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Fact: (£3)
Trade as the source of conflicts (ZZ 2 EEIESL)

China is the US’ largest source of trade deficit

China | $375.2B

(PEREZESANAEZZEERIR)

Mexico INNIENEGEGEE 711
Japan NN 68.8
Germany NN 64.3
Vietnam [N 38.3
Ireland [N 3841
italy [N 31.6
Malaysia [l 24.6
India N 22.9
South Korea Il 22.9
Thailand [l 20.4
Canada [l 176
Taiwan [l 16.7
France [l 15.3
Switzerland [l 14.3
7.6 B Brazil
10.4 [ Singapore
14.6 I Australia
14.8 M Belgium
157 8 UAE
24.5 I \ctherlands

32.5 I Hong Kong

Source: United States Census Bureau

4 Exports more goods to the U.S. than it imports
¥ Imports more goods from the U.S. than it exports
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Friction: (EEi£)
Section 201 global safeguard measures (201 ZIK{RFEIEHE)

© Effective date: 7 February 2018 (fti{THEE: 2018%F287H)

© Affected products: Large residential washers & solar panels/modules (X0
Man: KRB A5, KPHEEMR)

© Measures: (1g/i)

@ A tariff-rate quota of 1.2mn units for a period of three years (from 7 February 2018 to 7 February
2021), with respective in-quota safeguard tariffs of 20%, 18% and 16% and out-of-quota
safeguard tariffs of 50%, 45% and 40%

@  Crystalline silicone photovoltaic (CSPV) cells and modules face respective safeguard tariffs of 30%,
25%, 20% and 15% for a period of four years ending on 6 February 2022

© Backlash: (i)

@ China, South Korea, Singapore, Malaysia, Taiwan and the EU have requested consultations with the
US under the WTO Agreement on Safeguards (on one or both of the safeguard actions) and at least
three Canadian solar panel producers have filed a complaint in the US Court of International Trade

@  China intends to withdraw concession to the US in response to the 201 tariffs on solar L~/

panels/modules and washing machines... so are Japan and South Korea LIPS



Section 232 national security measures (232EXZZEli)

© Effective date: 23 March 2018 (IftfTHER: 2018F3H23H)
© Affected products: Steel and Aluminum (=00~ 4N, £8)

© Measures:(i&ff)
Additional tariffs of 25% on steel

@ Additional tariffs of 10% on aluminium imports
Exemption granted to Australia, Argentina, Brazil (steel only) and South Korea (steel only).

China’s shipments to the US have dropped significantly (30% in metric tonnes in the case of steel
between 2011 and 2017) in recent years due to numerous AD and CV duty orders — some 30 against
steel products and 2 against aluminium products.

In 2017, China was only the eleventh largest US supplier of steel products and fourth largest US
supplier of aluminium products, accounting for 2.2% and 9.5% of the US’s total imports of the
respective products.
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Section 301 additional tariffs (301&ENIMNRE)

© Effective date: (ififTHER)

@ 6 July 2018 on US$34 billion worth of Chinese exports; 23 August 2018 on another US$16
billion; 24 September on another US$200 billion; higher rates and more products may come
later.

© Affected products: (X0 ~m)

@ about 1,100 China-originated products in July and August, another 6,000 tariff lines on the
US$200 billion list.

@  Under the lists of 1,100: Chemicals; Medicines; Rubber tyres and conveyor belts; Iron / non-
alloy steel; Alloy steel; Aluminum; Machinery and mechanical appliances (including machinery
required for textiles and apparel manufacturing); Electrical machinery (including video and audio
recorders / players); Railway / tramway; Motor vehicles; Planes and helicopters; Boats; Glass
and microscopes; and Firearms

@  Under the list of 6,000: products extend across 81 HS Chapters, including textiles, leather,
headgear and furniture

© Measures: (1&7f)

@ Additional tariffs of 25% for the first two lists, 10% for the third list that may rise to 25% by

end-2018. EBHRB



China’s countermeasures to Section 232 tariffs
(PEXT 232 RV EIFE)

© Effective Date: 2 April 2018 (itfTHHA: 2018F4H2H)

© Affected products: (X510 = m)

@ 128 items including wine, pork, fruits and steel products

© Measures: (&)

@ Additional tariffs of 15% on (a) nuts, including coconuts, cashews, almonds, hazelnuts,
walnuts, chestnuts, pistachios, and macadamia nuts; (b) fresh or dried fruits, including plantains,
bananas, dates, figs, pineapples, avocadoes, guavas, mangoes, oranges, mandarins, clementines,
grapefruit, lemons, grapes, watermelons, papayas, apples, pears, cherries, peaches, plums,
strawberries, raspberries, blackberries, cranberries, kiwi, durian, persimmons, lychee, longan,
rambutan, dragon fruit, and apricots; (c) grape wine; (d) denatured ethyl alcohol, (e) ginseng roots,
and (f) seamless tubes, pipes, and hollow profiles of iron or steel

@ Additional tariffs of 25% on (a) aluminum waste and scrap and (b) meat and edible meat
offal of swine

© Also, China has filed a request for consultation under the WTO dispute [
settlement framework with the US regarding the Section 232 action
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China’s countermeasures to proposed Section 301 tariffs
(PEX 301 KAV EIIEHE)

© Effective Date: (Ifi1THER)

Same dates as the US for the first two lists; conditional upon the implementation of the third list

© Affected products: (X0 ~m)

@ 545 US products worth US$34 billion, and another 333 products worth US$16 billion for the first
two lists.

Including major crops such as soybeans, corn, cotton, sorghum, and wheat as well as other
agricultural products such as beef, cranberries, orange juice, whiskey, and tobacco.
Manufactured goods on the list include aircraft, passenger cars, sport utility vehicles, off-road
vehicles, auto parts, chemical products, and plastics

additional 5,207 US products worth US$60 billion under the third list.

© Measures: (1&1f)
Additional tariffs of 25% for the first two lists, 5-25% for the third.

L~/ )
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Fallacy: (iZix
China runs the largest trade surplus with the US
(PEREZESZANASZEEXRIR)

Top foreign markets for US companies China-US economic ties
Trade in goods
In billions of dollars
i & Chinese exports to o
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China is our second-largest overseas market, worth
more than $550 billion—but it should be even more.
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China runs the largest trade surplus with the US
(PEREZESEANASZEERIR)

MRER - SBNPFELONERFY - FENNIERE2 % -

Figure 1. Distribution of value for iPhone, 2010
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Trade is a zero-sum game
AT M)

L~/ ")
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China ‘manipulates its currency’ and plays unfair
( PEERLER, #1TTA2FHES )

Weak CorrEIation We often hear that China “manipulates its currency” and harms the US economy.
Thiers itttk eviencethel Chilngs e tiange e affects Some say if we punish China as a manipulator or slap tariffs on Chinese goods
the US trade balance. it would reduce our trade deficit. But what does currency manipulation mean?
More importantly, would tariffs on Chinese goods help our economy?

<> THE US-CHINA BL COUNCIL
\ £+ % 5 & B £ F =

Trade | THE US TRADE
facts | DEFICIT WITH CHINA
{ Acmrdlrgtopolungwth 'e Pew Research Center, more than half }
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Trade wars are easy to win (for the US)
(AZBEZEH)

PELEEEEMHAOETL/3, SESPEEEMEOAEIL/S5

Trading Places
China accounts for more than a one-third share of U.S. imports of most consumer products
U.S. imports from China @ China exports, excluding to U.S.

@ U.S. imports, excluding from China
Telephones [ I
Computers [N ]

Optical cquipment | I
knicwear [ I
Clothing, not knitted- _

organic chemicals [N I
uto parcs [ I

prastics NN I
Iron and steel goods - _

Footwear - -

Toys I
TV screens and monitors - -
Furniture (not seating) - -
Seats and sofabeds - -
Computer accessories . -
Household lighting I -
Cases, luggage and bags I -
Household fabrics l -

Heaters, air conditioners, hair dryers I -

100B 200B

Note: 2016 figures. Shows trade categories in which U.S. imports from China were worth at least $5

billion.
Source: International Trade Centre
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$300B
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Trade wars are easy to win (for the US)
(AZBEZEH)

|Figure 1: China’'s imports from the US, by sector, 2015

Import values (billion USD) Share in US's exports (%) Share in China's imports (%)
0 4 8 12 16 20 0 20 40 60 0 20 40 60 80

I 1 1 1 | 1 1 L J

Electrical machinery
| Aircraft |
Mechanical appliances

Automobile
| Seeds and fruits |
Optical products, incl. LCDs

Chemicals

Plastics

Nonferrous metal products
| Pulp |
Pharmaceutical products

Cereals

Mineral fuels
Prepared animal food
Wood products

Ores, slag and ash

Steel products
Rubber

| Cotton PV
i
Source: Deutsche Bank m

Mote: The figure lists top 20 sectors with largest imports by China from the US in 2015, Out of these industries, we identified 7 as China’s potential retaliation targets, should the US initiates a trade war. Three criteria BEHRRE
were applied in the selection: (a) significant market/sector impact in the US; (b} non-critical imports to China; or (c) critical imports to China but relatively easy to find substitute.




The trade war against China only starts this year
( WEAZERANSEFIR)

© China was by far the largest US supplier of large washing machines, with a 55% share of
total US imports in 2015, but that share fell by 27% in 2016 and a further 80% in 2017,
following the imposition of AD duties ranging from 38.43- 57.37%

@ By contrast, imports of large washing machines from Vietnam surged from zero in 2015 to US$613mn in 2017, while
second-ranked Thailand with a 27% share of the US import market in 2017 saw a 260% surge in shipments from a year
earlier, and third-ranked South Korea with a 14% share posted growth of 111%

© China was also the largest US supplier of CSPV cells, with a 29% share of total US imports
in 2015, but that share fell to 11% in 2017 as a result of the two AD duty orders and two
CV duty orders currently in place

@ By contrast, the share of Malaysia rose from 21% in 2015 to 30% in 2016 and 31% in 2017. The largest US suppliers in
this segment (Malaysia, South Korea, Vietnam, mainland China, Thailand, Mexico, Singapore and Canada) have all been
hit with the safeguard measures and are expected to be negatively impacted

© These figures generally show that the AD/CV measures adopted by the US to block
mainland China and other large suppliers have only resulted in a production shift to other
foreign suppliers and not quite able to keep cheap imports out of the US to help the
domestic industry. ( ¥ EEEBT MMENNRMNEEE SRS FRIPEHXN D E S O~V EE, B
SEWZ 7 OKIRM, WEEARLHE I REFRE.) /)
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Fallout: ( &Ilm)
All losers in the short-term

( FEHAXN %)

L~/ "}
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Hong Kong: collateral damage manageable
( FE:HE0E)

© Overall, HK handles US$45bn worth of re-export (RX) trade between China and US
in 2017, about 9% of HK total exports (TX) and 4% of our total trade. Of which,
US$36bn is RX from China to US, while US$9bn is RX from US to China (=& &
HEHEERTEO9%)

© All measures including both US action and China’s retaliation, if entered into force
in full, represent about 56% of HK RX between China and US, or about 5% of HK
TX in 2017 ( ZRIPEEZENFRBERESFNEER[LOMNS %)

© The immediate impacts on these trade restrictions appear manageable in overall
terms, even assuming all affected trade were lost with additional tariffs

© However, the supply-chain multiplier effects, the uncertainty created and the threat
of more to come could cause tremendous disruption to normal trade flows as well
as volatile side-effects on financial and real sector activities (1BE@IHENEEMN SR
EAMATEREZNEEEMEEGIT)



Long-term: ( <HA)
China could have the last laugh ( FPETHE)

© China becomes the largest and most promising market, has 300mn
middle-income earners, over 30% of the world’s total ( FEZEIK&EA

B K& RINTIA)

(]

(P

Over the past decade, China is the highest growth market, even for US exports

GM sold around four million cars in China in 2017 and it has topped its car sales in
US, as it sells 39% of its units in China versus 30% in the US

© China acts as a defender of multilateral global trade order, against
attacks by the US, the order’s own architect (PEEHIFEZIKZHNTS

X P R TT AN AT )

@ By imposing tariffs on some of the WTO members including China while selectively
excluding some countries and regions from the target list, the US has seriously violated

(]

the principle of non-discrimination in multilateral trade

It has also severely breached the promise of tariff concession the US has made un
the WTO, as well as rules and disciplines concerning safeguard measures

the

bra
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