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A Secret Plan for America’s New China
Policy

It's based on the reviled and maligned Trans-Pacific Partnership, so don’t tell anyone.

Predictability and coordination are shaping up as the central themes to America's new China policy after
four years of volatility and unilateralism. But even more important than a steady strategy to manage China's
rise in the global economy will be formulating achievable targets. Fortunately, there's an obvious place to
start: the Asian trade deal that Hillary Clinton denounced and Donald Trump abandoned.

Joe Biden's first words on China as president-elect promised consultation with allies on how best to advance
shared interests, but his team will need to work hard to forge consensus around economic priorities that
improve the relationship amid escalating tensions on everything from the origins of COVID-19 and Huawei’s
telecom sales to the South China Sea and Hong Kong's national security law.

Resurrecting the Trans-Pacific Partnership is likely a step too far for Biden amid a political landscape that
has turned the very initials TPP into shorthand for all that is wrong with American trade policy. Still, the
deal that 11 other Pacific economies agreed to without the U.S. in 2018 sets standards for economic behavior
that trading partners everywhere would like to see more advanced in China: codes of conduct for state-
owned enterprises, rules for services and digital trade, protection of intellectual property, and commitments

to labor rights and environmental standards.

It’s hardly a complete list of challenges, but it’s an excellent start at a time when global disenchantment with
China from Brussels to Canberra threatens progress on every front. Chinese President Xi Jinping’s
expressions of interest in joining this rebooted and re-named Comprehensive and Progressive Agreement

for Trans-Pacific Partnership (or CPTPP) may be mostly political posturing as American turns inward, but
it’s clearly worth testing his commitment.

While deteriorating U.S.-Chinese relations have triggered much talk of a new Cold War between East and
West, China presents a much more complicated challenge than the Soviet Union ever did—its nuclear
arsenal notwithstanding. Moscow’s global influence flowed from its military strength and ideological
commitment; Beijing derives even more leverage from a vast potential economic opportunity. The United
States and its allies fret about China’s political model and its diplomatic ambitions, but few want to risk
getting shut out of the world’s second-largest market.

What makes it even more difficult is that the allies that Biden hopes to leverage all have slightly different
priorities in their dealings with China. Five years ago, German leaders spoke of a “comprehensive strategic
partnership” and British counterparts celebrated “a golden age” in relations with Beijing, but that has all
soured amid concerns over market access, Chinese purchases of strategic European assets and political
protests in Hong Kong.

China is as important a market for Japan as the United States, but further expansion has been stymied by
territorial disputes and historical sensitivities. South Korea’s priorities remain entwined with China’s
backing of the North Korean government, while Australia has seen its relations unravel precipitously after a

series of steps Beijing didn’t like.
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https://www.nytimes.com/2020/12/02/opinion/biden-interview-mcconnell-china-iran.html
https://www.whitecase.com/publications/alert/cptpp-enters-force-what-does-it-mean-global-trade
https://asia.nikkei.com/Politics/International-relations/Xi-says-China-will-consider-joining-TPP
https://www.brookings.edu/wp-content/uploads/2020/07/FP_20200708_china_europe_wright_v2.pdf
https://www.brookings.edu/wp-content/uploads/2020/07/FP_20200708_china_europe_wright_v2.pdf
https://thediplomat.com/2020/11/chinas-foreign-minister-arrives-in-japan-hoping-to-keep-relations-steady/
https://thediplomat.com/2020/11/chinas-foreign-minister-arrives-in-japan-hoping-to-keep-relations-steady/
https://carnegieendowment.org/2020/10/21/south-korea-is-caught-between-china-and-united-states-pub-83019
https://www.scmp.com/news/china/diplomacy/article/3112721/china-australia-row-trade-coronavirus-and-foreign-interference
https://www.scmp.com/news/china/diplomacy/article/3112721/china-australia-row-trade-coronavirus-and-foreign-interference
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Arguably, the U.S. list of concerns about Chinese policy is the longest of all, ranging from the diplomatic
(Taiwan and North Korea) and the economic (mostly trade and investment, but also debt policy in
developing countries) to the political (Hong Kong and Uighurs) and the global (climate and COVID).
Moreover, in a deeply divided political system, one of the few areas of broad agreement is that America
should be “tougher” across the board—with little clarity on what that means or what it might realistically
achieve.

“The United States and its allies fret about China’s political model and its
diplomatic ambitions, but few want to risk getting shut out of the world’s

second-largest market.”

Thus, the benefit of testing the prospects for narrow progress on key issues that most of America’s allies
have already agreed to and Beijing itself has notionally accepted.

China’s engagement on trade picked up momentum following the November conclusion of the Regional
Comprehensive Economic Partnership, which aligns trading practices with 14 other regional partners,
including Korea and Japan. Critics note the deal still leaves a great many tariffs in place and does little to
raise standards or expand trade in services, but new rules of origin should help reinforce supply chains
across the region.

There are real hurdles to turning the CPTPP into the central vehicle of U.S. policy in China. Korea withdrew
its application over trade tensions with Japan, while post-Brexit Britain’s talk of joining fizzled following
Australian objections. Finally, getting the U.S. onboard faces considerable obstacles, even for an
administration committed to multilateral solutions that also bring a difficult path to imaging these days.

But it seems well worth a try, especially if we can keep the inflammatory initials under wraps.
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https://www.brookings.edu/blog/order-from-chaos/2020/11/16/rcep-a-new-trade-agreement-that-will-shape-global-economics-and-politics/
https://www.brookings.edu/blog/order-from-chaos/2020/11/16/rcep-a-new-trade-agreement-that-will-shape-global-economics-and-politics/
https://www.csis.org/analysis/cptpp-almost-one-year-later
https://asiasociety.org/policy-institute/reengaging-asia-pacific-trade-tpp-roadmap-next-us-administration
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IMPORTANT INFORMATION

Any forecasts in this document are based upon Barings opinion of the market at the date of preparation and are subject to change
without notice, dependent upon many factors. Any prediction, projection or forecast is not necessarily indicative of the future or likely
performance. Investment involves risk. The value of any investments and any income generated may go down as well as up and is not
guaranteed. Past performance is no indication of current or future performance. PAST PERFORMANCE IS NOT NECESSARILY
INDICATIVE OF FUTURE RESULTS. Any investment results, portfolio compositions and or examples set forth in this document are
provided for illustrative purposes only and are not indicative of any future investment results, future portfolio composition or
investments. The composition, size of, and risks associated with an investment may differ substantially from any examples set forth in
this document. No representation is made that an investment will be profitable or will not incur losses. Where appropriate, changes in
the currency exchange rates may affect the value of investments. Prospective investors should read the offering documents, if applicable,
for the details and specific risk factors of any Fund/Strategy discussed in this document.For Professional Investors/Institutional
Investors only. This document should not be distributed to or relied on by Retail/Individual Investors. Barings LLC, Barings Securities
LLC, Barings (U.K.) Limited, Barings Global Advisers Limited, Barings Australia Pty Ltd, Barings Japan Limited, Baring Asset
Management Limited, Baring International Investment Limited, Baring Fund Managers Limited, Baring International Fund Managers
(Ireland) Limited, Baring Asset Management (Asia) Limited, Baring SICE (Taiwan) Limited, Baring Asset Management Switzerland
Sarl, and Baring Asset Management Korea Limited each are affiliated financial service companies owned by Barings LLC (each,
individually, an "Affiliate"), together known as "Barings." Some Affiliates may act as an introducer or distributor of the products and
services of some others and may be paid a fee for doing so.

NO OFFER:

The document is for informational purposes only and is not an offer or solicitation for the purchase or sale of any financial instrument
or service in any jurisdiction. The material herein was prepared without any consideration of the investment objectives, financial
situation or particular needs of anyone who may receive it. This document is not, and must not be treated as, investment advice, an
investment recommendation, investment research, or a recommendation about the suitability or appropriateness of any security,
commodity, investment, or particular investment strategy, and must not be construed as a projection or prediction.

In making an investment decision, prospective investors must rely on their own examination of the merits and risks involved and before
making any investment decision, it is recommended that prospective investors seek independent investment, legal, tax, accounting or
other professional advice as appropriate. Unless otherwise mentioned, the views contained in this document are those of Barings. These
views are made in good faith in relation to the facts known at the time of preparation and are subject to change without notice.
Individual portfolio management teams may hold different views than the views expressed herein and may make different investment
decisions for different clients. Parts of this document may be based on information received from sources we believe to be reliable.
Although every effort is taken to ensure that the information contained in this document is accurate, Barings makes no representation or
warranty, express or implied, regarding the accuracy, completeness or adequacy of the information.

OTHER RESTRICTIONS:

The distribution of this document is restricted by law. No action has been or will be taken by Barings to permit the possession or
distribution of the document in any jurisdiction, where action for that purpose may be required. Accordingly, the document may not be
used in any jurisdiction except under circumstances that will result in compliance with all applicable laws and regulations.

Any service, security, investment or product outlined in this document may not be suitable for a prospective investor or available in their
Jurisdiction.
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