
U.S. President Donald Trump and 
Chinese President Xi Jinping agreed 

to keep a trade war between the two 
countries from escalating with a promise 
to halt the imposition of new tariffs for 90 
days as the world’s two largest economies 
negotiate a lasting agreement.

Chinese Foreign Minister Wang Yi 
briefed media reporters hours 

later in Buenos Aires: “Both sides 
believe that the principled agreement 
reached between the two presidents 
has effectively prevented the further 
expansion of economic frictions between 
the two countries,” he said.

The White House described the 
meeting as “highly successful,” 

saying the U.S. will leave existing tariffs 
on $200 billion of Chinese goods at 
10 percent and refrain from raising 
that rate to 25 percent as planned on 
Jan. 1. In exchange, the U.S. wants an 
immediate start to talks on Trump’s 
biggest complaints about Chinese 
trade practices: intellectual property 
theft, non-tariff barriers and forced 
technology transfer. There was yet no 
comprehensive statement from China 
on the specifics of the agreement. 
However, neither side got their 
maximum demands but there was 
enough give and take for both U.S. 
and China to claim victory. At the very 
least, both sides avoided the worst-case 
scenario. 

It was especially crucial for China to 
get a truce done. The U.S. planned 

to increase tariffs on $200 billion 
in Chinese goods from 10% to 25%, 
effective Jan. 1. That increase has now 
been deferred. Based on Bloomberg’s 
calculations, tariffs at 25% would have 
meant a 0.9 percentage point drag on 
China’s GDP growth. Keeping tariffs at 10% 
will mean the drag stays at 0.5 ppt. The 
trade skirmishes are impacting capital 
and investment inflows into China 
as the significantly weaker currency 
(which was devalued to help shore up 
exports and lower the nominal value 
of exports to the U.S.) has weakened 
Foreign Direct Investments (FDIs); see 12
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1st chart on this page. China’s domestic 
equity markets have fallen, and the 
cost of servicing domestic corporations’ 
foreign debt has escalated. A severe 
devaluation will also increase the risk 
of another episode of domestic capital 
flight as seen in 2015. 

The U.S. and China got their share of 
desserts: the White House said that 

Xi would consider approving a possible 
$44 billion deal for Qualcomm Inc. to 
purchase NXP Semiconductors NV if 
it’s brought to him again. It also said 
China agreed to designate the synthetic 
opioid fentanyl, which has been linked 
to an epidemic of overdose deaths, as 
a controlled substance -- a move that 
would expose its sellers to the maximum 
penalty under Chinese law. In return, the 

U.S. promised to uphold the one-China 
policy; China, in turn, threw its support 
behind further meetings between Trump 
and North Korean leader Kim Jong Un.

The primary agreements, according 
to the White House: China pledged 

to buy a “very substantial” amount of 
U.S. agricultural, energy and industrial 
goods, with purchases of farm products 
beginning immediately. This is aimed 
at slowing the ballooning trade deficit 
that has favored China almost every 
year since the mid-1980s. It is also 
galling to the U.S. that China trade 
surplus is increasing in the U.S. while it 
is already shrinking versus the Rest of 
the World (Row) (see 2nd chart on this 
page). Beijing also agreed to negotiate 
immediately on Chinese practices such as 
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forced technology transfers, intellectual 
property protection, non-tariff barriers 
and cyber theft. China, home to the 
world’s largest auto market, would also 
remove tariffs on U.S. auto exports, 
which increased to 40 percent in July.

It is interesting that at no point did 
China even exhibit a willingness to 

talk about the trade practices that 
helped spark the trade war in the first 
place, at least not publicly. According 
to Beijing, the upcoming talks will focus 
on scrapping all tariffs imposed by both 
countries and on reaching a consensus 
on trade.

Nonetheless, the outcome gives 
both sides enough to boast of a 

win without resolving the fundamental 
differences between them. China 
gets a delay on additional tariffs and 
miscellaneous items, while the U.S. gets 
greater purchases of agriculture goods 
(and a nod for more stringent Chinese 
laws to control opioids), while retaining 
leverage to push for more structural 
changes to the economy.

It was therefore mystifying that the 
celebration of the Trump/Xi dinner 

in Buenos Aires lasted just about three 
hours. What went wrong? The market’s 
reaction was not a complete surprise, 
but the size and rapidity of the market 
dislocation were attention-grabbing. And 
the market euphoria did not even last a 
day.  There were a few niggling details 
that bothered the financial markets.

The official statements the U.S. and 
China subsequently issued clashed in 

scope, tone and substance. Not that the 
finer points will make much of a difference 
in the short term. The fast-track 
negotiations in Buenos Aires cannot 
deliver during a single dinner between 
Trump-Xi the most crucial point in 
the U.S.-China relationship: a political 
understanding on the parameters for a 
reset of U.S.-China economic relations 
that both sides can live with. It was just 
a temporary truce, pure and simple. 
Nonetheless, there was ample interest 
in making truce with the other, even if 
it leads only to a narrow yet mutually 
beneficial long-term arrangement in 
the future. But even that changes if 

the broader strategic competition with 
China dramatically intensifies, in which 
case the U.S. will have every reason to 
weaponize trade (and the US Dollar) in 
getting redress for what the country 
believes unduly favors China. 

It may be that the apparent 
inconsistencies between statements 

from Chinese and U.S. trade 
negotiators, which bothered the market 
tremendously, reflect the necessity of 
political salesmanship. The presidents 
of the two most economically powerful 
countries in the world cannot appear to 
be giving in to the other. It also attests 
to the difficulties that confound a 
more permanent agreement: China 
can’t concede on the biggest issues at 
stake, and the U.S. isn’t under enough 
immediate economic or political 
pressure to back down. The Democrats 
also lean towards a hardline with China. 
So with regards to the trade discussions, 
extending talks by a few months is 
convenient, but it won’t make challenges 
to a lasting agreement any less difficult.

Moreover, the basic difficulties lie 
not in the arithmetic of tariffs 

and in the mutual trade numbers, but 
in the nature of the trade relationship 
between the two countries itself. 
Resolutions of those issues that arise 
from this relationship will go a long way 
in allaying market fears.  Consider the 
points below:

China’s trade surplus ($375 billion in 
goods) is certainly an issue (see chart 

below and 1st chart on the next page) – 

bringing it down was a centerpiece of 
Trump’s presidential campaign – but 
it isn’t the main issue, according to 
U.S. trade negotiators. The U.S and 
China could have a mutually beneficial 
trade relationship and still run a hefty 
trade imbalance — so long as the U.S 
is able to compete with China on a 
level playing field. And currently, it’s 
not. According to U.S. negotiators, what 
the U.S. needs is the ability to sell what 
the U.S. specializes in (high-end goods 
and services) in China’s rapidly growing 
market without facing informal tariffs 
or fearing, for example, loss of sensitive 
intellectual property to emerging Chinese 
competitors that have unlimited access 
to state lending. 

Geopolitical Futures puts it this way: 
it means playing by the common set 

of rules China agreed to when it joined 
the World Trade Organization in 2001, 
and abiding by WTO rulings to resolve 
complaints, just as the U.S. and its other 
trading partners do when disputes 
inevitably arise. China is currently under 
fire from all its global trading partners 
who claim that it has stopped making 
progress on its WTO commitments. 
The onus therefore is on the U.S. to 
stop China from enjoying the benefits 
of the global trade system without 
abiding by its rules. Then there are 
the suspicions surrounding Chinese 
geopolitical ambitions. For those 
who think Washington and Beijing 
are sliding inexorably toward a new 
Cold War, the goal of forcing a change 
in Chinese industrial policy is a very 



inconsequential point.  Ad hoc, state-
directed purchases of U.S. goods by 
China to dent the deficit won’t address 
these underlying structural issues.

We believe that the markets’ 
adverse reaction to the 

inconsistencies between the U.S. 
and China declarations is typical 
example of the trading community’s 
failure to understand the finer 
points of geopolitics, negotiation 
and compromise. The investment 
community had black-and-white 
expectations of the hash-meat coming 
out of the dinner in Buenos Aires. The 
market also had similar reactions to 
other geopolitical situations before, like 
Greece and Italy. There was too much 
expectation coming out from a single 
dinner over Argentinean steak and 
Malbec wine. 

What should be clear at the outset 
is this:   

Decades of history will not be 
reversed during the course of a 

sumptuous dinner or even in a few 
months. Be happy that there was some 
progress. The two parties are still talking, 
and will be talking some more over the 
next 90 days. 

The final outcome will be a 
compromise. It will not be a complete 

success for either side, but each will 
trumpet what they have accomplished. 
But in reality, no country will come out a 
clear winner. The emerging adversarial 
relationship between the U.S. and China 
will not allow that. 

No spectacular or big agreements 
will happen until the very last 

minute. This is the way how partisans 
demonstrate that they did the best they 
could and that they have accomplished as 
much as possibly can be done. 

There will be eventual relief on the 
most important reciprocal tariffs. 

But it is too much to ask for a complete 
removal of tariffs between the two 
countries. The huge disparity in the trade 
volumes between the two countries 
makes that a non-starter (see 1st chart 
on this page).

There will be some progress on the 
intellectual property issues, but 

China, as the Johnny-come-lately in 
the technology arena, need to acquire 
advance technology, by any means, so 
words on paper will mean little. 

There will be immediate relief on 
existing boycotts, e.g., soybeans. 

It is not to China’s interest to have only 
one supplier of crucial foodstuff or animal 
feed. Already, South American soybean 
exporters have raised prices by an average 
of 20 percent since the Chinese boycotted 
American soybeans. The Chinese boycott 
are costing them large, as much as it is 
hurting U.S. soybean growers. 

Nonetheless, an agreement in March 
will end this battle, but it won’t 

end the war. The U.S has already found 
that weaponizing trade and the U.S. 
Dollar can work against a large exporter 
into the country, especially adversarial 

ones. Trump’s government will 
continue to deploy both trade and the 
greenback as weapons when it serves 
their purpose. The much-ballyhooed 
riposte of the Chinese government 
to sell their outstanding holdings of 
Treasury bonds was also proven to have 
shallow or no leverage during the trade 
skirmish. China’s purchases of Treasury 
bonds actually INCREASED as it sought 
to devalue the CNY to minimize the 
impact of the higher tariffs – that was 
the best means available to them to 
implement the devaluation (see 2nd 
graph below). This threat proves to be 
a toothless tiger.  FDI inflows are also 
collapsing following the wake of the 
devaluation. That signifies there is only 
so much currency weakness that China 
can engineer as it becomes counter-
productive from capital inflows point of 
view (see 2nd graph below). Watch out 
for the next battle.

14


