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1 Containment Through Trade? Explaining
2 the US Support for the Trans-Pacific
3 Partnership

4 Arlo Poletti

5 Abstract The chapter discusses the political-economic factors driving the US
6 government’s decision to embark in negotiations for a mega-trade agreement with
7 key Asian partners such as the Trans-Pacific Partnership (TPP). The main argument
8 advanced in this paper is that this strategy was motivated by concerns about the
9 changing relative balance of economic power and, consequently, by the potential

10 prospects for improving the US’ relative economic position in the international
11 economy due to the trade and investment diversion effects of the TPP. Evidence for
12 the expected distributive effects of the agreement, the historical unfolding of events
13 and policymakers’ motivations, and lobbying by key domestic interest groups lend
14 support to this view. The paper concludes by speculating about the TPP’s impli-
15 cations for the stability of the multilateral trading system.16

17 1 Introduction

18 On 4 October 2015, 12 Pacific Rim countries concluded negotiations on the
19 Trans-Pacific Partnership (TPP), the largest, most diverse and potentially most
20 comprehensive Preferential Trade Agreement (PTA) yet. The TPP began as a
21 quadrilateral agreement between Brunei Darussalam, Chile, New Zealand, and
22 Singapore known as the Trans-Pacific Strategic Economic Partnership Agreement.
23 However, this small trade agreement, that covered barely 1% of global GDP, had an
24 openccess clause whereby excluded countries could negotiate accession, and in
25 February 2008 the United States (US) announced that it would join the negotiations
26 on finance and investment, and explore full accession. Once the US declared its
27 intention to seek full membership, other countries jumped on board. In 2010, formal
28 negotiations began with Australia, Peru, Vietnam, Malaysia and the US, while
29 negotiations with Japan, Canada and Mexico followed suit in 2011.
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30 The TPP is part of a broader trend in international trade relations, one charac-
31 terized by a consistent and steady increase in the number, scope, and depth of PTAs
32 in the last two decades (Dür et al. 2014). However, the TPP stands out in the
33 broader landscape of existing PTAs. Altogether, the TPP’s signatories account for
34 around 38% of global GDP and 24% of the aggregate share of world exports. But, it
35 is not only its economic size that makes the TPP different from existing PTAs.
36 The TPP is different from its predecessors because of its systemic ambitions (World
37 Bank 2016). While existing PTAs are either smaller in size or regionally concen-
38 trated (e.g. EU and North American Free Trade Agreement), the TPP is explicitly
39 global in conception and scope, with a potential to affect trade rules and flows well
40 beyond its area of application and, ultimately, to shape the architecture of world
41 trade (Winters 2015).
42 Two other such agreements—usually referred to as mega-regional trade agree-
43 ments—are currently being negotiated: the Transatlantic Trade and Investment
44 Partnership (TTIP) between the EU and the US, and the Regional Comprehensive
45 Economic Partnership (RCEP) between the ASEAN countries, Australia, China,
46 India, Japan, New Zealand and South Korea. Negotiations for the former were
47 launched in 2013 largely because of the EU’s fears of economic and political
48 marginalization that could be brought about by the TPP (Winters 2015) and they are
49 nowhere near completion, due to strong domestic opposition in the EU and, more
50 recently, to the uncertainty caused by Brexit. Negotiations for the latter began in
51 2011 because of China’s reaction to the US initiative and to counterbalance its
52 influence in the region (Yong 2013). Negotiations concerning both trade initiatives,
53 however, are still ongoing and the political-economic dynamics that underlie them
54 are, to a significant extent, endogenous to the TPP. Understanding the politics of the
55 TPP is therefore crucial not only to comprehend the motivations driving one of the
56 most important initiatives in contemporary international trade relations, but also to
57 appreciate the evolution of the international trading system at large.
58 This chapter investigates the political-economic factors driving the US gov-
59 ernment’s decision to embark on negotiations for a mega-regional trade agreement
60 such as the TPP. The main argument advanced here is that this strategy was
61 motivated by concerns about the changing relative balance of economic power and,
62 consequently, by the potential prospects for improving the US relative economic
63 position in the international system. More specifically, the chapter contends that the
64 TPP stems from the US desire to either exclude China from the design of the 21st-
65 century trading system, or include it under terms more favourable than those
66 available under status quo conditions or alternative scenarios. All PTAs, but
67 especially those, like the TPP, that are extensive in size, scope, and depth, entail
68 significant negative externalities for non-members, most notably in the form of
69 trade and investment diversion (Baccini and Dür 2015). The TPP is therefore
70 particularly attractive for the US, because it enables it to increase trade with its
71 Asian member-partners, while simultaneously imposing significant material costs
72 on excluded China. In addition, precisely because it worsens China’s default
73 condition of the status quo, the TPP increases the US leverage in its interactions
74 with China over the definition of the future architecture of global trade governance.
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75 Overall, and irrespective of China’s response to it, the TPP represents the best
76 alternative for the US to increase its relative gains vis à vis China in international
77 trade relations.
78 The chapter proceeds as follows. First, I briefly review the relative gains debate
79 and connect it to existing political-economy analyses on the effects of PTAs. This
80 section highlights how, under certain conditions, PTAs can indeed serve the trading
81 nations’ aim to improve their gains relative to rival states. Second, I carry out a
82 plausibility probe of my argument by: (1) developing a brief analysis of the
83 expected distributive effects of the TPP and alternative trade strategies; (2) offering
84 a brief historical overview of the events that led the US government to start the TPP
85 negotiations and tracing US policymakers’ self-declared motivations; and (3) con-
86 sidering the explanatory power of alternative accounts that focus on the role of
87 domestic trade-related interests. Third, I speculate about the possible implications of
88 the TPP for the existing structures of multilateral trade governance, suggesting that
89 the TPP may end up strengthening, rather than weakening, such architecture. The
90 conclusion summarizes the main findings of the paper and identifies possible
91 avenues for further research.

92 2 Relative Gains and the Political Economy of Trade
93 Agreements

94 The so-called absolute-relative gains debate stands at the centre of the international
95 relations theory. Such debate started out because of realists’ reactions to the pub-
96 lication of Keohane’s After hegemony (Keohane 1984), the book that inaugurated
97 the influential agenda on international institutions. For these realists, obstacles to
98 cooperation not only lay in the existence of powerful incentives to defect from
99 mutually advantageous agreements, but also in states’ preoccupation with their

100 relative capabilities (Grieco 1990; Mearsheimer 1994). This important realist
101 challenge spurred an intense controversy which led to a convergence between
102 realism and liberalism around a common set of epistemological premises,
103 assumptions, and research questions. Ultimately, both realists and liberals came to
104 agree on the view that this debate should not be about what to assume about states’
105 utility functions, but rather, about identifying the conditions under which concerns
106 about relative gains vary (Grieco et al. 1993).
107 The aim of this chapter is not to develop new theoretical insights into this debate;
108 nor it is to empirically assess the validity of existing propositions about the factors
109 that may lead to significant variations in states’ sensitivity to relative gains con-
110 cerns. More humbly, I am interested in ascertaining, empirically, whether a par-
111 ticular trade policy strategy, in casu the US decision to lead the TPP negotiations,
112 can be plausibly ascribed to US relative gains concerns vis à vis China. Scholars
113 and policy analysts have been engaged for more than a decade now in a normative
114 debate on how the US should manage its economic relations with China. These
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115 positions fall largely within two broad categories: those who believe that increasing
116 patterns of economic interdependence, trust, and transparency are the best way to
117 minimize the chances of conflict with rising China, and conversely, those who
118 advocate policies of containment because they conceive of the continued increase
119 of Chinese relative economic power as the greatest long-term challenge for US
120 national security and economic interests (for an excellent review of these literatures
121 see Christensen 2006).
122 However, logically prior to any normative debate about the desirability of the
123 TPP, is an attempt to empirically ascertain whether such strategy can be charac-
124 terized as one of engagement or containment. Doing so requires engaging in two
125 sets of activities. On the one hand, it is important to identify a set of empirically
126 observable implications for each perspective and then ascertain whether observed
127 outcomes are consistent with them. On the other hand, because observed outcomes
128 may be consistent with more than one explanation, it is crucial to discount the
129 plausibility of potential alternative explanations.
130 To explain in more detail what meeting these challenges means in the specific
131 context of the analysis of the TPP, a brief incursion into the political-economy of
132 trade agreements is in order. The concepts of trade creation and trade diversion
133 introduced by Viner (1950) are critical to understanding the distributive effects
134 generated by trade agreements. Because members of a trade agreement
135 eliminate/reduce tariffs against each other, while continuing to levy tariffs against
136 imports a third country, they produce two effects. On the one hand, they create trade
137 between PTA members because some of the goods produced domestically may
138 become uncompetitive with respect to those produced by other PTA members. On
139 the other hand, they divert trade, in that goods produced by a PTA member can
140 become cheaper than those previously bought from outsiders. The harmonization of
141 investment rules that has become a key feature of so-called 21st-century trade
142 agreements (Baldwin 2014), can have a similar effect by making it easier for
143 multinational corporations to invest in PTA members that in outsiders’ markets. In
144 sum, the most important feature of PTAs is that they are discriminatory: while they
145 create new trade between signatories, they simultaneously decrease trade and
146 investments between signatories and the outside world (Baccini and Dür 2015).
147 This brief discussion clearly suggests how PTAs can serve as an effective tool to
148 improve a country’s economic position relative to others: not only can a country
149 increase its welfare by engaging in cooperative agreements with other countries, but
150 it can simultaneously worsen the default condition of the status quo for non-PTA
151 members. But, showing that the TPP entails costs in the form of trade and
152 investment diversion for China does not suffice to corroborate the relative gains
153 argument. Logically, for the argument to hold, two further conditions need to be
154 met. First, and more obviously, one needs to show that alternatives to the TPP that
155 could have brought about greater absolute gains were available to policymakers.
156 Second, and perhaps most importantly, it is crucial to be able to show that the TPP
157 strategy was chosen precisely with a view to containing China’s rise of relative
158 economic power. When it comes to the empirical analysis of trade policy, the
159 potential for problems of observational equivalence between relative gains-related

48 A. Poletti

Layout: T1 Standard Book ID: 420740_1_En Book ISBN: 978-3-319-54117-4

Chapter No.: 3 Date: 24-5-2017 Time: 4:24 pm Page: 48/62



U
N
C
O
R
R
EC

TE
D
PR

O
O
F

160 arguments and theories that concentrate on the domestic distributional conflicts is
161 very high (Moravcsik 1997). Tracing actors’ preferences, motivations, and patterns
162 of political mobilization is therefore crucial to discounting the possibility that the
163 TPP was chosen among existing alternatives that could bring about greater gains
164 because of the political influence of powerful domestic constituencies.

165 3 A Brief Empirical Analysis of the US Politics
166 of TPP Negotiations

167 In this section, I present different sets of evidence to make a plausible case that the
168 US decision to push forward TPP negotiations was motivated by a desire to contain
169 China’s economic growth. Using a combination of congruence testing and process
170 tracing (George and Bennett 2005), the following subsections show that: (1) the
171 TPP strategy was chosen in the presence of alternative policy strategies that could
172 have brought about greater absolute gains; (2) the relevant trade-related interests in
173 the US were indeed motivated by concerns about the steady increase of China’s
174 relative economic power; and (3) alternative explanations do a poor job in
175 accounting for observed patterns of policymaking.

176 3.1 The Distributive Effects of TPP and Alternative
177 Scenarios

178 Trade can contribute to economic performance by increasing productivity and
179 giving producers and consumers access to a greater variety of goods at lower prices.
180 It also stimulates competition and encourages technology and investment flows.
181 Institutions that sustain cooperative efforts aimed at liberalizing trade are important
182 because states face ever-present incentives to renege on trade liberalization com-
183 mitments, either to improve their terms to trade relative to other trading nations, or
184 to satisfy demands for protection that arise domestically (Poletti and De Bièvre
185 2016). Trading nations have long pursued these benefits within the governance
186 system of the General Agreement on Tariffs and Trade (GATT)-World Trade
187 Organization (WTO), but in recent years such multilateral trade negotiations have
188 ebbed, and mega-regional trade agreements have been deemed by some countries as
189 a realistic alternative to move forward and further reap the benefits of trade
190 liberalizations.
191 The TPP is the first mega-regional trade agreement to have been concluded in
192 the last two decades. The TTP’s disciplines for the liberalization of trade among
193 members are deep and far reaching. As for traditional tariff trade liberalizations, the
194 TPP immediately eliminates three-quarters of nonzero tariffs on entry in force and
195 99% when fully implemented. Moreover, the TPP disciplines members’ regulatory
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196 practices, including comprehensive rules for service trade and investment; improves
197 mechanisms for setting food standards and assessing the conformity of products
198 with them; strengthens intellectual property rights (IPRs); includes comprehensive
199 rules on labour and environmental protection; sets new standards for access to
200 telecommunication networks; limits restrictions on cross-border data transfers;
201 improves trade facilitation; and devises an effective dispute settlement mechanism
202 to address disputes that may arise over the implementation of common rules (Petri
203 and Plummer 2016).
204 In order to provide a first-cut assessment of whether the TPP can be described as
205 a strategy of “containment”, I proceed by presenting evidence of its likely dis-
206 tributive effects. In particular, I review existing studies that have estimated the
207 welfare, trade, and investment flows effects of the TPP, focusing in particular on
208 such effects for the US and the China. In 2012 and 2016, the Peterson Institute of
209 International Economics (PIIE) conducted comprehensive studies, employing a
210 Global Computable General Equilibrium (CGE) model, of the TPPs potential
211 macroeconomic effects. In 2012, the PIIE estimated that the TPP would yield an
212 annual increase in real incomes in the US of 78 billion dollars (0.4% above the
213 projected baseline), largely driven by a 124 billion annual increase in exports (4.4%
214 above the baseline), and that it would yield an annual increase in outward Foreign
215 Direct Investments (FDIs) of 169 billion and inward FDIs of 47 billion (respec-
216 tively 1 and 1.9% above the baseline) (Schott et al. 2013). The most recent study
217 revised these figures upwards, estimating that the TPP would increase annual real
218 incomes in the US by 131 billion (0.5% above the baseline) and that annual exports
219 would increase by 356 billion (9.1% above the baseline) (Petri and Plummer 2016).
220 Both studies consistently show that the TPP would also incur significant costs
221 for China, the most important Asian trading partner excluded from the agreement.
222 Indeed, 2013 estimates suggest the TPP bringing about an annual decrease of real
223 incomes by 46.8 billion (0.3% below the baseline), largely due to an annual export
224 decrease of 57.4 billion (1.2% below the baseline). More recent estimates show that
225 China’s losses might be less substantial, although they remain significant. In such
226 studies, the TPP is estimated to bring about an annual decrease in real income of 18
227 billion (0.1% below the baseline) and a small increase in annual exports by 9 billion
228 (0.2% above the baseline).
229 In short, these studies clearly show that the TPP could be expected to lead to a
230 change in relative economic power, increasing gains for the US while simultane-
231 ously bringing about significant costs for China. But, perhaps more critical, from
232 the perspective of ascertaining whether the US trade strategy can be defined as one
233 of containment, are estimates of the likely distributive effects of alternative trade
234 strategies. The PIIE not only assessed the likely welfare effects of the TPP, but also
235 estimated the gains and losses of alternative scenarios, including one in which the
236 TPP-track and other intra-Asia PTAs were to lead to the hypothetical creation of a
237 Free Trade Area of the Asia Pacific (FTAAP), a potential new mega-regional trade
238 agreement involving the US, China and Japan, the three trade superpowers in the
239 region. The numbers here are impressive. Relative to 2013 estimates on the TPP, a
240 hypothetical FTAAP would bring about almost four times as large an annual real
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241 income increase for the US (266.6 billion, 1.31% above the baseline), and a five
242 times as large annual exports increase (575.9 billion, 20.5% above the baseline).
243 However, China’s numbers under this scenario are even more impressive. Such
244 estimates suggest that a FTAAP scenario would yield an annual real income
245 increase for China by 678.1 billion (3.93% above the baseline), driven by an
246 impressive annual export increase by 1505.3 billion (32.7% above the baseline).
247 In short, while the US could have pursued a strategy of inclusion of China in its
248 Asian trade policy strategy, it opted for one that excludes China. The figures
249 provided above show that the former could have brought about much greater
250 absolute gains than the latter. However, in the former scenario, absolute gains
251 would have been even greater for China, leading to a further worsening of the US
252 relative economic power. These very basic findings are in line with the charac-
253 terization of the TPP as a political strategy of containment of China. It is important
254 to mention that such a broad-based strategy of inclusion of China in a large trade
255 block with all relevant Asian trading partners was not just a theoretical possibility.
256 A few years earlier, confronted with the same problem of how to deal with China’s
257 economic rise, US policymakers seriously considered a strategy of inclusion. In
258 2006, for instance, the US formally proposed to the members of the Asia Pacific
259 Economic Cooperation (APEC) the creation of a Free Trade Area of the Asia
260 Pacific (FTAAP). President Bush suggested at the Hanoi APEC summit in
261 November 2006 to work towards an APEC free trade agreement, with a view to
262 assuring Asian governments that they had disposed of an alternative to processes of
263 regional economic integration dominated by China, and that they could rely on the
264 US continued willingness to exercise a stabilizing role in the region (Hoadley 2007;
265 Terada 2012) The proposal was received coldly by other APEC members and in the
266 end negotiations failed to get off the ground. However, it is important to stress that
267 the possibility of creating an Asian-wide trade block was given serious consider-
268 ation by US policymakers as a possible response to the perceived risk of being
269 excluded from a China-led process of economic integration in the region.

270 3.2 A Brief Overview of Events and Policymakers’
271 Motivations

272 The characterization of the TPP as a strategy of containment towards China can be
273 further corroborated by briefly considering how the US decision to lead the TPP
274 negotiations emerged, and by tracing key policymakers’ self-declared motivations.
275 As mentioned above, the US officially started negotiations for the TTIP in
276 November 2010, together with a number of other Pacific countries. In the preceding
277 years, the US had negotiated several PTAs with Asia pacific countries—Chile,
278 Peru, CAFTA, Singapore and Australia—and had pursued economic cooperation
279 with all regional stakeholders within the framework APEC. As Barfield (2016)
280 notes, the period between the end of the Cold War and the mid-2000s was one
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281 characterized by economic goals taking priority in the making of US trade policy,
282 while China’s subsequent economic and political power was still just in the horizon.
283 During this period, trade relations with China were still seen largely through the
284 lens of a strategy of integration, the prevailing US approach towards China since
285 the 1970s (Blackwill and Tellis 2015). As epitomized by the US support for China’s
286 accession to the WTO in 2001, the US strategy in this period was consistently
287 shaped by a desire to integrate China in the international economic system.
288 A number of factors, however, seem to have contributed to shifting the US
289 strategy into one of consistent balancing of China’s rise, as means of protecting
290 both the security of the US and its allies, and the position of the US at the apex of
291 the global hierarchy, by preventing changes to its relative power. In the background
292 loomed the effects of the financial crisis, the rapid expansion of the Asian econo-
293 mies, and the stalemate of the Doha round of multilateral trade negotiations. But,
294 most importantly, what determined Obama’s administration decision to support the
295 TTP seems to have been the deteriorating diplomatic and security conditions in the
296 Asian region. Three sets of issues played a particularly important role in this
297 context. First, in 2009, North Korea heightened tension in the Korean peninsula and
298 threatened South Korea by conducting nuclear tests, and then shooting off two
299 rounds of short-range missiles across the Sea of Japan. Pressure mounted imme-
300 diately for a show of support for South Korea, resulting from the administration’s
301 own accounts in a decision by the US President to announce a goal of completing
302 negotiations on the stalled US-South Korea PTA (Barfield 2016).
303 Second, in this period China had hardened its attitude and diplomacy on a raft of
304 disagreements and conflicts with its East Asia neighbours. In May 2009, just after
305 the Obama administration took up office, Beijing published a map of South China
306 containing nine dashed lines in a U-shape that laid claim to the majority of this
307 maritime area, subsequently clashing repeatedly with its neighbours inside this
308 self-proclaimed perimeter—particularly the Philippines and Vietnam. In addition,
309 the PRC grew bolder in contesting the claims of South Korea and Japan, respec-
310 tively, in the Japan and East China Seas.
311 Finally, in a move whose reverberations are still rippling outward, in July 2012,
312 the PRC starkly intervened in the deliberations of ASEAN foreign ministers.
313 Behind the scenes, Beijing diplomats leaned heavily—and successfully—on
314 Cambodian officials to block the publication of a joint communiqué alluding to the
315 clashes in the South China Sea and calling for a united ASEAN front on these
316 issues.
317 While the Bush administration had already started thinking about a return to
318 Asia, these sets of factors intensified the perception that time was ripe to upgrade the
319 US role in the Asia pacific region, raising the region’s priority in US military
320 planning, foreign policy and trade policy (Manyin et al. 2012). As a result, the
321 Obama administration came to formalize the so-called “pivot” to Asia, a policy
322 strategy based on two pillars: a military and security one based on a rebalancing US
323 military forces towards Asia, and an economic one based on a more aggressive
324 trade policy embodied in the TPP. Secretary of State Clinton’s decision to take her
325 first trip abroad to Asia, rather than to Europe, as was the tradition, was meant to
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326 symbolize this strategic shift. In an effort to show the credibility of the US com-
327 mitment towards Asia, in 2010 the US took a firm position on the fractious mar-
328 itime issue—and steadfastly refused to back away from this position, despite a
329 drumfire of criticism from Beijing (Barfield 2016). But, the most important sub-
330 stantive capstone of the US pivot to Asia came with President Obama’s nine-day
331 trip to Asia in November 2011, during which he solemnly declared: “As President, I
332 have, therefore, made a deliberate and strategic decision—as a Pacific nation, the
333 United States will play a larger and long-term role in shaping this region and its
334 future, by upholding core principles and in close partnership with our allies and
335 friends” (US Government 2011a).
336 The brief historical narrative developed so far lends support to the view that a
337 combination of changing structural conditions and heightening tensions with China
338 provided a stimulus for the US administration to push the TPP forcefully forward.
339 An analysis of US key policymakers’ self-proclaimed objectives further corrobo-
340 rates this view. In what is perhaps the most systematic exposure of her views about
341 the US pivot to Asia, Secretary of State Clinton boldly declared at the APEC
342 Leaders’ meeting in November 2011, that the 21st century would be America’s
343 Pacific century, justifying such a statement by arguing:

344 What will happen in Asia in the years ahead will have an enormous impact on our nation’s
345 future, and we cannot afford to sit on the sidelines and leave it to others to determine our
346 future for us […] And there are challenges facing the Asia Pacific right now that demand
347 America’s leadership, from ensuring freedom of navigation in the South China Sea to
348 countering North Korea’s provocations and proliferation activities to promoting balanced
349 and inclusive economic growth. The United States has unique capacities to bring to bear in
350 these efforts and a strong national interest at stake (US Government 2011b).

351 A few days later, President Obama further elaborated this view, making a clear
352 the causal links between a strategy of rebalancing and the TPP by stating:

353 Asia will largely define whether the century ahead will be marked by conflict or cooper-
354 ation, needless suffering or human progress […] My guidance is clear. As we plan and
355 budget for the future, we will allocate the resources necessary to maintain our strong
356 military presence in this region. We will preserve our unique ability to project power and
357 deter threats to peace […] And with Australia and other partners, we’re on track to achieve
358 our most ambitious trade agreement yet, and a potential model for the entire region — the
359 Trans-Pacific Partnership […] We stand for an international order in which the rights and
360 responsibilities of all nations and all people are upheld. Where international law and norms
361 are enforced. Where commerce and freedom of navigation are not impeded. Where
362 emerging powers contribute to regional security, and where disagreements are resolved
363 peacefully. That’s the future that we seek (US Government 2011a).

364 Over time, the US administrations have become even more explicit in arguing
365 that the TPP stands at the intersection of the US diplomatic and security strategies
366 and its broad economic goals in Asia. In 2014, the US Trade Representative
367 (USTR), Michael Froman, explicitly argued,

368 in the 21st century, the oldest and strongest strategic argument for trade — its contribution
369 to the U.S. economy — has only grown stronger. Increasingly, though, economic clout is a
370 key yardstick by which power is measured and a principal means by which influence is
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371 exercised. Today, market changes are watched just as closely as military maneuvers, and
372 decisions in boardrooms can matter as much as those made on battlefields (Froman 2014).

373 And to clarify how the TPP fits in the context of the above conceptualization of
374 US trade policy, a year later he stated:

375 TPP is a critical part of our overall Asian architecture. It is perhaps the most concrete
376 manifestation of the President’s rebalancing strategy towards Asia. It reflects the fact that
377 we are a Pacific power and that our economic well-being is inextricably linked with the
378 economic well-being of this region — the home to some of the largest and fastest growing
379 economies of the world and the home to what is expected to be the largest middle class in
380 the world. The TPP’s significance is not just economic, it’s strategic — as a means of
381 embedding the United States in the region, creating habits of cooperation with key partners,
382 and forming a foundation for collaboration on a wide range of broader issues (Froman
383 2015).

384 Secretary of Defense, Ash Carter, further stressed this point in a recent speech,
385 arguing:

386 TPP also makes strong strategic sense, and it is probably one of the most important parts of
387 the rebalance, and that’s why it has won such bipartisan support. In fact, you may not
388 expect to hear this from a Secretary of Defense, but in terms of our rebalance in the broadest
389 sense, passing TPP is as important to me as another aircraft carrier. It would deepen our
390 alliances and partnerships abroad and underscore our lasting commitment to the
391 Asia-Pacific. And it would help us promote a global order that reflects both our interests
392 and our values (US Department of Defense 2015).

393 This brief review of policy statements by key US officials suggests that the US
394 political elite shared the concerns of those who feared that, without a trade strategy
395 of containment, China would continue along the path to becoming a conventional
396 great power with the full panoply of political and military capabilities, all oriented
397 towards realizing the goal of recovering from the US the primacy it once enjoyed in
398 Asia, as a prelude to exerting global influence in the future (Blackwill and Tellis
399 2015).

400 3.3 What About the Domestic Politics?

401 The evidence presented so far makes a plausible case for characterizing the TPP as
402 a strategy of containment of China’s growing role in the international economic
403 system and within the Asian region. The relative-gains argument, focusing
404 exclusively on states as the relevant actors in international politics, overlooks the
405 role that powerful domestic constituencies can play in shaping states’ trade policy
406 strategies. Neglecting the role of these domestic actors however, can be problematic
407 from an empirical standpoint, because observed outcomes can be equally accounted
408 for by explanations that focus on such domestic political processes. To be more
409 specific, a trade strategy that maximizes relative, rather than absolute, gains may
410 have nothing to do with states’ preoccupations with the distribution of relative
411 power in the international system, but instead may be driven by powerful

54 A. Poletti

Layout: T1 Standard Book ID: 420740_1_En Book ISBN: 978-3-319-54117-4

Chapter No.: 3 Date: 24-5-2017 Time: 4:24 pm Page: 54/62



U
N
C
O
R
R
EC

TE
D
PR

O
O
F

412 protectionist forces that manage to capture policymakers. The endogenous trade
413 tariff literature has long noted that the preferences, and organizational and political
414 action by domestic interests matter in shaping trade policy outcomes, showing how
415 special interests can systematically bias trade policy towards protection, irrespective
416 of whether trade liberalization increases the aggregate welfare of societies or not
417 (Grossman and Helpman 2001). In short, when empirically assessing the plausi-
418 bility of the relative gains argument, the possibility that such an argument is
419 observationally equivalent to explanations that focus on the role of domestic
420 organized constituencies, needs to accounted for (Moravcsik 1997). Logically, in
421 this context, this would mean showing that the TPP cannot be fully traced back to
422 the preferences and political influence of organized societal stakeholders and,
423 therefore, that systemic factors, i.e. relative gains concerns, have played an inde-
424 pendent causal effect. And this is of course difficult, because ideally one would need
425 to analyse such groups’ preferences on the TPP and alternative trade strategies,
426 while only preferences over the TPP can be traced, given that alternative trade
427 strategies did not materialize, i.e. FTAAP. With this caveat in mind, I briefly review
428 the preferences of domestic trade-related interests over the TPP, and then conduct a
429 brief counterfactual exercise to try and deduce what their preferences over alter-
430 native scenarios would look like.
431 The TPP negotiations have, from the very beginning, been broadly supported by
432 US business groups. Business Roundtable supported the agreement from the very
433 start and recently Chairman Tom Linebarger described the TPP as a “significant
434 agreement that will promote U.S. economic leadership and much-needed U.S.
435 growth and jobs by expanding U.S. trade opportunities and setting strong new rules
436 for international commerce” (Business Roundtable 2016). The American Chamber
437 of Commerce similarly supported the deal throughout negotiations, deeming the
438 prospective agreement as an opportunity to “boost economic growth, provide new
439 opportunities for small businesses, and enhance job creation in the U.S. and the
440 other TPP nations” (US Chamber of Commerce 2016). Similar enthusiastic state-
441 ments in support of the TPP have been released by the association representing
442 farmers’ interests, the American Farm Bureau Federation (2015), the National
443 Small Business Association (2015), and the National Retail Federation (2015).
444 While initially quite tepid about the prospective agreement, the National
445 Association of Manufacturers also greeted the successful conclusion of negotiations
446 with enthusiasm (National Association of Manufacturers 2016).
447 The TPP negotiations have also attracted criticism. The confederation of US
448 trade unions, the American Federation of Labor and Congress of Industrial
449 Organizations (AFL-CIO) for instance, has consistently and vocally opposed the
450 agreement (AFL-CIO 2016). The most vocal opposition to the agreement, however,
451 has come from various types of civil society organizations claiming that it would
452 harm social, consumer and environmental justice (Citizens Trade Campaign 2016).
453 The TPP received wide support from key business constituencies, but was met
454 with vocal resistance by civil society organizations skillfully engaging in the
455 strategic use of social media to shape and vocalize constituency preferences, a
456 configuration of the domestic political trade conflict that is quite typical of trade
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457 agreements that reach deeply into practices of domestic governance such as the TPP
458 (Young 2016). The ability of these groups to make their voice heard and weigh
459 politically is witnessed by the recent decision by pro-TPP business groups to ramp
460 up their lobbying efforts to target undecided Congress members, and thus secure
461 approval of the TPP in Congress. However, the fact that the TPP was met with
462 opposition by organizations representing civil society interests is not sufficient for
463 discounting mainstream political-economy accounts of trade policy as fully
464 implausible. In the end, all these accounts share the view that, given the collective
465 action problems groups face when deciding to mobilize politically, the trade poli-
466 cymaking process is largely skewed in favour of concentrated interests (Olson
467 1965).
468 In order to weaken the domestic politics argument, and thus make a stronger case
469 for the relative gains argument, one would need to show that, while supporting the
470 TPP, business groups had a stronger preference for alternative trade strategies. As
471 mentioned above, tracing preferences with respect to such alternative strategies is
472 difficult because the US idea of supporting an Asia Pacific-wide trade agreement,
473 the FTAAP, never got off the ground and was soon on replaced by the TPP strategy.
474 However, it is reasonable to argue that business preferences would have been
475 equally, if not more, supportive, of a strategy of trade liberalization in the Asian
476 region that included China.
477 China has emerged in recent years as a key hub in the context of so-called
478 Global Values Chains, that is processes of production increasingly fragmented and
479 dispersed across different jurisdictions (Gereffi et al. 2005). As a result of an
480 improved and more efficient telecommunications and transportation infrastructure,
481 trade and investment liberalization, along with greater competition, have signifi-
482 cantly shifted the final assembly of many categories of US consumer goods to
483 China, with components and parts supplied by several other Asian economies.
484 Thus, the economies of the US and China have experienced a dramatic increase in
485 their level of interdependence as a result of these processes of globalization of
486 production (Nanto 2010).
487 This evolution has important consequences for the politics of US-China trade
488 relations. In general, the integration of countries in Global Value Chains (GVCs)
489 greatly increases the domestic support for trade liberalization, not only because it
490 increase opportunities to access foreign markets, but because it also lowers the costs
491 for imported inputs (Eckhardt and Poletti 2016). In other words, GVCs change the
492 domestic political conflict over trade policy and increase trade liberalization pref-
493 erences because import-dependent firms—goods-producing firms for which imports
494 play a pivotal role in the production process (Eckhardt 2015)—become key political
495 players next to traditional exporters. These dynamics are particularly relevant in the
496 context of US-China trade relations because in recent years more than 80% of US
497 merchandise exports and imports has taken place within global networks of pro-
498 duction and distribution that have China at their core (Bernard et al. 2005).
499 With these considerations in mind, it thus seems eminently plausible to argue
500 that the observed business support for the TPP should be equally, if not more
501 intensely, observed in a scenario in which the US were to push forward a trade
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502 strategy in the Asian region that included China. While this counterfactual exercise
503 does not definitively disconfirm a domestic politics explanation for the TPP, it lends
504 support to the view that domestic pressures alone can hardly account for why the
505 US decided to exclude China from its Asian trade policy strategy.

506 4 Implications for Global Trade Governance

507 Systematically engaging with the normative debate on the desirability of different
508 strategies to cope with rising China is beyond the scope of this chapter. However,
509 its findings are of some relevance to those involved in such debate. In particular, the
510 observation that the TPP is part of a broader strategic shift, centred on the idea that
511 the US should actively seek to contain China’s rising power, begs the question of
512 what the implications for existing structures of multilateral trade governance of
513 such strategy are. Whether PTAs are building or stumbling blocks for the multi-
514 lateral trading systems has been hotly debated for years (Ravenhill 2008). The
515 signing of the TPP and the ongoing negotiations concerning other mega-regional
516 trade agreements make this question even more compelling. Can the WTO continue
517 to play a role as an institutional forum to effectively pursue negotiated multilateral
518 trade liberalization, or should we come to terms with the idea that PTAs, and
519 mega-regional trade agreements in particular, will be the only hothouses where
520 tomorrow’s negotiated trade liberalization are going take place?
521 One way of addressing this question is to ask whether there are mechanisms to
522 ensure that trade liberalization commitments undertaken in these trade agreements
523 will be compatible with existing WTO commitments. The answer to this question is
524 clearly negative. While it is true that trade liberalization commitments undertaken in
525 mega-regional trade agreements can have a public good character, in that they can
526 generate benefits that can also be appropriated by non-members (Pauwelyn 2015), it
527 has been widely noted that existing rules and political dynamics in the WTO do not
528 allow for an effective monitoring of the consistency between WTO and PTA rules
529 (Mavroidis 2015; Winters 2015). For all its relevance, however, this debate
530 obscures the fundamental question of whether mega-regional trade agreements can
531 generate political dynamics that are, in the long term, instrumental to reviving the
532 centrality of the WTO as a governance system that can effectively foster negotiated
533 trade liberalization at a multilateral level. This is a crucial question for International
534 Relations theorists because it directly speaks to the debate on the political foun-
535 dations of the post-World War II multilateral order.
536 Some commentators argue that mega-regional trade agreements do not bode well
537 for the WTO. Winters (2015, pp.15–16), for instance, argues that mega-regional
538 trade agreements are likely to “leave the world trading system fractured and dis-
539 criminatory […] undermining what has been one of the major triumphs of the
540 post-war settlement”.
541 While it is impossible at this stage to fully anticipate the consequences of these
542 agreements, I argue that there is more ground for optimism than the above
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543 interpretations suggest. And it is, in fact, precisely the discriminatory nature of the
544 TPP, and potentially of other mega-regional trade agreements, which provides room
545 for such optimism. The TTP’s likely implications for the multilateral trading system
546 will depend largely on China’s response to it, which, in turn, will critically hinge on
547 the severity of the negative distributional consequences of the agreement. In
548 abstract, China’s possible responses to a mega-regional trade agreement such as the
549 TPP include: investing even more political capital in pushing forward a rival block
550 such as the RCEP; the unilateral adoption of TTP rules and standards; joining the
551 club; or a multilateralization of TTP rules via a comprehensive WTO agreement
552 (Aggarwal and Evenett 2015). The choice China will make depends largely on how
553 much the TPP worsens the default condition of the status quo for China.
554 Paradoxically, the more the TPP hurts China, the weaker its bargaining position,
555 and the greater the likelihood that it will be willing to pursue a strategy of con-
556 structive engagement with its main trading partners (Dür 2007).
557 Given the concentration of China’s exports and investments in countries such as
558 the US and Japan, with which it has not yet signed a PTA, respectively the first and
559 third largest markets for Chinese exports and the most important investors from the
560 developed economies, China is obviously the TPP’s major loser (Deardoff 2014).
561 Moreover, the interconnectedness of China’s economy with the TPP members’
562 economies, in the context of global value chains, makes it unlikely that the creation
563 of a rival block, e.g. the RCEP, will be seen as a viable alternative to fully offset the
564 TPP’s losses. Given this constellation of distributive effects and political alterna-
565 tives, multilateralizing the rules of a mega-regional trade agreement such as the TPP
566 might therefore plausibly end up being the most effective strategy for China,
567 allowing it to get something in exchange for taking on the TTP’s provisions
568 (Aggarwal and Evenett 2015).
569 Anecdotal evidence suggests the plausibility of this view. Chinese elites pro-
570 moted China’s entry in the WTO—a political move that epitomizes China’s
571 strategic shift from multilateral sceptic to multilateral champion in the second half
572 on the 1990s—also as a response to what they perceived as a US power politics
573 attitude in the region (Christensen 2006). Xiatong (2015) considers Chinese reac-
574 tions to mega-regional trade negotiations that exclude China, such as the TPP and
575 the TTIP, and reports key Chinese trade officials claiming “the regional trade
576 arrangements that we are now discussing might be multilateralized […] the pen-
577 dulum of trade liberalization might swing back to multilateralism at the end of the
578 day” (Sun 2013, quoted in Xiatong 2015, p. 122). In a similar vein, Eliasson and
579 Garcia-Duran (2016) report evidence suggesting that China and India consented to
580 the WTO trade facilitation agreement when they realized that the TPP was being
581 concluded, as well as when the EU systematically engaged in PTA negotiations
582 with their Asian partners. Of course, the possibility remains that China will
583 decidedly move towards strategies of confrontation that might ultimately undermine
584 the multilateral trade governance structures. However, given the importance of the
585 TPP members’ markets for China, and their increasing interpenetration of global
586 value chains, I believe that strategies of constructive engagement within the existing
587 multilateral order are more likely to materialize.
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588 5 Conclusion

589 This paper aimed to make a plausible case that TPP is part of a broader strategic
590 shift in the US approach towards China, one that prioritizes containment over
591 integration. In a recent report titled Revising US Grand Strategy Toward China and
592 published by the Council on Foreign Relations, Blackwill and Tellis (2015, P. 4)
593 note that, “because the American effort to integrate China into the liberal interna-
594 tional order has now generated new threats to U.S. primacy in Asia—and could
595 eventually result in a consequential challenge to American power globally—
596 Washington needs a new grand strategy toward China that centers on balancing the
597 rise of Chinese power rather than continuing to assist its ascendancy”. Sustaining
598 the US status in the face of China’s rising power, according to the report’s authors,
599 would require, among other things, “creating new preferential trading arrangements
600 among US friends and allies to increase their mutual gains through instruments that
601 consciously exclude China” (Ibidem: 5).
602 This paper has shown empirically that it is precisely this view about how the
603 future of US-China relations should evolve that has influenced the US decision to
604 strongly support negotiations for an ambitious, comprehensive, and deep
605 mega-regional trade agreement such as TPP up until the last presidential elections.
606 Such an agreement was viewed by the Obama administration as consistent with a
607 strategy of containment or rebalancing of China because it would enable the US and
608 its Asia-Pacific allies to increase mutual gains, while simultaneously imposing costs
609 on China. To put is more succinctly, the TPP was devised with a view to increasing
610 US relative gains vis à vis China.
611 At the time of writing, the presidential race ended with the surprising victory of
612 Donald Trump. In line with the critical stance he took on the TPP and other free
613 trade agreements throughout the campaign, in a statement outlining his policy plans
614 for his first hundred days in office, Donald Trump vowed to issue a note of intent to
615 withdraw from the TPP “from day one”, calling it “a potential disaster for our
616 country”, and aiming for a shift towards the negotiation of “fair bilateral trade deals
617 that bring jobs and industry back” (The Guardian 2016). And on his fourth day in
618 office President Trump kept his promises, signing an executive order formally
619 ending the US participation in the TPP after discussing American manufacturing
620 with business leaders (The Washington Post 2017). This article has shown that a
621 retreat from TPP may actually turn out to weaken the US capacity to compete
622 against China in the global economy. Mr. Trump’s himself on many occasions
623 throughout the electoral campaign bashed China on trade and currency issues and
624 identified in China’s economic competition one of the main dangers for domestic
625 industry growth. And yet, he decided to stick to its promise to withdraw from one of
626 the only policy instruments that can effectively contain China’s growing economic
627 power. There are already signs that China may take full advantage of the American
628 trade policy shift. As the New York Times reports, the RCEP, the China-led rival
629 trade pact that aims to excludes Washington from the Asian region, is already
630 getting new attention from countries such as Peru and Malaysia who signed TPP
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631 and now plan to focus on trade negotiations with China (The New York Times
632 2016). More generally, those who advocated the US withdrawal from TPP overlook
633 its potential in fostering international stability by putting political pressure on China
634 to play a key role in revitalizing existing multilateral trade institutions.
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