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Renegotiating trade from a China perspective
The development of the trade negotiation process should be long as
China learns about the US' negotiation tactics, and has a back-up from a
policy-stimulated economy. Technology should be the focus of the
renegotiation

There is a reason why China wants to renegotiate
We have long believed that the trade war is more than about trade, it is about technology. And
during the last couple of months, the US has urged its Western allies not to use China's 5G
products as the US believes that there is a security concern.
Since then the Chinese government has tried to have more of a say in the trade negotiations. For
example, China has made the penalty system of any trade deal reciprocal, which means the US
could be penalised if it does not comply with a signed deal. That was the beginning of China trying
to move into the driver's seat of the trade negotiation.

The Chinese economy backs up renegotiation
The Chinese economy has been supported by fiscal stimulus and monetary easing. It is due to
these stimulations that the economy grew at 6.4% year on year in 1Q19, the same speed as in
4Q18. This gives China more chips on the trade negotiation table.
China is prepared to use more stimulus and monetary easing to support this trade renegotiation.
On the same day that the US announces a possible increase of tariffs this Friday (10 May), the
Chinese central bank, PBoC, cut the required reserve ratio (RRR) of smaller banks to divert even
more liquidity to small, private companies.
We see this easing as part of the back-up for the economy and that the Chinese government is
prepared for a long negotiation process.
Our trade research specialist Raoul Leering has a note on US raising tariffs.
https://think.ing.com/snaps/trump-the-tariff-man-strikes-again/?utm_campaign=May-06_trump-thetariff-man-strikes-again&utm_medium=email&utm_source=emailing_snap

What to watch for in the coming months
1. We would want to see if Liu He, the head of the trade negotiators from China, will join the
upcoming trip to the US for further negotiations. This will signal how serious China is and
indicates that China and the US are going to talk further.
2. Whether China will speed up fiscal stimulus and continue with more monetary easings. These
will become signs as to whether China plans a tougher stance and therefore longer
negotiations with the US.
3. The higher tariffs do not only affect Chinese exporters but also US consumers unless the US
can find substitutes for Chinese goods in a short period of time. The US policy response will also
be a variable in the trade negotiation.

We are less worried about yuan volatility
We believe that USDCNY and USDCNH will become less volatile compared to yesterday's
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rollercoaster ride. The fixing mechanism should help to stabilise the yuan, and strict
implementation of capital outflow policies will help the yuan not to depreciate too fast to create a
worrying sentiment of capital flight.
These are the major reasons we keep our USDCNY forecast at 6.75 by the end of 2019.
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Disclaimer
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ING Bank N.V. ("ING") solely for information purposes without regard to any particular
user's investment objectives, financial situation, or means. ING forms part of ING
Group (being for this purpose ING Group NV and its subsidiary and affiliated companies).
The information in the publication is not an investment recommendation and it is not
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is not untrue or misleading when published, but ING does not represent that it is
accurate or complete. ING does not accept any liability for any direct, indirect or
consequential loss arising from any use of this publication. Unless otherwise stated,
any views, forecasts, or estimates are solely those of the author(s), as of the date of
the publication and are subject to change without notice.
The distribution of this publication may be restricted by law or regulation in different
jurisdictions and persons into whose possession this publication comes should inform
themselves about, and observe, such restrictions.
Copyright and database rights protection exists in this report and it may not be
reproduced, distributed or published by any person for any purpose without the prior
express consent of ING. All rights are reserved. The producing legal entity ING Bank
N.V. is authorised by the Dutch Central Bank and supervised by the European Central
Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
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London branch is registered in England (Registration number BR000341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this
report or effect transactions in any security discussed herein should contact ING
Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of
ING, and which has accepted responsibility for the distribution of this report in the
United States under applicable requirements.
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