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How China is fighting back in the trade war

This Chinese steel pipe factory stopped selling directly to
the US before President Trump imposed toriffs on steel
imports. From Monday, US tariffs of 10% on $200bn
(£152.9bn) worth of Chinese goods ¢ome into effect on
almost 6,000 products, ronging from hondbogs to textiles.
That meons almost half of whot Chinasells to the US is now
subject to toriffs. But Chinais fighting back. It will retoliote
by pla¢ing tariffs of 5% to 10% on $60bn worth of
Americ¢on goods. Some steel foctories had originally set up
a production line to servi¢e Americon ¢ustomers, but even
It turned out to be timely foresight, os now these products
would hove been omong the $200bn worth of goods subject
to US toriffs. In the foce of the trade wor, soying it would
hurt the US more thon Chino.

"The Chinese government will not just sit back,” Chinese
believe ."The US hos mony big enterprises with o lot of
vested interests ond investments in Chino. If the US begins
to attock the Chinese, then it will have a big impact on
Ameri¢on businesses operoting here - not just ogoinst
Chino."Whoever hos the will win. But for now, I still
believe China hos the ability to keep things under control."
That's o sentiment heord often during journolist visit to
Chino.

When you listen to US President Donald Trump you'd be
forgiven for thinking thot the relationship between his
¢ountry ond Chinais one sided, with Chinawinning ond the
US losing.But from Chind's point of view, the US has olso
reaped multiple rewards here, as Wong Haiyou, president
of the Center for China ond Globalisation. wos keen to
point out to a.Correspondent.

"Look ot the lost four decades sin¢e China and the US
estoblished diplomatic ties," he soid to me in his offic¢e in
Beijing."All the mojor US Componies are in China. They all
have a big operation in Chino. Some are even bigger thon
the US. You con't say thot is not o suééess."Boeing sells
more airplones in China thon onywhere else in the world.
And Walmort produc¢es more goods from China thon ony
other compony in the world."So if GM produces more Cors
in Chino thon in the US - whot's the Compony comploining
oboutl "

Can Trump really cut the US trade deficit?

President Trump hos finally got o three-way ogreement to
¢honge Noafta, the North Ameri¢a Free Trade
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Agreement.Conodo ond Mexico have ogreed to reform the
deal thot originolly Come into force in 1994.He Certainly got
some specific provisions in the new trade ogreement with
Conoda ond Mexico thot he will regord os importont
achievements. These ore:

Coars will have to be 75% mode in North Americaif they ore
to be tronsported ¢ross borders duty-free - on in¢reose from
62.5% ond 70% of the steel and aluminium will have to be
North Americ¢on, ond 40% of the lobour ¢ontent will have to
be paid ot $16 on hour or more, Those provisions will make
it horder to source components or moteriols outside North
Ameri¢o. Chinais the obvious, though not the only, Country
likely to be affected.

There will be better acéess for AmeriCon formers to
Conada's highly protected doiry morket.

Politically, this is on importont a¢hievement for President
Trump. Renegotiating Naftowos apriority for him when he
took office.He has described it os "the single worst trade
deal ever opproved in this Country". The new one is
"wonderful", he tweeted. With the mid-term Congressional
elections only a few weeks away, it is ¢learly helpful for to
have something specific to show to the voters.

But there is a wider objective behind his trode policy. The
US hos atrade deficit. It imports more thon it exports ond
Mr Trump wonts to ¢honge that. He wonts to reduce the
deficit with individuol trade partners ond with the rest of the
world as awhole, or preferobly eliminate these imbalonces
oltogether.

That hos been behind mony of his trode initiotives: pulling
out of the Trons-Pocifi¢ Portnership; new toriffs on
oluminium ond steel imports; ond toriffs on a wide ronge of
imports from Chinc.It is impossible to judge the success or
otherwise of this new ogreement ogoinst the benchmork of
whether it hos ¢honged the trade balonce. It hasn't even had
Congressional approval yet ond will be several years before
aoll the provisions come into effect. But the opproach begs o
fundomental question: ore trade imbalonces the result of
trode policies| It seems obvious that they would be, but thot
isnot the view of most eConomists.

A report from the Congressionol Reseorch Service puts it
like this: "The Trump Administration's approoch ¢ontrosts
with the views of most eConomists, who orgue thot the
overall US trode defi¢it stems from US mocroeconomic
policies that ¢reate o savings ond investment imbalonce in
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which domestic sources of Copitol are not suffi¢ient to meet
domesti¢ Capitol demonds." Or to put it onother way, the
Counterport to the trode deficit is thot the US saves less thon
it invests. Yet onother way of putting it would be o Country
that spends more thon it produces will have atrode deficit.

President Trump hos ¢ut tox rates on incomes ond compony
profits. He expects the move to strengthen eConomic
growth so much thot it will generate more tox revenue.
Views are divided on how realisti¢ that hope is, but mony
economists doubt thot it will work. If he does end up
in¢reosing government borrowing, it would tend to boost
the trade deficit. Thot is exactly the opposite of what he is
trying to do with his ossertive opprooch to trade policy.

Global economy in 2018.

Global eConomi¢ growth on trock to be the fostest since
2011.1t has been projected thot the global eConomy will
grow by almost 4% in purchoesing power pority (PPP)
terms, its fostest since 2011, odding on extra $5 trillion to
global output in Current volue terms. More importantly, the
expected growth to be brood based ond synchronized,
rother thon dependent on a few Countries. The maoin engines
of the global eConomy - the US, emerging Asia and the
Eurozone, whi¢h ¢omprised 60% of world GDP in 2017 -
are expected to Contribute almost 70% of eCconomi¢ growth
in 2017 in PPP terms compared to their post-2000 averoge
of around 60%.

The beginning of the end of easy money: Since the Federal
Reserve started to gradually reduce the size of its balonce
sheet ond raise rotes, the question hos been who will follow
next. We expect the Europeon Centrol Bonk (ECB) to
further reduce its monthly asset purchoses in 2018. If
Eurozone inflation rebounds foster thon our boseline
projection, 2018 Could see the end of the ECB’s asset
purchase progromme. In Jopon, however, There will not be
o dromoti¢ shift in monetory poli¢y. Generally, the
monetory poli¢y is to somewhat tighten in the G7,
reflecting cClosing output gops in some advonced
economies ond stoble inflotion expectotions.

Global economy biggest, most energy hungry ever: The
global eConomy is on Course to Consume olmost 600
quodrillion British Thermal Units (BTUs) of energy-
double its 1980 level ond the highest level on record. India
ond China together will consume obout 30% of global
energy, which will be about six times more thon whot the
Africon Continent will Consume. Reflecting the slow shift
towards renewoble, 10% of global energy Consumption is
expected to be in renewoble with China.¢onsuming twice os
much renewable energy os the US.

The U.S. is ranked most competitive economy for the
firsttime in a decade.
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The United States was nomed the world's most Competitive
economy by the World E¢onomi¢ Forum (WEF). In its
Global Competitiveness Index, WEF - known for its onnual
eConomic forum in Davos, Switzerland - ranked the U.S. as
the most competitive of 140 eConomies, the first time the
nation hos reached the top spot in a deCode. Singopore ond
Germony ronked se¢ond ond third respectively, with
reseorchers finding the Europeon eConomy wos now less
competitive thon those in Eost Asio ond the Pocific. The
report mopped the Competitiveness of global economies
using 98 indicators in¢luding workforce diversity, press
freedom, labor rights, ond disruptive businesses.

The U.S. wos given a Competitiveness s¢ore of 85.6 out of
100, with its strengths in¢luding business dynomism, its
lobor market, ond the finonciol system. However, the report
noted thot the U.S. eConomy wos being held bock by o
weokening social fobri¢, worsening security, lack of IT
odoption, ond Corruption. It olso logged behind most
advonced eConomies in terms of heolth, with the Country's
life expectoncy three years below the averoge of advonced
economies.

Singapore, which closely followed the U.S., remained
c¢ompetitive thonks to policies that promoted openness, o
key driver for its eConomic success. Meonwhile Germony,
romked third, sCored highly on its mocroeconomic stability,
but like the U.S., was held bock by slow IT adoption.

The U.K. woas nomed the eighth most Competitive
economy, with WEF praising the quolity of its research
institutions ond workforce diversity but giving the Country
o lower s¢ore for life expectoncy ond skills. China, ronked
28th, wos the most competitive of the emerging markets,
followed by Russia in 43rd place. No other emerging
markets were romked omong the 50 most Competitive
economies.

WEF worned that the global economy wos not ready for the
Fourth Industrial Revolution - the rise of digital
teChnologies - with 103 of the 140 eConomies on the index
scoring lower thon 50 percent for innovotion Copobility.
"Embracing the Fourth Industrial Revolution hos be€ome o
defining foctor for Competitiveness," said Klous S¢hwab,
WEF's founder ond executive choirmon, in the report.

"l foresee o new global divide between Countries who
understond innovative tronsformotions ond those thot don't.
Only those eConomies thot re¢ognize the importonce of the
Fourth Industrial Revolution will be oble to expond
opportunities for their people." While it acknowledged the
importonce of teChnological innovation, WEF also urged
governments to focilitate growth with "openness" policies
such os low-toriff barriers ond eose of hiring foreign lobor.
It olso made o Cose for redistributive policies, such os
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investing in humon Copital through training s¢hemes, ond
toxation cimed ot tockling inequolity.

Soodioe Zohidi, the head of WEF's Center for the New
Economy ond Society, soid oll countries could beCome
more prosperous if they pursued innovation thot didn't
¢ome of the expense of "old" developmental issues.

"The Fourth Industriol Revolution ¢on level the ploying
field for oll eConomies," she soid in the report. "But
teChnology is not a silver bullet on its own. Countries must
invest in people ond institutions to deliver on the promise of
te¢hnology."

The 10 most Competitive eConomies of the world are, U.S.,
Singopore, Germony, Switzerlond, Jopon Netherlonds,
Hong Kong, UK., Sweden ond Denmoark

The 10 leost competitive eConomies of the world ore
respectively, Chod, Yemen, Hoaiti, Angole, Burundi,
Congo, Sierro Leone, Mozambique, Liberio ond
Mouwritonio

$6 trillion of local government debt may be lurking
under the surfacein China: S&P

The octuol level of off-bolonce-sheet Chinese local
government debt Could be several times more thon whot is
publicly disclosed ond ronge os high os 30 trillion yuon to
40 trillion yuon, or about $4.34 trillion to $5.78 trillion,
S&P Global Ratings onalysts say in areport."Thot's o debt
iceberg with titoni¢ credit risks," the omolysts say,
estimating thot the ratio of oll government debt to GDP was
60 percent lost yeor.

As a result, S&P Global Ratings expects outhorities will
allow more defoults in local government

Unreported Chinese lo¢al government debt may omount to
trillions of U.S. dollars, meoning the Country's debt-to-
GDP rotio hos hit "olorming" levels, S&P Global Ratings
soid in areportreleosed .

The onolysts noted o lorge gop between reported
investment in lo¢al infrostructure ond funding, os permitted
by central authorities. As a result, the oftual level of off-
balonce sheet debt could be several times more thoan what is
publicly disclosed ond ronge os high os 30 trillion yuon to
40 trillion yuon, or about $4.34 trillion to $5.78 trillion,
Credit onolysts Gloria Lu, Louro Li ond their team said in
the report."And that's o debt i¢eberg with titoni¢ Credit
risks," they odded, estimoting thot the ratio of all
government debt to GDP was 60 percent last yeor.

To encouroge eConomi¢ growth in the region, local
governments in Chino have invested heavily in
infrastructure, often using finon€ing structures known os
"lo¢al government financing vehicles," or LGFVs. Detoils

162

about their size or nature tend to be unéleor, ond the S&P
onolysts soid much of the hidden debt is in those vehicles.
Beijing hos been trying to move finanéing awoy from off-
balance sheet sources, but hos had limited success so for. In
the future, S&P Global Ratings expects authorities will
allow more defoults in lo¢ol government finoncing
vehicles, the report said.

Oil spike and 'economic disaster' if US sanctions Saudi
Arabia

"If the price of oil reaching $80 angered President Trump,
no one should rule out the price jumping to $100, or $200,
or even double that figure," Turki Aldokhil, the general
monoger of Soudi Arobio-bosed Al Arobiya television, said
in an opinion piece published Sunday.The worning from
Aldokhil comes amid heightened tensions between Soudi
Arobia.ond the West.

"If U.S. sanctions are imposed on Soudi Arobia, we will be
fa¢ing on eConomic disoster that would rock the entire
world," Aldokhil wrote on Sunday.

"It would leod to Soudi Arobio's failure to commit to
producing 7.5 million barrels. If the price of oil reaching
$80 angered President Trump, no one should rule out the
pri¢e jumping to $100, or $200, or even double thot
figure."Internotional ben¢hmork Brent ¢rude troded ot
oround $81.43 on 15th Oc¢tober morning, up oround 1.2
percent, while U.S. West Texos Intermediate (WTT) stood
ot $72.12, slightly more thon 1 peréent higher.

Energy watChers are ¢losely monitoring Brent, whi¢h has
pulled bock from recent multiyeor highs but remoins firmly
estoblished obove $80 abarrel. So for this yeor, the price of
oil hos surged more thon 25 percent, prompting some
investors to bet that o return to triple-digits could be just
around the orner.

Meonwhile, the U.S. is bonking on Soudi Arobia to Curtoil
soaring energy prices ond help offset lost [roniom oil supply.
But, in theory, on esCalation of tensions in the Middle East
¢ould send prices shorply higher.

Europe: Solid growth with significant downside risks

The growth outlook for Europe remains robust, but
downside risks ore high. Strong privote Consumption
growth is underpinned by dynomi¢ lobour morket
conditions ond rising disposable income. Business
investment ond Construction activity will also be supported
by the Europeon Centrol Bonk’s (ECB) loose monetory
polic¢y stonce. However, downside risks to the region’s
outlook have in¢reosed. Amid rising trade tensions omong
major eConomies, various product groups have become the
subject of new or chonged toriff regimes. A tightening of
trade restrictions poses o signifi¢ont risk for the export-
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reliont Europeon eConomies. As the United Kingdom of
Greot Britoin ond Northern Irelond prepores to leave the
Europeon Union (EU), the tromsition phose will entail
significont uncertainty, portiCulorly over future trode
relotions between the two parties. This inCreases the risk of
businesses diverting investments oway from the United
Kingdom. The ECB foces the challenge of designing ond
¢ommunicoting o normolization of its monetary poliy
stonce, both in terms of its asset holdings and the policy
rote, which ¢ould be¢ome an additional source of financial
market volotility.

Most of the East Europeon members of the EU maintoined
robust growth in the first half of 2018, albeit with some
slowdown in the Czec¢h Republi¢. Mony countries
registered reCord low unemployment ond ofceleroting
woge growth, in port explained by persistent lobour
shortoges. Concerns obout overheoting, along with
Currency pressures linked to the stronger dollor ond the
onnounced topering of the ECB’s ultro-loose stonce, hove
prompted afew centrol banks to tighten monetary policy.

South Asia: Economic outlook largely positive, but
some countries face significant turbulence

The eConomi¢ outlook for the South Asion region remaoins
favouroble, driven lorgely by Indio, which occounts for
more thon 70 per Cent of regional GDP. The Indion
economy is expected to Continue exponding ot a.ropid poce
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of above 7.0 per ¢ent in 2018 ond 2019, amid vigorous
private Consumption, the recovery of gross fixed
investment, ond benefits from previous reforms. Publi¢
investment in infrostructure will remain o priority, while
monetory policy is gradually tightening. However, some
eConomies in the region ore also focing increosing
economic ond finencial difficulties. The eConomi¢ outlook
in the Islomi¢ Republi¢ of Iron is rapidly deterioroting, due
to domesti¢ weoknesses and the re-imposition of sonctions
by the United States. The sonctions ore expected to weoken
the Currency, exacerbate goods shortoges ond Constrain
productive Copocity ond export revenues. In oddition,
structurol limitations, such os the prolonged period with
restri€ted technology tronsfer, bonking frogilities ond
finon¢ing restritions, will ¢ontinue to limit eConomic
growth. Meonwhile, the eConomy of Pokiston is exponding
ot o fost pace, supported by lorge infrostructure initiotives
under the China-Pokiston E¢onomi¢ Corridor. However,
Pokiston is fofing significont finoncial vulnerabilities,
omid large twin fis¢ol and ¢urrent o¢count deficits, avisible
decline in internotionol reserves, ond mounting Currency
pressures. Publi¢ debt is high, ot close to 70 per cent of
GDP, ond the Government moy seek ossistonce from the
IMF, for the seCond time in the last five years. To promote
more sustoinoble medium-term growth, poli¢ymokers in
Pokiston must strike o.bolonce between encouroging much-
needed infrostructure investments to olleviate the ¢hroni¢
energy shortoges ond addressing lorge external imbalonces.
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