
Queen’s	Global	Markets
A	PREMIER	UNDERGRADUATE	THINK-TANK

Rumble in the Pacific
S. Aria, S. Hall, G. Li
02.28.2019

An evaluation of the trade dispute between China and the United States
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Agenda
What We Will be Discussing Today

1 Introduction

2 Talking Points

3 Future Outlook
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Background
What’s All the Fuss About?

Sources:  Council for Foreign Relations

History of U.S. – China Trade Relations

-

Meaning?

Deng Xiaoping 
unleashes a wave of 
trade liberalization

Late 1970’s

1979

China establishes 
normal trade 
relations with the 
U.S.

2001

China joins the World 
Trade Organization 
(WTO).

2005

Senator Charles Schumer 
calls $202bn deficit a “red 
flag to the global economy” Present

U.S.-China ‘trade 
war’ begins to unfold

The Making of the Madness – Three Critical Concerns

National Security

Currency Devaluation

The Trade Imbalance
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Present Trade Negotiations
An Overview of U.S.-China Negotiations 

Sources:  The Economist, The New York Times, Financial Times, Reuters

Rules of Engagement The Abstract
• Trump is pressuring Lighthizer to tie the knot 

even criticizing Memorandums of 
Understanding (M.O.U) for not sounding 
concrete enough

• Accordingly, Lighthizer and the Chinese 
delegation will refrain from the use of M.O.U

• These M.O.U’s outline the framework for a 
conclusive trade agreement

• Trump in the last three days:
ü Delayed March 1 negotiations deadline
ü Praised Kim Jong Un
ü Proclaimed he would decide Huawei’s fate 

regarding its 13 count criminal 
indictment

• China is making only vague concessions on 
structural reforms and may never see the 
harsher tariffs intended to force real change

• Negotiations lead by Liu He and Bob Lighthizer
have resulted in the drafting of 6 memorandums 
of understanding, which cover:
ü Forced Technology Transfer and Cyber 

Theft
ü Intellectual Property Rights
ü Services
ü Currency
ü Agriculture
ü Non-Tariff Barriers to Trade 

Meaning?

• As momentum for a deal picks up, both sides are 
racing to put pen to paper

• A rapid deal is unlikely to assuage the concerns 
upon which Trump launched this trade war

• In the current geo-political arena, Xi’s pawn has 
Trump in check while he’s holding a pocket pair 
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The Concerns US Chamber International IP Index 2018

Subtopic
• US Trade Representative’s Section 301 

investigation estimated IP theft in China cost 
the US$ 50 billion a year

• Western companies coerced into tech 
transfers by China’s policies towards JVs

• Recent bill allowing police to inspect foreign 
tech in interest of “national security”

• The Huawei incident
‐ Skycom’s $2 billion sale of equipment to Mobile 

Telecommunication Co., violating US sanctions
‐ Stealing phone-testing robots from T-Mobile and 

compensatory incentives for employees to steal 
trade secrets

‐ Unprecedented indictment of company executive 
à a “warning shot”

‐ Targeting opposition towards Huawei partly 
fueled by battle for 5G network

• US wants China to ensure companies aren’t 
coerced into tech transfers
‐ Police and prosecute hackers
‐ More protections for intellectual property

China’s Progress

Intellectual Property
Technology Transfers, Cyber Theft, and IP Laws

Sources: BBC, The Economist, United Nations

• Increased protection as China moves from a 
copier to an innovator
‐ Beijing IP Court damages awarded averaged 

$217k in 2016, compared to $70k in 2015

• Laws drafted to prohibit forced tech transfer
‐ Ineffective à more of a custom issue than legal

• In 2018, 38 new punishments for IP violations
‐ Restrictions on raising capital, doing business…

Category China’s Score Canada’s Score

Patents 21/50 20/50

Copyrights 32/50 20/50

Trademarks 30/50 20/50

Trade Secrets 30/50 6/50

Commercialisation of IP Assets 45/50 8/50

Enforcement 32/50 19/50

Systematic Efficiency 16/50 24/50

International Treaties 32/50 21/50

6Sources: Financial Times, NY Times, Reuters, SCMP, The Diplomat, US Chamber of Commerce
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Currency
China’s Swiss Army Knife

Sources:  Transportation Research Part E: Logistics and Transportation Review, Volume 117, 2018

The Basics Reader’s Digest

-

• Currency devaluation from 2003 to 2008 
fueled export growth

• China’s exchange rate policy has evolved from 
such tactics to a managed floating framework 
wherein market forces have more influence but 
there are mechanisms that when implemented 
or changed, can mitigate rate volatility

• May 2017, following Chinese Yuan 
depreciation of 8% relative to USD, the PBOC 
instituted a counter-cyclical measure

• They removed it 8 months later due to the 
velocity of appreciatory expectations

• A 6% weaker Yuan means 10% tariffs are really 
only 4% tariffs to manufacturers

• Devaluing the Yuan is a simple tool to employ in 
mitigating tariff imposition.

• Concerns such as capital flight and longer-term 
economic health may prevent further 
devaluation
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The Trade Imbalance
Unpacking the Boogeyman

Sources:: U.S. Census Bureau, BBC, Bloomberg, CNBC

The Basics Reader’s Digest
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U.S.-China Trade Balance (2010-2018)

Trump’s Concerns

Between 2010 to 2018, the U.S. trade deficit with China grew by 26.8% YoY from a surge in import 
growth.

• The U.S.’s persistent and growing trade deficit with China has been regularly critiqued by Trump, 
who has accused the country of unfair trade practices

• Many believe the influx of imports from China has severely hurt U.S. manufacturing
‐ The U.S. primarily exports services such as banking, travel, and tourism
‐ China by contrast, relies heavily on the export of manufactured goods

• A decline in U.S. manufacturing employment is also likely attributed to rising levels of worker 
productivity, prompting the need for fewer workers, and putting inflationary pressure on wages

• The Request: China is to increase their purchases of agricultural and energy products to shrink the 
deficit (US $1 trillion increase over 6-years, up until 2024)

(In USD millions)
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The US
• Trump and Lighthizer have two opposing views of what is the real issue

‐ Trump’s softening stance for an easy win will further delay the U.S. addressing legitimate trade 
disputes

‐ Relieving MWZ charges undermines American judicial system
• America alone doesn’t have enough influence to force China to solve its structural issues

‐ War of attrition unpopular domestically especially among manufactures 
• The United Sates, European Union and Japan issued joint statements in 2017 to tackle China’s trade 

practices
‐ A bilateral investment treaty was attempted by President Obama 
‐ Collective-action problem à an “America first” solution is ineffective

• Trump’s recent actions have towards US allies
‐ Withdrawing from Paris Accords, Iran nuclear deal, TPP, hostility towards NATO, NAFTA…

Going Forwards
The Chinese Dream vs. Putting America First

China

• Lighthizer's team must secure guarantees that China will significantly amend systemic 
concerns from currency manipulation, to intellectually property regulations and cyber theft

• Otherwise, how China engages in international trade will not change
• China has endured relatively minimal tariffs and could leave with a deal indistinguishable 

from the status quo
• This deal is being pursued at the peak of China's negotiating power

‐ Where's the art in that?

10Source: Bloomberg, Harvard Business Review, NBC, The New York Times



Questions?


