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Trade deal: is this time different?

¢ China’s compromise not to insist on the removal of existing tariff as pre-
condition for a trade deal is encouraging.

* The documentation of phase one deal in black and white in the next one
month will be the first testing point.

*The road to a complete deal will depend on the negotiations on
intellectual property and technology transfer.

¢ Five hot topics including the planned tariff hike on 15 Dec, Huawei, US
entity list, currency manipulation designation and existing tariff are not
addressed in this agreement. Those could be the sources of uncertainty
in future.

¢ This time may be different as timing could be the catalyst for both sides
to go ahead with the talk without derailing the situation.

Although the news flow prior to the trade talk is mixed after the US added
more Chinese companies into the entity list, a phase one trade deal has
been reached on 14 Oct, which will delay the additional tariff hike
previously scheduled on 15 Oct. Five areas have been covered in phase one
including agriculture purchase, opening of China’s financial services,
currency agreement, intellectual property and technology transfer. The
first three areas have been covered entirely in phase one while the latter
two will be discussed further in phase two.

As mentioned by President Trump that the US is surprised by China’s
generous offer to increase its purchase of US agriculture products to US$40-
50 billion per annum from currently USS8 billion, much higher than US’s
previous target of about USS20 billion. Put quantity of agriculture purchase
aside, we think China did make compromise to reach this partial deal as
removal of existing tariff is no longer the pre-condition for a bilateral deal.

Table 1: A revisit of China’s three red lines

China’s previous red lines Current update after phase one
1) China demands the US to | China no longer insisted on the
remove entire existing tariffs removal of existing trade deal

2) The US should comply with the | According to President Trump, China
previous target for agriculture | offered more than what the US
product purchase instead of | expected in terms of agriculture
keeping increase the target purchase.

3) The wording of the text in the | Pending. Market will watch how is

agreement should be equitable | the phase one deal papered in black
and white in the next one month.
No news on US forcing China to
change its law.
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What’s next?

Market will watch out for two things going forwards. First, the
documentation of the phase one deal is expected to take about one month.
Ideally, the deal will be signed formally during the APEC meeting in Chile in
mid-November. Second, the phase two will also start very soon. As
mentioned by the President Trump, three areas including agriculture,
financial services and currency have been covered by phase one entirely. As
such, phase two will mainly cover intellectual property and technology
transfer with key focus will be on technology transfer. President Trump did
not rule out the possibility of phase three to cover technology transfer.
Overall, we think it remains uncertain how far we are from the complete
trade deal.

Table 2: Road to a complete trade deal

Areas Phase one Phase two Phase three?
Agriculture Entirely covered

purchase

Financial Entirely covered

Services

Currency Entirely covered

Intellectual A large part | The remaining

property covered part

Technology Some covered Largely done May be
transfer extended

Five uncertainties remain
Although the 15 Oct planned tariff hike has been officially delayed, there
are at least five hot topics not being addressed in the phase one talk.

Table 3: Five Hot topics not addressed in Phase one

The second tariff hike Subject to President’s final decision

on 15 Dec

Huawei A separate process and is not part of agreement
The expanding entity Will look at the list and a separate determination
list will be made on which companies on the list
Currency manipulation | A decision will be made by US Treasury

Existing tariff No update: but Trump said he likes tariff

Is this time different?

The positive headline is encouraging. However, we saw the same movie
before in April. President Trump thought this time is different as both
negotiators have known each other a lot better after a few rounds of back
and forth. We think timing could be the catalyst for both sides to go ahead
with the talk without derailing the situation as the US is approaching the
new Presidential election.

Treasury Research & Strategy




OCBC TREASURY RESEARCH

Greater China
14 October 2019

(¥%,

OCBCBank

Treasury Research & Strategy

Macro Research

Selena Ling
Head of Strategy & Research
LingSSSelena@ocbc.com

Howie Lee
Thailand, Korea & Commodities
Howielee@ocbc.com

Credit Research

Andrew Wong
Credit Research Analyst
WongVKAM@ocbc.com

Emmanuel Ng
Senior FX Strategist

NgCYEmmanuel@ocbc.com

Tommy Xie Dongming
Head of Greater China Research
XieD@ocbc.com

Alan Lau
Malaysia & Indonesia
AlanLau@ocbc.com

Ezien Hoo
Credit Research Analyst
EzienHoo@ochc.com

Carie Li
Hong Kong & Macau
carierli@ocbcwh.com

Wong Hong Wei
Credit Research Analyst
WongHongWei@ocbc.com

Terence Wu
FX Strategist
TerenceWu@ochc.com

Dick Yu
Hong Kong & Macau
dicksnyu@ocbcwh.com

Seow Zhi Qi
Credit Research Analyst
ZhiQiSeow@ocbc.com

This publication is solely for information purposes only and may not be published, circulated, reproduced or distributed in whole or in part to any
other person without our prior written consent. This publication should not be construed as an offer or solicitation for the subscription, purchase
or sale of the securities/instruments mentioned herein. Any forecast on the economy, stock market, bond market and economic trends of the
markets provided is not necessarily indicative of the future or likely performance of the securities/instruments. Whilst the information contained
herein has been compiled from sources believed to be reliable and we have taken all reasonable care to ensure that the information contained in
this publication is not untrue or misleading at the time of publication, we cannot guarantee and we make no representation as to its accuracy or
completeness, and you should not act on it without first independently verifying its contents. The securities/instruments mentioned in this
publication may not be suitable for investment by all investors. Any opinion or estimate contained in this report is subject to change without
notice. We have not given any consideration to and we have not made any investigation of the investment objectives, financial situation or
particular needs of the recipient or any class of persons, and accordingly, no warranty whatsoever is given and no liability whatsoever is
accepted for any loss arising whether directly or indirectly as a result of the recipient or any class of persons acting on such information or
opinion or estimate. This publication may cover a wide range of topics and is not intended to be a comprehensive study or to provide any
recommendation or advice on personal investing or financial planning. Accordingly, they should not be relied on or treated as a substitute for
specific advice concerning individual situations. Please seek advice from a financial adviser regarding the suitability of any investment product
taking into account your specific investment objectives, financial situation or particular needs before you make a commitment to purchase the
investment product. OCBC Bank, its related companies, their respective directors and/or employees (collectively “Related Persons”) may or
might have in the future interests in the investment products or the issuers mentioned herein. Such interests include effecting transactions in
such investment products, and providing broking, investment banking and other financial services to such issuers. OCBC Bank and its Related
Persons may also be related to, and receive fees from, providers of such investment products.

This report is intended for your sole use and information. By accepting this report, you agree that you shall not share, communicate, distribute,
deliver a copy of or otherwise disclose in any way all or any part of this report or any information contained herein (such report, part thereof and
information, “Relevant Materials”) to any person or entity (including, without limitation, any overseas office, affiliate, parent entity, subsidiary
entity or related entity) (any such person or entity, a “Relevant Entity”) in breach of any law, rule, regulation, guidance or similar. In particular,
you agree not to share, communicate, distribute, deliver or otherwise disclose any Relevant Materials to any Relevant Entity that is subject to the
Markets in Financial Instruments Directive (2014/65/EU) (“MiFID”) and the EU’s Markets in Financial Instruments Regulation (600/2014)
(“MiFIR”) (together referred to as “MiFID 1I”), or any part thereof, as implemented in any jurisdiction. No member of the OCBC Group shall be
liable or responsible for the compliance by you or any Relevant Entity with any law, rule, regulation, guidance or similar (including, without
limitation, MiFID I, as implemented in any jurisdiction).

Co.Re@.no.:193200032W

Treasury Research & Strategy 3


mailto:LingSSSelena@ocbc.com
mailto:NgCYEmmanuel@ocbc.com
mailto:XieD@ocbc.com
mailto:TerenceWu@ocbc.com
mailto:HowieLee@ocbc.com
mailto:AlanLau@ocbc.com
mailto:carierli@ocbcwh.com
mailto:WongVKAM@ocbc.com
mailto:EzienHoo@ocbc.com
mailto:WongHongWei@ocbc.com
mailto:ZhiQiSeow@ocbc.com

