibrant business activities among the RCEP member 

nations. 

The signing of the RCEP is anticipated to benefit Malaysia 
industries as the pact will lower both tariff and non-tariff 

barriers to entry for Malaysian goods and services in East 

Asia. Furthermore, the comprehensive rule of origin 
framework and trade facilitation enable Malaysia SMEs to 

cross share resources with the other 15 member nations’ 

SMEs.  

4.1. SMEs in Malaysia 

In Malaysia, SMEs comprise more than 90 percent of 

business entities. Statistics showed that SMEs account for 

more than 95% of the total business establishments and 
contributed more than 65% of total employment in 

Malaysia [13]. With these figures, SMEs are considered the 

backbone, and the main catalyst, of economic development 

in Malaysia. However, different nations have different 
criteria for measuring the size of SMEs, based on their level 

of development [14]. The Myanmar SMEs are defined 

based on the capital outlay, production value and power 
usage [15] while the Indonesian SMES are defined based on 

asset and annual sales turnover [16]. Following is Figure 1 

which define Malaysian SMEs based on annual sales 
turnover and number of employees. 
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Figure 1: Malaysia SMEs definition 

Source: SME Corp. Malaysia 

 

According to the definition, Malaysia SMEs’ is highly 

concentrated in the services sector, at almost 90%. 
Meanwhile, 5% of the total number of SMEs are in the 

manufacturing sector, followed by 4% in the construction 

sector, 1% in the agriculture sector, and 0.1% in the mining 

and quarrying sector. The details of the Profile of SMEs in 
Malaysia is presented in figure 2. 

 

 

 
 

Figure 2: Profile of SMEs in malaysia 
Source: SME Corp. Malaysia 

 

4.2. Economic Implications 
 

As one of the biggest ASEAN lead trading blocs, RCEP  

encompasses 2.3 billion people, 30 percent of global gross 
domestic product (GDP), 32.5 percent global investment 

and 29% percent of global trade [17]. Indeed, RCEP 

surpassed European Union and the US-Canada-Mexico 

FTA in term of sheer scale. The main objectives of RCEP 
are trade liberalization as well as regional economic 

cooperation.  

The RCEP dedicated chapters in addressing the protection 
of intellectual property, regulation of competition, e-

commerce, as well as support for small and medium 

enterprises (SME) [3]. This pact focusses on enhancement 

of regional trade by lower the tariff and tariff trade barriers, 

set the rule of origin framework and provide trade 
facilitation to member countries. Furthermore, RCEP 

enable digitalization of trade via the increasing level of trust 

and confidence of SMEs as well as consumers [6],  
A note to take is RCEP will not result in some massive 

increase in intra-regional trade in the short term since it is 

mainly an upgrade version of the existing ASEAN +1 
agreements. Most of the tariff’s items are already exempted 

due to other ASEAN FTAs. Moreover, countries such as 
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Japan can maintain tariffs in a broad range of sectors. 

However, it is expected that the pact will enable a seamless 
supply chains throughout the 15 member nations as well as  

link Northeast and Southeast Asian economies closer 

together. With this seamless link, there will be a shift of 

lower end products production out of China due to the 
increasing operation costs and U.S.-China trade war. The 

shift out may benefit the countries within the same region 

but with a lower operation costs such as Vietnam, Thailand 
and Malaysia. The fears about Beijing's increasingly 

onerous restrictions speed up the shift out[18].  

The competition in attracting investment among Southeast 
Asia will be intense. Malaysia will have to work harder to 

get those investments, especially when there are other 

lower-cost destinations such as Vietnam and Indonesia. For 

instance, a recent study showed that Indonesia can be a 
strong competitor for Malaysia in term of ICT content 

exports [19] even though the share of ICT goods is much 

lower in Indonesia as compare to Malaysia. Nevertheless, 
Malaysia experience in export, rank 25th globally, [8] enable 

Malaysia have a better advantage over other countries.  

With RCEP, the rule of origin is aligned for all member 
nations. This alignment will be facilitating the integration 

of RCEP participants into the same production chain. This 

will enable RCEP member to gain a bigger share in global 

value chains (GVCs) and deepen their specialization. 
Furthermore, with the enhancement of GVCs, RCEP 

members will become more interconnected and specialized 

in stages of production rather than in industries.  
Through the GVCs, Malaysia SMEs will be able to gain 

skills and knowledge about conducting business across 

borders. A more formal and demanding environment, as a 
result of enhancement of GVCs, will help SMEs to work in 

a more formal manner. It will also upgrade SMEs’ 

production methods, management practices, technologies 
and skills.  

Overall, Malaysia stands to benefit from RCEP. The pact 

would enable Malaysia to be included in the global value 

chain and helps Malaysia SMEs reducing trade costs via 
streamline the rules and regulations of doing global trade. It 

will also open up a wider market access through the 

harmonization of technical standards and regulations, as 
well as economic cooperation [9]. Nevertheless, trade 

liberalization also means that Malaysia SMEs has to work 

harder and smarter in competing with businesses within the 
region. Malaysia policy maker can help in terms of better 

policy and support in attracting investments.  

5. CONCLUSIONS 

The developing and developed economies within the Asia 
Pacific region are integrated on an accelerated scale via 

RCEP. As an Asia centric FTA, the pact enables regional 

economic cooperation without including the largest 

economy in the world and the de facto leader of 
international trade, the United States. China is function as  

the de facto leader of RCEP [10]. It is not only actively 

involved in the increased regional economic activity but it 

is also grasping an opportunity to lead and shape economic 

growth in the Asia Pacific region.  
The strengthening of economic ties in the Asia Pacific 

region are undoubtedly a new opportunity for all Asia 

countries included Malaysia. Malaysia must utilize the new 

trade relations between China, Japan and South Korea. 
Together, the three Asian countries account for about 24% 

of the world’s economy. While these 3 countries were to 

capture the consumer appetite of an exploding middle class 
in the Asia Pacific, Malaysia can quickly be relegated to a 

second-tier economic power. This includes not only low 

value-added but also high value-added goods for which 
Malaysia is still competitive but facing steady vertical 

integration of China’s value chains.  

In conclusion, the RCEP reminds Malaysia that the exercise 

of strategic autonomy involves, first and foremost, a 
defence of their interests by securing access to the markets 

of China and the rest of the region.  RCEP has facilitate 

constructive cooperation with the all the 15 nations in the 
agreement. It also facilitates Malaysia SMEs venture 

beyond local shores and enter new markets. With RCEP, 

Malaysia SMEs will be able to securing as well as share 
resources with other RCEP member nation and be part ot 

GVCs. 
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