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Last week, the US and China signed a “phase one” trade agreement halting 
their escalating rounds of retaliatory tariffs. Investors welcomed the deal that 
helps to cap the economic uncertainty that has disrupted global trade flows 
since early 2018. Longer term, the truce is a symbol of a new era that has thrown 
globalisation into question. 

Under the terms of the 15 January agreement, China will buy industrial machinery, 
oil, gas and coal, agricultural commodities and services including financial services 
and insurance worth a total of USD 200 billion from the US for two years through 
2021. The text anticipates that the increases will then continue through 2025. The 
agreement also calls for mutual intellectual property protections, increased market 
opening to foreign firms and a dispute resolution procedure. 

“Nobody has ever seen anything like it,” said President Donald Trump at the 
signing. “This is the biggest deal there is anywhere in the world, by far.” That would 
understate the scale, for example, of the European Union’s single market, the bloc’s 
trade agreement with Japan in 2018 and the World Trade Organisation’s creation in 
1995. With the accession of China and Russia, the WTO’s 151 members cover more 
than 96.7% of global Gross Domestic Product. 

China has also committed to refraining from competitive currency devaluation 
and increasing the transparency of its exchange rate system. In return, the US has 
also dropped its largely symbolic “currency manipulator” label. Since the dispute 
started, dollar-yuan has risen sharply, offsetting some of the negative tariff impact. 
China’s trade balance with the US and current account have fallen below the levels 
needed to justify the US label. 

The People’s Bank of China has kept the yuan’s exchange rate between 2% and 4% 
lower than this effective rate, putting the dollar-yuan around 2% lower than the 
current effective tariff implied rate. China last week reported GDP growth in 2019 
of 6.1%, its lowest since 1990. However, monthly sentiment and activity data have 
recently shown signs of a cyclical trough. Any further signs of improvement in the 
Chinese economy would see the USDCNY rate decline, placing the yuan in line with 
the broader dollar index (see chart). 

Key takeaways

• The US/China trade truce halts 
existing tariffs and commits 
China to US purchases, but leaves 
most duties in place for a ‘phase 
two’

• The US dropped a ‘currency 
manipulator’ label from China

• The agreement leaves issues 
around state subsidies and 
telecoms security unresolved 

• Emerging market currencies 
remain below our fair value 
estimates

• A further US/China dispute over 
the terms of the truce would hurt 
the global economy and signal a 
return to pre-multilateral trade 
era of ‘might is right.’ 

https://assets.bwbx.io/documents/users/iqjWHBFdfxIU/rVaHxDBUtdew/v0
https://www.whitehouse.gov/briefings-statements/remarks-president-trump-signing-u-s-china-phase-one-trade-agreement-2/
https://www.wto.org/english/thewto_e/acc_e/cbt_course_e/c1s1p1_e.htm
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Difficult issues ahead

The US/China tensions that erupted two years ago run far 
deeper. Some of the most difficult issues, including China’s 
state subsidies and security around telecoms security, are not 
covered by this initial truce. 

The deal also leaves two-thirds of the recent US tariffs on 
Chinese imports in place and more than half of China’s tariffs 
on US goods. A “phase two” is not expected until after the US 
November presidential elections. In the meantime, the duty on 
Chinese shipments to the US remains on average more than 
19%, six times higher than applied before the trade tensions, 
while US exports entering China will pay an average of 20.9%, 
or 2.5 times more than in 2017. 

Weakening the WTO

Strategically speaking, while last week’s deal marks a major 
step away from multilateralism, globalisation has been working 
in reverse for much of the past decade. 

The US/China phase one deal calls for “increasing cooperation” 
at the WTO and mutual reminders of rights and obligations at 
the global trade body. Unfortunately, the consensus-driven 
WTO increasingly lacks the power to arbitrate effectively. Its 
own dispute mechanism is now foundering as the US is blocking 
new appointments to its panel of appeal judges. That threatens 
the WTO’s ability to police global trade rules. 

As the global economy continues to count the costs of the US-
China dispute, we should not forget that the recent history 
of international trade negotiations was about simplifying 
business and delivering globalisation’s development promises. 

Rounds of tit-for-tat tariffs have undermined trade flows as 
markets have sought new suppliers and routes. The US/China 
truce will have a “rather small” impact, the World Bank said, 
as it cut its trade forecast this month. A slower recovery in trade 
and other geopolitical tensions will limit trade growth to 1.9% 
this year, compared with 1.4% in 2019, its slowest pace since 
the financial crisis of 2008-09. 

Carry & currency upside

In this environment of persistent uncertainty and in a search 
for yield, we continue to favour carry strategies with positions 
in global high yield and emerging market debt. Even after 
accounting for the structural decline in emerging economies’ 
fundamentals, emerging market currencies remain below 
our fair value estimates, which suggests more upside in 2020. 
We maintain a more optimistic view of the Chinese yuan and 
forecast 6.80 for the end of 2020, even as the prospects of 
cutting the tariffs recede. A stronger currency grip by China’s 
authorities on the currency, thanks to the agreement, and a 
cyclical improvement in growth, would both help. 

Any failure to satisfy last week’s provisions could see either the 
US or China resort to dispute measures, including another rise 
in tariffs. That would hurt the global economy, yuan and cloud 
any emerging asset recovery. 

In the context of a weaker WTO and wider multilateral 
environment, the geopolitics of trade risk returning us to an 
earlier era of ‘might makes right’.

Sources: Bloomberg, Lombard Odier calculations

USDCNY should lower as trade uncertainties decline 

DXY index

USDCNY quickly converged to broad USD  
after US-China mini-deal in December 2018

USDCNY fixing  
(right hand scale)

https://www.piie.com/research/piie-charts/us-china-trade-war-tariffs-date-chart
https://www.wto.org/english/tratop_e/dispu_e/ab_members_descrp_e.htm
https://www.lombardodier.com/contents/corporate-news/investment-insights/2019/march/global-trade-hits-a-us-built-tar.html
https://www.lombardodier.com/contents/corporate-news/investment-insights/2019/december/em-fx-monthly-modestly-construct.html
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