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Trade tweets and trade talks 
 
With Chinese Vice-Premier Liu He off to Washington for further trade negotiations, there is still hope that some 
agreement could be reached before US tariffs ratchet higher. Recent developments mirror a situation in the first 
quarter of 2018. The risk of tariffs moving to 25% on US$200 billion of Chinese exports is a real concern as both 
sides are taking a harder line. The Chinese reportedly backtracked on earlier commitments, and Trump made explicit 
references to changes in tariffs, which were subsequently echoed by his administration.  
 
Trump’s tweets are perceived as being mostly a tactical tool to achieve more concessions, but the fact that these 
threats were public, and that his broader economic team seem to endorse this position suggests that the gaps 
between the US and China teams could be more substantive.  
 
While the trade dispute injected uncertainty in 2018 and threatened to put brakes on global growth, the stakes are 
higher now. The economy is presently at a later stage of expansion, so the impact (compared to 2018) could be more 
precarious with a shock to growth. While it is encouraging that the two sides are slated to meet, the prospect of 
getting to a de-escalation ahead of the Friday timeline seems challenging. 
 
Politics are featuring into this dynamic. Trump faces re-election in 2020, and a tough stance on China even with the 
prospect of adverse economic repercussions is popular. The calculus could shift only after it is too late and economic 
fallout is more evident. Beijing views concessions as a sign of weakness and carrying political costs domestically. 
Finally, Liu He’s delegation has been scaled down, and it is unclear how much of a mandate from President Xi has 
been given to strike a deal. Time is not on the side of a favourable short term outcome as Liu He is given an 
extremely short time frame to prepare for negotiations this week.  

 
The most optimistic scenario is that tariff increases are delayed, talks continue and a deal is reached. A more likely 
scenario is that tariffs adjust higher on Friday, but negotiations continue and perhaps intensify. The worst case 
scenario is that both sides pull back from discussions and focus on countermeasures.  
 
House view 
 
We note it is exceptionally difficult to predict how things will unfold, as both sides seemingly feel emboldened by 
stronger economic data, respectively. It is reasonable to expect a messy process that injects volatility and uncertainty 
into financial markets. We remain hopeful that neither side escalates to the point that has a material adverse impact 
on broader growth. In the interim, we continue to monitor developments closely. We are actively looking for 
investment opportunities that are not directly impacted or tied to the outcome of the trade talks.  
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