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Revisiting China-US Phase One Deal

How much of the trade target has been achieved?

The China-U.S. Phase One Agreement signed in Jan marked an uneasy truce
between the two countries, though it did not last long as tensions intensified in
many other aspects. Nonetheless, before the two sides officially talk again, it's
necessary to revisit the progress of Phase One Deal execution in time of COVID-
19, in particular, trade expansion, before any judgement is made.

B Revisiting Phase One Deal - ambitious targets of trade expansion are
set, among which China is to purchase an additional amount of no less than
US$200bn U.S. goods and services in 2020-21 on top of 2017 amounts.
Categories of goods include manufactured goods, agriculture and energy
products. Even before COVID-19, such goal is considered ambitious,
implying 79% increase of U.S. exports to China in 2020 compared to 2017.

® How much of the target has been achieved now? Our calculation finds
that by the end of 1H20, China’s purchase of U.S. goods achieved 22.9% of
the 2020 target as specified in Phase One Agreement. For manufactured
goods, agriculture and energy products, hit rate of their 2020 Phase One
target was 28.3%, 19.2% and 10.9%, respectively.

B Severe COVID-19 impact in 1Q20. Exports of U.S. goods specified in the
Agreement declined 9% in 1Q as a result of global economic shutdown,
supply chain disruption and demand stagnation...but followed by
sequential improvement in 2Q. U.S. goods exports to China increased
12.6% YoY in 2Q, pegging growth in 1H20 at 2.1% YoY. A detailed analysis
of 18 subcategories of U.S. goods exports to China shows that the majority
of goods experienced significant acceleration or narrowing of decline in 2Q.

B We believe China has been sincerely making efforts to accomplished
the trade deal in time of COVID-19, which is bolstered not only by
sequential increase in the purchase of U.S. goods in 2Q and onward
(immediately after COVID-19 was largely contained domestically), but also
by the fact that China’s purchase of major categories goods, such as LNG,
crude oil and meat achieved breakthroughs in 1H20.

B What to expect next? To one’s best wish, U.S. and China should sit down
and talk about revising or postponing the Phase One targets, which now
seems unattainable under the circumstance of COVID-19 inflicting on global
trade and economy (to achieve the 2020 target requires U.S. goods exports
to China to increase ~200% YoY in 2H20). However, as the U.S. Election
approaches, it is not hard to believe that China-U.S. tensions may intensify
and deviations from economic and business rationale may well continue.

Data Summary - U.S. exports to China as specified in Phase One Agreement
in US$ bn 2019A  2020T [EEIHEC) 1H20 YoY Hit rate

Goods specified 67.8 144.6 32.5 33.2 2.1% 22.9%
Manufactured goods 49.3 83.8 24.5 23.7 -3.0% 28.3%
Agriculture 14.8 33.7 5.9 6.5 9.7% 19.2%
Energy 3.8 27.1 2.1 2.9 40.5% 10.9%

Services 56.5 67.8 28.4 n/a n/a n/a

Source: USTR, BEA, Phase One Agreement, CMBIS estimates
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Ambitious targets of trade expansion

B Chinato purchase an additional US$ 200bn U.S. goods and services

Among the commitments in Phase One Deal, one of the most specific and quantifiable
target is for China to purchase an additional amount of no less than US$200bn U.S.
goods and services in 2020 and 2021 on top of corresponding 2017 amounts.
Breakdown of export targets has been specified for each of the year 2020 and 2021,
as well as for each category of goods including manufactured goods, agricultural
products and energy products.

B Even without COVID-19 disruption, such targets are considered ambitious

According to the Deal, China is to purchase US$144.6bn/US$178.9bn specified U.S.
goods in 2020/2021, compared to US$80.7bn in 2017 and US$67.8bn in 2019.
Imputed growth of goods exports in 2020 from 2017 is as high as 79%. Targets of
services exports are less aggressive, but still implying 23%/18% YoY growth in
2020/21E.

Figure 1: U.S. goods and services exports to China and Phase One Targets

Phase One Target Imputed growth rate
in US$ bn 2020T 2021T 2020E 2021E
Goods specified in Phase One Deal 80.7 144.6 178.9 79% 24%

Manufactured goods 50.9 83.8 95.7 65% 14%
Agriculture 21.2 33.7 40.7 59% 21%
Energy 8.6 27.1 42.5 215% 57%
Services 55 67.8 80.1 23% 18%
Total goods and services specified 135.7 212.4 259 57% 22%
Goods not specified 49.3 n/a n/a n/a n/a

Source: Phase One Agreement, USTR, CMBIS estimates

Figure 2: U.S. goods and services exports to China and the ambitious targets in 2020/21T
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Source: BEA, Phase One Agreement, CMBIS estimates
*In deriving 2020 and 2021 targets (2020/21T), we assume the export amount of goods not specified in Phase One Agreement
would equal to 2017 export amount in 2020/21.
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How much of the target has been achieved?

In Figure 3 below, we calculate the amount of U.S. goods and services exports to
China in 2020. Here are some key observations.

B By the end of 1H20, China’s purchase of U.S. goods achieved 22.9% of the
2020 target as specified in Phase One Agreement.

China’s purchase of U.S. manufactured goods/agriculture/energy products each
accomplished 28.3%/19.2%/10.9% of the Phase One target in 2020.

B Goods exports declined in 1Q due to COVID-19

Inflicted by the outbreak of COVID-19, U.S. exports to China suffered YoY decline of
9% in 1Q for goods specified in the Agreement. Among these, manufactured goods
exports declined 10.8% YoY, energy exports dropped 27.8% YoY along with the oil
price plunge although agriculture exports reported 2.8% YoY gain. Goods not specified
in the trade agreement posted even greater decline at 23.6%.

B Decline reversed in 2Q

However, 2Q recorded sequential improvements as China’s economy reopened and
embarked on gradual recovery. For goods specified in the trade agreement, U.S.
exports increased 12.6% YoY in 2Q, pegging YoY growth in 1H20 at 2.1%. Exports of
manufactured goods/agriculture/energy products increased 4.7%/16.9%/70.9% YoY
in 2Q, respectively.

B Services exports

We are not able to calculate 2Q services exports to China at this moment since the
Jun number has not been disclosed by individual country. However, we think 2Q
service exports may still post YoY decline due to travel restrictions. Overall U.S.
services exports to the world declined 2.7%/24.7% in 1Q/2Q, respectively.

Figure 3: U.S. Exports to China and growth in 2020

in US$ bn Plyk N(orljil 1H19 1H20 YoY Hit rate | 1Q19 1Q20 YoY 2Q19 20Q20 YoY
Goods specified 67.8 144.6 325 33.2 2.1% 22.9% 15.9 14.4 -9.0% 16.6 18.7 12.6%
Manufactured goods 49.3 83.8 245 237 -3.0% 28.3% | 12.21 10.89 -10.8% 12.28 12.86 4.7%
Agriculture 14.8 33.7 5.9 6.5 9.7% 19.2% 3.00 3.08 2.8% 291 340 16.9%
Energy 3.8 27.1 2.1 2.9 40.5% 10.9% 0.64 0.47 -27.8% 145 248 70.9%
Services 56.5 67.8 28.4 n/a n/a n/a 14.1 11.7  -16.9% 14.33 n/a n/a
Goods specified and services 1244 2124 | 60.9 n/a n/a n/a 30.0 26.2 -12.7% 31.0 n/a n/a
Goods not specified 38.6 n/a 19.4 16.3 -15.8% n/a 9.91 7.57 -23.6%  9.48 8.75 -7.7%

Source: BEA, Phase One Agreement, CMBIS estimates
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Figure 4 below exhibits U.S. exports to China for each of the 18 subcategories of goods
specified in Phase One Agreement.

B Manufactured goods exports -3% YoY in 1H20, hitting 28.3% of 2020 target

Exports of vehicles and pharmaceutical products to China decreased 41% and 17% YoY,

respectively, being the main draggers in this category. In 2Q20, vehicle export declined 33%

YoY, although narrowing from 47% in 1Q20.

We think the decline of manufactured goods exports was primarily due to 1) COVID-19,
which interrupted U.S. production and order delivery, and possibly weakened China’s
domestic demand; and 2) trade restrictions of high-tech industrial machineries and optical
& medical instruments.

B Agriculture exports +9.7% YoY in 1H20, hitting 19.2% of 2020 target

The decline of oilseeds exports was offset by substantial export increase of U.S. meat,
cereal as well as cotton. Meanwhile, more soybean orders are likely to be delivered in
future months according to USDA.

B Energy exports +10.9% YoY in 1H20

China’s purchase amount of U.S. LNG and crude oil increased 390% and 30% in 1H20,
respectively, in nominal dollar values. Increase in purchase volumes has offset the plunge
in oil prices. According to EIA, U.S. crude oil exports to China reached >1.2 million barrels

per day in May, the latest month we can obtain data.

Figure 4: Detailed breakdown, U.S. Exports to China and growth in 2020

in US$ bn PICRPPg 1H19 1H20 YoY Hitrate | 1Q19 1Q20 YoY 2Q19 2Q20 YoY
Manufactured goods 49.31 83.80 | 2449 2375 -3.0% 28.3% | 12.21 10.89 -11% 12.28 12.86 5%
1 Industrial machinery 12.76 6.47  6.53 1% 280 2.89 3% 3.67 3.64 -1%
2 Electrical equipment & machinery  6.28 3.08 3.28 7% 1.50 1.54 3% 1.58 1.75 11%
3 Pharmaceutical products 4.13 2.06 1.72 -17% 1.31 0.79 -40%  0.75 0.93 23%
4 Aircraft (orders & deliveries) 0.00 0.00 0.00 - 0.00 0.00 - 0.00 0.00 -
5 Vehicles 7.42 340 201 -41% 198 1.05 -47% 142 0.96 -33%
6 Optical and medical instruments 4.78 2.32 2.23 -4% 1.09 1.07 2% 1.23 1.16 -5%
7 Iron and steel 0.39 0.20 0.25 23% 010 0.09 -11% 0.10 0.16 59%
8 Other manufactured goods 13.55 6.95 7.73 11% 3.43 3.46 1% 3.52 4.27 21%
Agriculture 14.78  33.7 590 6.48 9.7% 19.2% | 3.00 3.08 3% 291 3.40 17%
9 Oilseeds 8.00 2.95 1.36 -54% 170 1.03 -40% 124 034 -73%
10 Meat 1.20 0.29 1.63  454% 0.11 073 560% 0.18 0.90 390%
11 Cereals 0.32 0.12  0.67  439% 0.02 012 667% 0.11 055 407%
12 Cotton 0.70 049 0.64 32% 021 0.29 38% 0.28 0.35 27%
13  Other agricultural commodities 3.70 1.65 1.81 10% 0.75 0.78 4%  0.90 1.04 15%
14 Seafood 0.87 0.40 0.35 -12% 0.21 0.14 -34% 0.19 0.21 12%
Energy 3.75 27.1 2.09 294 40.5% 10.9% | 0.64 0.47 -28% 1.45 2.48 71%
15 Liquefied natural gas 0.16 0.11 0.56 390% 0.10 0.11 14%  0.02 045 2768%
16 Crude olil 2.96 159 2.06 30% 037 018 -51% 122 1.88 54%
17 Refined products 0.47 0.28 0.26 -6% 0.14 0.12 -12%  0.14 0.14 0%
18 Coal 0.16 0.11  0.06 -48% 0.04  0.05 32% 0.07  0.01 -87%
Total of goods specified 67.8 1446 | 325 33.2 2% 22.9% | 159 144 -9% 16.6  18.7 13%
Source: USTR, Phase One Agreement, CMBIS
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Figure 5: U.S. export of crude oil to China vs. to the Figure 6: U.S. export of liquefied natural gas to

rest of world
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