This report is prepared solely for the use of Elizabeth Germack

September 05, 2019
China Research
Donald Straszheim
310-473-4051
Donald.Straszheim@evercoreisi.com

Neo Wang
310-473-2938
Neo.Wang@evercoreisi.com

Gin Wang
310-473-6568
Gin.Wang@evercoreisi.com

China – Trade Deficit Is Migrating; Talks, HK, Policy

Tariffs (taxes at the border) work. The US trade deficit with China
has fallen from $419 bln in Dec 2018 to $396 bln in Jul 2019. A $23
bln ‘gain’ from Washington’s perspective.
But also the US trade deficit with the ‘Rest of World’ has risen from
$455 bln in Dec 2018 to $492 bln in Jul 2019. Maybe, only maybe a
$37 bln ‘loss’ from Washington’s perspective. This process will likely
accelerate into 2020 as tariffs keep rising. Vietnam is a winner –
alternative source.
Trade talks (both sides confirmed) face-to-face are planned, likely in Oct. Our view;
no current sense of urgency; and no progress on key issues so far in 2019. Talks will
happen. But at these talks, nothing will happen. More US tariffs Oct 1 & Dec 15.
Hong Kong. The extradition bill has been withdrawn but suffrage and other demands
remain. Maybe less violence for a time, but HK’s future remains badly disabled.
Monetary ease, fiscal stimulus. Likely RRR cut; two MLF rollovers Sep 7 and 17,
before a lower LPR at monthly Sep 20 announcement. And fiscal also, more
infrastructure support via Local Gov’t Bond financing. Maybe also tax cuts .
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Tariffs and trade. We do not see a break through before the US scheduled Oct 1
tariff hikes. Note that China has not announced any retaliation to those hikes (5%
hike on over $200 bln of imports. Do not be surprised. China has specified US
tariff cuts are a necessary condition for a ‘deal.’
Vietnam we noted above is a winner, an alternative source to China for US
imports. It is contiguous to China, has a centrally-planned economic mindset in
Hanoi, and is we believe a L/T winner in the US-China trade war. It is also
relatively small and does not have the requisite infrastructure and skilled labor
pool (not rising) to in any material sense replace China.
Global supply chain. The move out of China has been widely discussed. But it
is exaggerated. When we look at trade flows, ASEAN is the dominant winner in
any global supply-chain adjustment that is now going on. Note also that about
20% of China’s goods exports go to the US, so 80% do not. Thus that 80% is not
under threat. And we expect the second-best supplier of much production now in
China will not be production moving to the US, but to other ASEAN nations
continuing to amplify the US trade deficit migration – from China to other supplier
countries. Trade-deficit migration; not trade-deficit reduction.

Donald Straszheim
donald.straszheim@evercoreisi.com

310.473.4051
9/5/2019

This report is prepared solely for the use of Elizabeth Germack

EVERCORE ISI

3

China Research

Aug 2019 NBS and Markit PMIs
Markit Services PMI: Aug 52.1,
vs. Jul 51.6.
NBS Non-mfg PMI, two
components; Construction
Index and Service Index.
Approx. weights, Services 78-85%.
Construction 15-22%.
NBS Non-mfg PMI: Aug 53.8, vs.
Jul 53.7, lowest since 53.4 in Nov
18.

• NBS Services PMI: Aug 52.5,
lowest since 52.3 in Dec 18, vs.
Jul 52.9.
• NBS Construction PMI: Aug
61.2, a 5-month high, vs. Jun
58.2, the lowest since 57.5 in Feb
18.
Service sector -- growing in
importance. Beijing wants more
jobs here with lingering trade war
woe, capacity cuts, and economy
restructuring.

Markit Mfg PMI: Aug 50.4, vs. Jul
49.9, Jun 49.4, May 50.2, Apr
50.2, Mar 50.8. a 8-month high
then, Feb 49.9, and Jan 48.3, a 3year low then.
NBS Mfg PMI: Aug 49.5, vs. Jul
49.7, Jun 49.4, May 49.4, Apr
50.1, Mar 50.5. a 6-month high
then, Feb 49.2, a 3-year low
then, and Jan 49.5. (Sep 2017
was 52.4, the highest since Apr
2012, May 2018 was 51.9, second
highest.)
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News Tracker – Sep 5, 2019
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News Tracker – Sep 4, 2019
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