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I Execut ve Summary

 The U.S. raised import tariffs against China, its largest trading partner, aiming to resolve its trade deficits
whi el demanding China to comply with intel ectual property protection. In response, China imposed the
retal atory tariffs on U.S. products (Chinese exports to U.S.<US$5 .6bn> vs. U.S. exports to
China<US$1 3.4bn>).

* At present, total US$2 Bbn worth of Chinese go als (50% of China’s exports to U.S.) are subject to the
U.S. tariff raise. The impact has gradual ylspread to Chinese companies exporting electronics go als (e.g.
semiconductors, electronics components) in high trade value, furniture and auto parts to the U.S. If the
smartphones and PCs cur ently excluded from the tariff | st would be targeted next, the spil over effect
wi | lalso reach Taiwanese EMS and U.S. electronics makers.

* Meanwhi el total US$1 Bbn worth of U.S. go a@s (90% of U.S. exports to China) are subject to Chinese
retal atory tariffs, which covers most of product categories except air afts. The impact is inc easingly
visible among U.S.-based companies and American farmers who export automobieks and soybeans in
high volume to China. Meanwhi el fol owing the U.S.-China bi ateral talk held in December 2018, China
inc eased U.S. soybean imports and temporari ylhalted ad dtional tariffs on U.S. vehicles and auto parts.

* Under the situation, many companies are poised to contin & the bilateral exports and imports by
factoring in the potential cost inc ease, whiel some companies have taken measures to hedge against
foreign exchange risks and reviewed their sup py chains.

* Given that U.S.-China trade friction willlkely prolong ahead, the impact willnot only be felt in the
economies such as deterioration in corporate profitabi tly iand slowdown in consumer spending, but it
may also lead to a full-scale resh ufle of global sup gy chains arou m players with production bases and
marketing network worldwide. It is important for corporate players in relevant industries to secure
emergency fu s for u rexpected events; inc ease capital in case of financial deterioration; and take
various risk-hedging measures. Meanwhi el, besides the tariff raise, the U.S. moves of expanding its
pu ntive measures such as trade sanctions against Chinese companies should also be careful ylmonitored.
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1. Bakgr o rd of U.S.-China Tra & Frict an
(1) Tracks Wo t dra & Va le

The growth in the value of world trade has recently slowed down, with periods of negative growth in
205 and 20 6.

China’s contribution in the world trade has be e increasing since 2 0@ when China became a
member of the WTO.
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I 1. Bakgr o rd of U.S.-China Tra & Frict an
(1) Tracks TrakBalnae

Looking at trade balance by country/region, the U.S. has the largest trade deficit, and China has the
largest trade surplus in the world.
The U.S. has the largest trade deficit with China, fol dwed by Mexico, Japan and Germany.
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1. Bakgr o rd of U.S.-China Tra & Frict an

(2) China’s Industri aHol ay

By Developme n a3t ag

China has implemented various industrial policies to en hance tech mlogy acquisition of Chinese
makers and domestic sales chan rel expansion by inviting foreign capitals in the initial stage, and by
restricting foreign capitals in the stage to capture domestic demand. It has provided large volume of
low-interest funds and subsidies to local firms throughout the stages. Some point out its intel dctual
property protection lag gng behind advanced nations enabled Chinese firms to gain tech rologies.

Ilndustrial Pol diesImp eme ned by D evelopme ntal Stage

e indicates a stage in which t b pol cies were implemen &d

Characteristics of Industrial Policy

Initial Stage

(Introduce and develop

Stage to Capture
Domestic Demand
(Compete with foreign

Stage to Capture
External Demand
(Ruled domestic market,

Stage to Join in
Global Players
(Act as a major player in

Sup prt
Tech rology
Acqusition

tech rlogy) firms in domestic shifting to abroad) global market)
market)
Invite Lo ®en control on foreign capitals °
f oeign  |provide subsidy, lands, tax benefit,
capital |etc. ¢
Promote IP protection, as lagging
(] [ ] [ ] [ ]
behind advanced nations
Provide a large volume of low
Sup prt |; i ° ® ® ®
interest rate fu ms & subsidies
Chinese

enterprises

Acquire overseas enterprises
Acquire overseas talents
Promote R&D activities

Raise domestic educational level

Tighten foreign capital control

Enhancement

enterprises

Promote domestic industry
consolidation

Support Sales Teos;r;]t Promote domestic product .
Channel Expansion capital purchase, White List
Raise import tariffs °
Provide a large volume of low
Support Cost Sup prt |interest rate fu ms & subsidies * ¢ * *
Competitivenes s Chinese Provide lands, tax benefit, etc. ° °
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1. Bakgr o rd of U.S.-China Tra & Frict an
China’s Tech mlogy

(2) China’s Industri aHol ay

China has

improved manufacturing technologies by

implementing various

industrial

pol dies.

Looking at the number of published patents, China is cur ently ranked top above the U.S. in digital
commu ncation and telecommu nication tech rmologies.

IChina’s Rank ng in th eNumbe rof Pub Ish e Internat anal Pate rts by Sector
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1. Bakgr o rd of U.S.-China Tra & Frict an
(2) China’s Industri aHol ay Ma e in China2 0 8

Chinese government launched the industrial policy “Made in China 2 0 8” aiming to sophisticate
man uacturing industry to resolve its ongoing is sies, and set “10 key sectors” to focus on (cur ently
mainly dominated by U.S. firms). It also set “Next-gen Al Development Plan” to dramatical ylimprove
man uacturing process and qual ty of Al tech mlogy where China has competitive ed ¢¢ as the U.S.

I Key Points in “Made in China 2025”

Sector Main Players (Note)
u : ] ” “ ] ” Underl nie: Sectors L
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- I I
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o . ' tech Medical Devices : :
Next-Ge neat on Al D evelopme 1t Plan . - -
2 054 Next-Generation I T : : °
Made in China 2 0 3 2 053 To be t b to pclas s (ICs, telecom A
i i glo @l man dact ting eguipment) 1 1 SNG
. 2 052 Catch up wit mid-ranked p o er I I
Use Al in = - o i glo @l man dact nng p o @ers Po wer Equipment I I °
. eognized as [0} [ ] [ ] [ ]
man tacturing oS00 ting ;?o ers (Japan, Germany) (n_wlear reactor, etc.) 1 ' KR
® (US, Germany, dpan) - 3 . - .
China’s Al tech mlogy NDeXt Igeneratt OPI’; Al Energy Savmg_& New ° : : ° °
2 052 becomes glo fal to p evelopment Flan Energy Vehicles : :
2 002 China’s Al tech mlogy & ap pcation s Develop into new Advanced Rai way o 1ol o o °
: lead i ticul to & ' i :
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2. Cur ern Si ua ton of U.S.-China Tra & Frict on
(1) Tra & Structure between U.S. and China

The graph below shows trades betwe en U.S. and China by product category in 2 0 1.7

ITrade Structure betwe e J.S. and China 207%

US$bn
B ) [
China's Expo ts to U.S.
Total $5 0 %5bn
B e
Electronics
Smart pdmes: 49
147
4@ ----mmmmommommmmmm oo Y - - - - - - - - - - ---
Machinery
S @ oot 110 --PCs- 46"
U.S. Expo ts to China 32 Furni ure
DD 26 —--Toys ...
Total $1 3 Mbn 16 Plas ics
Aircraft
%g Automob ie
1® 12 “"Soybeans T ot brs
%5 Electronics
Machinery
Ot brs
O e

(Source) United States Cen s uBureau, National Bureau of Statis ics of China
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I (Ref.) Shares of H p-Ranking E x prters in Chinato U.S.

Looking at the breakdown of top 1 @ exporters in China to U.S. in terms of trade value, dominant

players are from mainland China, Taiwan, Hong Kong and the U.S.

Lo king at Taiwanese players, many are electronics makers producing smartphones and PC.

ICou nry & Reg onal Ori qiof Top 1 0 Companies

Major Production Base
Zhengzhou, Chengdu, Taiyuan,
Yantai, Nan nng, Chongqing,
Tianjin, Wu tan, Shanghai,

Shenzhen, etc.

Shanghai, Chongqing,

Changsh y etc.

Shanghai, Suzhou, Ku rshan,

Core Product

Notebook PC,
Smartphone

Notebook PC,
Tablets
Notebook PC,

ba ®d in China by Export Valu eto UW5. 20 1)6 ITaiwan ese Pla yer samong Top 1 0 (Exporter so U.S.
Japan 2% Company
(Fuji Xerox, Eps m)
Foxconn

S. Ko ea 6% Oth & 2%

(Samsu n gLG, etc.) /
\ Quanta

Singapo e 6% ASUS

(FL XTRONICS, etc.)

Taiwan 34% Compal Elect @nics
()

U.S. 9% (Foxcon n Inventec
Quanta, etc.)

Chongging, etc.

Ku rshan, etc.

Chongging, Shanghai

Ku rshan, Zhongshan,

Smartphone

Notebook PC

Notebook PC

Wist on . Notebook PC
Chongging, etc.
Qisda Suzhou, etc. Display panels
Hong Kong :
10% Mainland China Amt an Suzhou, etc. Display panels
(TPV, etc.) 31% ( 4E, Sercom Suzhou, etc. Telecom equipment
Le ro v petc.) .
LOTA Xiamen, etc. Bathro on products
Foxlink Dongguan, etc. Con rector s
(Source) Cu soims-Info of China Cu soims Info mation Cen er
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2. Cur et Si ua ton of U.S.-China Tra & Frict an
(2) Timel n eof Tra ce Negot | arnsi(asof 091§

At present, U.S. has imposed tarif $ on US$2 Bbn worth of Chinese go as (50% of imports from
China), and China has imposed tariffs on US$1 13bn worth of U.S. goods (90% of imports from U.S. ).

U.S. Tariff China Tariff
Mar 23 Tarif Son s ¢ dzz':lnd alumin um 2 Apr 2 Retal atory tarif & 2
(US$ n of Chinese go als) (US$ n of U.S. go als)

1s trou  of pu ntive tarif § on Chinese

go dals, pu ns Ing in &l ect al property Retal atory tarif &

Jul 6 +2 3% Jul 6 +2 3%
infringemen t ’ (US$ 3 Bn of U.S. go als) ’
(US$ 3 Bn of Chinese go als)
2nd rou m of pu ntive tarif § on Chinese
Aug 23 go @s, pu ns Ing in &l ect al property 2 Aug 23 Retal atory tarif & 2
infringemen t (US$ 1 6n of U.S. go als)
(US$ 1 6n of Chinese go als)
3rd rou m of pu ntive tarif §on Chinese .1 O% +5% or
L 0 . .
+
Sep 24 go @s, pu ns Ing in &l ect al property 2 %% Sep 24 Retal atory tarif & 1 0’/0.
infringemen t trom 0 119 (US$ 6 Bbn of U.S. go als) (depending
(US$ 2 Oln of Chinese go as) on items)
US$bn US$bn
China' sotal export s0 U.S. (20 1)7 5® U.S. total export ¢o China (2 0 1)7 13
Export s rler recen ttariffs 23 Export s rer recen ttarif & 1B
as % of China' s$otal export g0 U.S. 5 M as % of U.S. total export g0 China 8 ™o
(Source) Minis ty of Commerce of t B Peo pe' & @ubl ciof China, BTR, Wind, United States Cen s uBureau, White Ha &
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2. Cur et Si ua ton of U.S.-China Tra & Frict an
(2) Timel n eof Tra ce Negot | ansi(asof 12/1 §

At the U.S-China trade talk held on Dec 1 2 0 8, the leaders agre & to halt ad dtional 25% tariffs on
US$2 Mbn worth of imports scheduled in Jan 2 0 @, and to start the bi dteral talks on issues such as
forced tech mlogy transfer, protection of intel dctual property, non-tariff barriers, opening of service
and agricultural sectors. However, if no deal is reached within 90-days, U.S. may raise tariffs to 25% .

Annou rcement & Comment after U.S.-China Trade Talk

| ssues

U.S.

China

Ad dtional tariffs
worth US$2 0 Bn
(1/19,10 -25%)

Ad dtional tariffs
cur ently in effect

Halt ad dtional tariffs

Tariffs to be raised to 2 B0, if no deal is reached
within 9 Odays.

No comment

Agreed to halt ad dtional tariffs

No comment

Agreed to hasten negotiations and reach agreement for
mutual benefits, aiming to remove al &d dtional
tarif 4.

Reduce U.S. trade
deficits to China

China agre @ to expand imports from U.S. (e.q.
agricultural products, energy). China agreed to
immediately resume imports of U.S. agriculturals.

Comment by Foreign Minister, Wang Yi
China will expand imports from U.S. based on
domestic demand. (No comment on items & timing).

Key points in
future negotiation

Agreed to resume bilateral talks on forced tech mlogy

transfer, intel dctual property protection, non-tariff

bar rers, cyber attacks, opening of agricultural and

service markets.

China will further proceed with Reform & Open-do o
policy, while solving trade issues concerned by U.S.
Meanwhiel U.S. wi lalso take positive ap poach to
trade issues concerned by China.

North Korea issue

Taiwan issue

Merger of
Qualcomm & NXP

Regulation on
Fentanyl

Promised to cooperate with China to work toward
denuclearization in the Korean peninsular.

No comment

China commented that it is "ready to reconsider” the
merger of Qualcomm (US) & NXP (Netherland).

China agre @ to ban Fentanyl use (opioid pain drug).

China will sup mprt a realization of the U.S.-North Korea
Summit.

U.S. government continues to sup mrt "One-China policy"

No comment

En fance regulations on Fentanyl.

(Source) Minis ty of Commerce of t B Peo pe' & @ubl ciof China,

12

Copyright © 2019 Sumitomo Mitsui Banking Corporation & Sumitomo Mitsui Banking Corporation (China) Limited. All Rights Reserved.

8TR, Wind, United States Cen s uBureau, White Ha &



2. Current Situation of U.S.-China Trade Friction
(3) Go als S Wbject to Tariff s

Chinese goods under U.S. tariffs include electronics, machinery, furniture and automobiles, whi d
U.S. go als under China’s tariffs include soybeans and automobiles. In many product areas, the
percentage of the bilateral exports is limited within a single-digit of total export. However, for U.S.
soybeans, 50% of exports goes to China, having a material impact on the sup dy chains. Goods in
high trade volume, such as smartphones and PCs, are cur ently excluded from the | st.

IChin ese Go als Ta geted by U.S. Ta iff s USs$bn

IU.S. Go als Ta geted by China’s Ta iff s US$bn

201 7Expor ¢ Effective unti Ef dctive in Not yet 201 7Expor ¢ Effective unti Ef dctive in Not yet
(China->U.S.) Aug 2018 Sep 2018 ef dctive (U.S.->China) Aug 2018 Sep 2018 ef dctive
Total Exports 50 56 53.0 200.0 22.6 Total Exports 13 04 53.0 6 00 174
q 0,
Tar ff Raise +2 M +10% - Tar ff Raise +2 ® ++51A)(;r i
Electronics 14D 17.5 4 84 8 11 -
Telecom 719 0.0 2 38 4 81] Soybeans 124 12.4 0.0 0.0
equipment ' (Router)| _(Smartphone)|
TV, monitor 115 0.0 0.1 114 Automob ie$ 132 11.3 0.0 1.9
17.5 2 45 -
Others 6 36 (Semican- (Electronic 2 16 Finished cars 109 10.7 0.0 0.2
duetor) tomponent) Others (parts 2.3 0.6 0.0 1.7
Machinery 10% 17.0 377 5 49 (P ) ' ' ' '
PCs 5 05 1.5 7.9l 4 111 Machinery 129 0.0 9.7 3.2
(PC component ) (PC component) | — EQI Precision, - L 1 0.0
Others 5091 L5 ) 298 1 38 Medical ) ) ) )
(Pump) (White goods) (Printer) ]
Furni dre 319 0.0 292 2.7 Electronics 121 0.0 6.8 5.3
GO (35 L A0 = L Lo 0.8 Mineral fuel 8.6 3.7 0.0 4.9
Finished cars 3.3 1.8 1.3 0.2
Others (parts) 113 0.4 0.6 Ot brs 6 24 23.9 364 2.1
Steel products 122 1.0 7.7 3.5
Plastic products 163 2.1 5.6 8.6
Ot hbrs 1740 13.2 5 98 10D
(Source) United States Cen s uBureau, National Bureau of Statis ics of China
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I (Ref.) Tariffs in Effec t E éctr mics & Machin ey

The list of goods subject to U.S. tariffs includes PC components, semiconductors (e.g. LED element,
memory), telecommu nication devices (e.g. router) and other machinery (e.g. pump).

If ad dtional tarif § are imposed on smartphones and PCs cur ently excluded from the list, the
spi lbver effect willreach Taiwanese EMS and their customers who are global smartphone and PC
makers such as Ap de, HP and Dell.

IChin ese Go als Ta geted by U.S. Ta iff s

Items

Electronics

Telecom
equipmen t
TV, monitor
Ot brs

Machinery
PCs

Ot hbrs

Export 2 01
(China-US)

1470
719

115
6 36

10%
505

591

USs$bn I
Tarif fn Ef dct (Major Items)
Unti From Not yet
Aug 2 0 8 Sep20 8 ef dctive
175 4 84 8 11
0.0 2 38 4 81
(Router) | (Smart pdn ¢
0.0 0.1 114
175 2 45 216
(Semicon- (E éctronic
ductor)| component)
170 3 77 5 49
1.5 7.9 4 11
(PC (PC (PCs)
comp aen } comp men }
155 298 138
(Pump) (White go o9 (Printer)

Rank ng of Electr mics & Machin ey Exporter sn
China by Export Valu eto b.

Company* C;zgritc:z/ Core Product
Foxconn Taiwan Notebo & PC, Smartphone
Quan & Taiwan Notebo & PC, Tablets
Pegatron Taiwan Notebo & PC, Smartphone
ASUS Taiwan Notebo & PC, Tablets
Compal Electronics Taiwan Notebo & PC
Flextr nics Man dact ting | Singapore PCB
Dell u.S. Notebo & PC
Inven €&c Taiwan Notebo & PC
LG In ur, etc. China-Korea Smartphone
Wis tton Taiwan Notebo & PC
TT Hong Kong Machine To ds
ZTE China Smartphone
Micron u.S. Semiconductor
Intel u.s. Semiconductor

* Among “Top 1 @ Exp oters to U.S.” on P10, high-ranked electronics and
machinery exporters are lis €¢d above. For foreign players, t hir parent company
names ap garont b lst.

(Source) United States Cen s uBureau, Wind

14

Copyright © 2019 Sumitomo Mitsui Banking Corporation & Sumitomo Mitsui Banking Corporation (China) Limited. All Rights Reserved.



(Ref.) Tariffs in Effec t

Automot ve

US$14.6bn worth of Chinese exports to U.S. comprises primari i auto parts vs. a smal dr portion of
finished cars. Many of the auto products are already subject to U.S. tariffs. Meanwhi d, US$13.2bn
U.S. exports to China are mainly finished cars, and many of them are already u rder China’s tariffs.

China an munced in Dec 2 0 8 to suspend ad dtional tarif § on U.S. vehicles and auto parts for 3
months from Jan 1,2 0 9.

IChin ese Go als Ta geted by U.S. Ta iff s

US$bn

ltems Export 2 01
(China-US)

Automob ie$ 146
Finis led car 3.3
Ot brs 113

(auto parts)

Tarif fn Ef dct (Major Items)

unti From
Aug208 Sep208
2.2 116
1.8 1.3
(Pas & n gr
cars)
0.4 103
(Alumin um
wh e B

IU.S. Go als Ta geted by Chin ee Ta iff s

Not yet
ef dctive
0.8

0.2

0.6

USs$hbn

ltems Export 201
(US-China)

Automob ie$ 132
Finis led car 109
Ot brs 2.3

(auto parts)

Tarif fn Ef dct (Major Items)

unti
Aug 20 8
113

107

(Pas & n gr
cars)

0.6

From
Sep20 &

0
0

Not yet

ef dctive
1.9
0.2

1.7

Rank ng of Automot ve Exporter sn China by
Export Valu eto Ub.

Parent Company Cou rntry/ Region Core Product

GM SAIC China-US Au bmobi ek
CITIC Dicas al China Au b parts
PROSPEROUS .

Singapore Au b parts

INTERNATIONAL

* Among “Top 100 Exporters to U.S.” on P10, au bmobile and au b parts
exp oters are | sied ab we.

IMajo rAutomaker dmport ng fr on U.S. to Chin a

—————————————————————————————————————————————————————

i BMW (Germany) |
i Daimler (Germany)
i Ford (U.S))
i Fiat/ @rysler (ltaly) i
i Tesla (U.S.)) !

(Source) United States Cen s uBureau, FOURIN
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(Ref.) Tariffs in Effec t  Furni ure

The majority of Chinese furniture makers are medium to small-sized OEMs. 30% of Chinese furniture
exports goes to U.S. Looking ahead, U.S. tariffs willl kely have an impact on the economy and
employment of the South China region including Guangdong, where 70% of furniture production
and 50% of furniture exporters are concentrated.

IChin ese Go als Ta geted by U.S. Ta iff s US$bn Rank ng of Furni ure Exporter sn China by
Export Valu eto b.

Tarif fn Ef éct (Major Items) Rank

tems Export 2 0 1 . Company Cou rtry/ Region
(China - US) Unti From Not yet 74 | Yih @ Group China
Aug208 | Sep20 & ef dctive
94 Man Wah Hong Kong
Furni ure 319 0.0 2.7 *Among “Top 1 @ Exp otersto U.S.” on P10, furnit ve makers are | siéd ab we.

IMajo rListed Chin ese Furni ure Makers

IMain D est nat on of Chin ese Furni ure Exports (2 0 1)7

RMBbn
Head quarter 2017
U.S. Company Location Reven e
3 3 _
Op ®in Home Group Guangdong 9.7
Yih @ L fiestyle Tech Guangdong 8.0
Jason Furniture Zhejiang 6.7
Suofeiya Home Col ektion Guangdong 6.2
Shangpin Home Guangdong 5.3
Hong
Yotrio Group Zhejiang 4.5
Kong 2 %
304 Markor International Furniture Xinjiang 4.2
Au sral ai
Japan Besides above furnit ve makers, t Bre are many small and medium-sized
3% 5% furnit ve makers in China.

(Source) United States Cen s uBureau, Wind, General Adminis tation of Cu soms, P.R.C
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(Ref.) Tariffs in Effect Soybeans

China is the world largest soybean importer, and U.S. is the 2"d largest soybean exporter. 50% of U.S.
soybean exports goes to China, and cur ently the entire portion is subject to China’s tariffs.

Without finding any substitute for U.S. soybean exports, China will likely continue to purchase from
U.S., potential yl affecting its soybean traders and consumers. For the mid-to-long term, global trade
flow of soybeans may shift to Brazil & Rus sa. After the U.S.-China trade talk on Dec 1, 2 0 8, China
increased soybean imports from U.S. substantial yi th v future development should be monitored.

IU.S. Go as Ta geted by Chin ese Ta iff s US$bn IGIobaI Soybean Trade

(1) Major Exporters

e Export 2 01 Ta.rlf fn Ef dct (Major Items) mn tons)
(US - China) Unti From Not yet Cou nry Volume Share
Aug2 08 | Sep20 8 ef dctive
Soybeans 124 124 0.0 0.0 Brazil 71 4 o
U.S. 56 3 D% (5 ® for Ctina in value base)
Argentina 7 5%
IChina’s Soybean Import Volume & Ori quis U
1® - mntons) 2 Mai | N
Chinese consumption of soybean Others (2) Major Importers mn tons)
80 - increased year after year.
[Mainly used for Iv'estock] Sl 5y Volume Share
fe @s and edible oi sl us oo
60 | china 96 6 Db China’s depgndency
on soybean imports
EU 14 995  (Net import s+ Con sraption)
- . . 87
40 I Mexico 4 3%
20 A I Brazil Harvest season for soybeans is Sep-Oct in U.S. (as in northern
. l hemisphere) and Apr-May in South America. If China increases
soybean imports from South America, it ne elsto ad d
- . . . . . . . . . . . . transportation capacity including port and warehouse.
06 07 08 09 10 11 12 13 14 15 16 17 Year (Source) United States Cen s uBureau, Wind
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3.Cur ent Imp ats of Tariff
(1) China’s Tra ¢& Si ua ton

China’s trades remained brisk until Oct 2 0 8, but both exports and imports slowed down in Nov
2 0 8, and turned to a negative growth in Dec 2 0 8.

IChina’s Total Exports and Imports China’s Exports and Imports wi h U.S.

o6 T 2 06 2071 2 a8 606 2 a6 2071 2 @8
-6.8% +1 14% +126% -6.7% +123% +8.5%
606 I (Export -7.7%) (Export +7.9%) (Export +9.9%) 50 F (Export -5.9%) (Export +115%) (Export +113%)
(Import -5.5%) (Import +159%) (Import +158%) (Import -9.1%) (Import +145%) (Import +0.7%)
50 F 4 O F
4 0 3 W
3 ® 2 W
2 ® 1 @
1® 0% -
0% -10%
-10% -20%
YoY Growth of Export Value YoY Growth of Export Value
- 0, -
20% emmeY0oY Growth of Import Value -30% e\ 0Y Growth of Import Value
-30% - _40% &
S 99355559 93333233 S 2333553553333 323
cC O B © 9 5 c O B QO a9 = < ©»v .y 9 c oo O 4O = & o ow O a = ¢ & += O
3 20682 &3 32368¢ &3 20 8 3 2868¢ %3288 ¢ &3 320628
(Source) National Bureau of Statis ics of China
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I (Ref.) Ex prts & Imports by Reg on & Pr ductin 2 0 8

IExport Rank n g

Ilmport Rank n g

208 2018
Total Change from Total
(US$bn) Yo % 20 1g-7_eve| (US$bn) Yo % C:%nlgf’_:\gln

Total Exports 2,4 8 +9.9% +2.0%p Total Imports 2,13% +15.8% -0.1%p
U.S. 4B +1 13% -0.2%p EU 27 +1 17% -5.9%p

EU 4 ® +9.8% +0.1%p ASEAN 2 ® +1 38% -6.3%p

g ASEAN 3D +1 42% +5.2%0p g Korea 26 +153% +3.6%p
S Hong Kong 3@ +8.2% +1 10%p S Japan 18 +8.9% -4.8%p
< Japan 14 +7.2% +1.1%p £ Taiwan 18 +1 39% +2.0%p
& Korea 10 +5.9% -3.8%p S U.S. | 15 +0.7% "1 38%p|
< India 77 +127% -3.8%p < Australa 16 +1 10% -2 27%p
2 Taiwan 49 +1 06% +1.3%p 2 Brazil 78 +3 17% +3.9%p
Rus $a 48 +1 20% -2.8%p Rus $a | 59 +4 27% +1 50%p)|
Austral a 47 +1 42% +3.2%0p Canada 28 +3 90% +2 79%p
Mobi d phones 1% +8.4% -0.5%p IC 3r +1 98% +5.2%p
PC, components 12 +8.7% -6.5%p Crude oil 249 +4 67% +7.6%p

g Ap marel 13 +0.3% +0.7%p g Iron ore 76 -1.3% -3 27%p
o Textid 1D +8.1% +3.6%p 2 Plastics 56 +1 63% -1.0%p
E IC 85 +2 66% +1 68%p S Automobids 51 +0.0% -1 34%p
: Ste ¢ 61 +1 12% +1 12%p © Soy beans 38 A4.0% -2 07%p
o Auto parts 55 +1 08% +1.9%p o Cop per 37 +1 96% +1.2%p
£ Furniture 54 +7.6% +3.1%p = Auto parts 35 +1 00% +3.4%p
Fo dwear 47 2.7% 4.7%p Natural gas | 38 +6 53% +2 41%p
Plastics 43 +1 22% +3.6%p PC, components 33 +1 93% +1 78%p

(Source) National Bureau of Statis ics of China
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(Ref.) Ex prts & Imports by Reg on & Pr ductin 201 8

IYoY Change in Export Valu eby Cou nr yReg bdn

IYoY Change in Export Valu eto

5. by Pr duct

30 Tossony T T o e 208
+15 1o
ASEAN
+0 u.s
On 0924/2 08,
tar fi faised against Hong
US$ D ®n go als Kong

ALD Lo
201D 4 5 6 7 8 9 10 11 12 (Month)

IYoY Change in Export Valu eby Pr duct

Bl & T E el

+6

+4

+2

+0

A2

A4

20na 2 3 4 5 6 7 8

208
- Ot Brs

— Furniture
Au bmobi ek

- Electronics
(Not tarif farget)

Machinery
(Not tarif farget)

Machinery
T (Tarif target)

— Electronics
(Tarif farget)

9 10 (Month)

IYoY Change in Import Valu eto 5. by Pr duct

+ - - - - - - - - - - - - - -
1S5 T(Ussbn) 208 *3 Tysson) Ot brs 2048
Au b parts ICs Precision in srtmen &
T L N ~ ;
+10 . Ap @rels +1 t - R - 'Y'_"’}C_*_“_']‘?Q’_
Ste PC, Components .
5 o TS =_ R Electronics
= Plas ics Al F — Soybeans
+0
Mobi el
W e eve Phone N Mineral fuel
Au bmobi ek
Al1O H---mmmmmmmm A5 (-
(201N8 4 5 6 7 8 9 10 11 12 (Month) (201)8 2 3 4 5 6 7 8 9 10 (Month)
20 (Source) United States Cen s uBureau, National Bureau of Statis ics of China
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3. Cur et Imp ats of Tariff
(2) SMBCON S uvey Overview

With cooperation from SMBCCN customers who have business in China, we conducted the 2"d survey
on “the impact of U.S.-China trade friction” following the initial survey in Aug 20 18. Presented
below are the survey results based on the responses from the customers who claimed to “have an
impact” (1 72 firms as of Dec 2 0 8).

Survey Title “Impact of U.S.-China trade friction on corporations with busines sin China”

Survey Period 13-2 8Nov 208 (The 1st Survey 15-3 1Aug 20 &

Survey Subject SMBC QN customers with business in China

. et . " . Fimswi h drect busin ess
No. of val i Claimed to haw “sl ihgorbi gnpact” 17 Zirms ¢.2 0%) wi i US. 8 1firms
answers up +6p pfrom August survey

8 6 dirms

Claimed to have "no impact” o r“u kno wva” 6 8 8i ms Fims wi lHout d rect busin ess
wi htU.S. 91 firms
Major Questions

(1) Does U.S.-Chinatrade frict an ha v any impact on your busin e &  Slgh tor Big impact, No impact or Unkno w

(2) Ask ng to responde t who cho £ in Q(1), p ka ® answer th ea ea sof impact. multiple answers al dwed

Drop in exports to U.S. , Drop in China’'s domestic consumption, Increased trade costs, Forex volati tly,i Stock price drop, Others

Shift of production bases, Shift of sales cu somers, Shift of s p pers, Price pass-t hough, None, Ot hbrs

' (3) Do you consi dr o rtake any cou rntermea sires? multiple answers al dwed
' (4) To responde t who cho ® in Q(3), p ka £ answer ta get reg ons fo rshift. (multiple answers al dwed

ASEAN, Japan, S. Korea, Taiwan, U.S., China, Ot hbrs
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3. Cur et Imp ats of Tariff
(2) SMBCON S uvey S uvey Resul ¢ <Direct Imp at>

In the survey, among 1 2 firms who claimed to have an impact, 81 firms had direct business with
U.S. Looking at their business sectors, the percentage of sectors with tariffs imposed in Sep 20 8
(i.e. auto parts, electronic parts, machinery) increased from the last survey.

Looking at the areas of impact already visible or expected, the percentage of direct impacts (e.g.
increase in trade costs, drop in exports to U.S.) increased in answers.

Sector ef Frms Claiming to Ha e an Impact,
whi d Havin gDirect Busin e swi h U.S. IArea sof “Majo rimpact”in Answers
(multiple an svers al ol wed)
Last Survey [ Recen tSurvey Last Survey | Recen tSurvey
(Aug. 2 0 8) (Nov. 2 0 8) (Aug. 2 0 8) (Nov. 2 0 8)
Automobile o ‘." 49% :‘
NIRRT T PP o Trade Cost Rise Ten., A3% L
Electronics/ ﬁ 2 % &
Components 16 Forex Volati tly i 30%
i 49%
Machinery 1 3/% i
0 US-bound 26%
General Trader/ 1 P Export Drop 24%
Retai er 2 % 1
. China Domestic | 19
Construction [ 29 Consumption Drop | 1%
Materials 1% i
2%
1™ Others I
Others | 1 % 50
0% 10% 20% 30% 40% 0% 10 2% 3% 4% 50 60

(Source) Prepared by SMB C 8 based ont B s wvey on impact of US.-China trade friction
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3. Cur et Imp ats of Tariff

(2) SMBCON S uvey S uvey Resul ¢<Indrect Imp at>

In the survey, among 1 7 Zirms who claimed to have an impact, 9 1firms did not have direct
busines swith U.S. They were mainly auto parts and electronic component makers with broad sup dy
chains, and chemicals makers. Lo king at the areas of impact already visible or expected, the most-
chosen answer was “rising forex volati tyi’ asin the last survey. In ad dtion, the percentage of firms
who picked “a decl ne in Chinese domestic consumption” increased from the last survey. |If the trade
friction prolongs and spreads to wider product areas, the spi bvler effect wi Igtadual yl expand.

Sector sf Frms Claiming to Ha e an Impact,
whi d Having NO Direct Busin es swi h Lb.

IArea sof “Majo rImpact” in Answers

Last Survey | Recen tSurvey

(Aug. 2 0 8) (Nov. 2 0 8)
S
Automobile At
Blectronics/ H 2106
Components ~,}5% s
i * 14%
Chemicals 11%
General Trader/ 129
Retai er 18%
i 5%
Ste ¢ 8%
: I %
Machinery %
21%
Others
(Package, ap mrels, i i I 21%
nonfer ou smetals) ' ' I T
0% 5% 1™ 1% 2 M 2 %%

(multiple an svers al ol wed)

Last Survey | Recen tSurvey
(Aug. 2 0 8) (Nov. 2 08)

0,
v vorr v I -

90%

China Domestic - 9%
Consumption Drop [*, 5% |,

Yeaguns”

‘..“

I 2%
Trade Cost Rise 5%

US-bound 0%
Export Drop | 1%

0,
Others . 7%
2%

0% 2 ® 4 O 6 O 8 B 1 ®%

(Source) Prepared by SMB C N based ont b s wvey on impact of U5.-China trade friction
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3. Cur et Imp ats of Tariff
(2) SMBCON S uvey

S uvey Resul ¢ <Cou nermeasures>

Looking at the countermeasures taken by the responding firms, many said to have “wait-and-see
stance,” followed by “price pass-through.” This suggests more firms intend to continue their exports
and imports by factoring in the potential cost increase after the tarif §. Meanwhi d, there are
increasing number of firms who are considering to shift customers and relocate production bases. If
the trade friction persists, they wi lll kiely start considering full-fled ggd measures.

ICou nmermea sires u rder Consi drat on

Survey results on the cou nermeasures considered by firms who
claimed to have an impact on their busines s(multiple an svers al ol ved)

Last Survey [ Recen tSurvey
(Aug. 2 08) (Nov. 2 08)

(No. of an svers)

Nothing | ;2

Particular 83
N ——
Pass-through 22
shift 1

Customers™«.5 1 | .

J guusEEER,

Shift Productiorr"

Bases .. 8
_ . e -
Shift Suppliers (8
7 1
M s
Others 10
0 20 40 60 80 1®

con &der to s [ift sales cu somers, production bases and s p pers.

Sector ef Frms Claiming to Consi dr
“Relocat an of Pr duct an Ba ®s”

(No. of an svers)

“““"----........"..~0
R Automobile, parts®,

L
.

i\

@
*

.
‘““Electronics, Components*
....... -‘-““

Machinery

Construction Materials

Chemicals i

0 2 4 6 8
ITa get Reg on fo rPr duct on Relocation

(multiple an svers al ol ved) (No. of an svers)

[y S E——
Japan N
China
Others
0 2 4 5 .

(Source) Prepared by SMB C N based ont b s wvey on impact of U5.-China trade friction
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I (Ref.) Rece nt Moves of Comp anies wi h Busin e sin China

JP Keihin

JP Mitsubishi Electric

JP SMC

JP Toshiba Machine

JP Tsugami

JP Sumitomo Electric

GER BMW

US Tesla

US Ford Motor

TW Wistron

TW Quanta

TW Pegatron

TW Delta Electronics

Auto Parts

Machinery

Machinery

Machinery

Machine
To ds

Electric
Equipment

Automotive

Automotive

Automotive

Electronics
Component
(EMS)

Electronics
Component

Electronics
Component

Electronics
Component

082

082

102

102

102

112

072

082

082

092

092

092

092

o8

o8

o8

o8

o8

o8

o8

o8

o8

o8

o8

o8

o8

For products exported from China to U.S., cur ently consider not to
include new products in production | nies in China.

Already relocated ‘machine to & production to Japan.

Cur ently consider to relocate a part of ‘pneumatic equipment’ production
| nies to Vietnam.

Already relocated production |nies of ‘injection molding machine’ from
Shanghai to Japan and Thai ahd after 10/2018.

Already relocated production of ‘automatic lathes’ which process bar-
shaped materials from China to Japan.

Cur ently consider to relocate production |nies of ‘auto parts (electric
wire)’ to Southeast Asia.

Expand production capacity in China.
Plan to shift to local production in China by 2 0 @.

Plan to produce ‘luxury car, L mcoln’ local ylin China from 2019.

Resume production of ‘servers’ in Subic of the Phiippines, whiel
persuading partner makers to shift their production to the region.

Cur ently consider to produce ‘servers’ in Taiwan.

Cur ently consider to relocate production Inies of ‘network equipment’
from Suzhou of China to Taiwan.

Aiming to en lance Thai production, announced TOB to make its af ifdte
‘Delta Electronics Thai and’ be its local subsidiary.

(Source) Prepared by SMB C 8 based on con &n t is sed by Hib o.com.ch
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(Ref.) Suvey by #erican Chamber of Commerce in China
(to U.S. Firms wi it Busin es sin China)

I Impact of U.S. Ta iff s Ilmpact of China’s Ta iff s
Tarfisof US$ 51on I Tar fidof US$ 2 @bn Tarfisof US$ 51on N Tar fidof US$ 2 Obn
i I | ] |
22% 16%
V Bad | t
Yoy BRd Mt N oy Badmpae 339%
. 42% ; 47 %
30% 32%
No | t
No Impact o Impac _ 1506
Sl gihtly Good Impact Sl ghtly Good Impact 0%
M 2%
Very Good Impact Very Good Impact 1%
B 2%
Unk Unk 59
nknown
nKnown H 11%
0% 10 20 3% 40 5™ 0% 1% 20 3% 4% 5M™

Source Prepared by SMB C N, based on materials is sed by American Chamber of Commerce in China
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(Ref.) Suvey by #erican Chamber of Commerce in China
(to U.S. Firms wi it Busin es sin China)

Ilmpact of U.S. Ta iffs on Co porate Strategy IReIocat on of Pr duct on Ba £ s

(multiple answers al owed) (multiple answers al owed)

Postpone Investment ﬁ 31% No Plan to Shift Production Bases w 6/5%

shift to sup pers outside U.S. || N NENNIGINGE ;. southeast Asia [JI 0%

shift to Ssup pers outside China ||| N NG 30 Indian Sub-continent (India,

. _ B s
7 Bangladesh, Pakistan, Sri Lanka)

No impact | 20% |
| us. i 6%

Relocated All or Part of
L R !

Production Bases to outside China
i East Asia . 4%

Relocated All or Part of - 0
Production Bases to outside U.S. ° i

7 Europe l 4%
Retreat from China . 3%

Latin America 4%
Increase Investment . 3% .

Others H 129% Others H 109

0% 1 @ 2 Wb 3 W 4 W 0% 1 @2 @3 B4 5 006 Q7 Vb

(=)

Source Prepared by SMB C N, based on materials is sad by American Chamber of Commerce in China
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4. Future Developme
(1) Imp Ica tons fr on U.S.-Ja p a Tra & Frict on

In ‘80s-'90s, U.S. faced trade friction with Japan, its trading partner to which it had the largest
trade deficits. Despite the series of measures taken to resolve the issue (below table), U.S. trade
balance fai dd to improve, and the bilateral talks prolonged. From the past experience, U.S.-China
trade talks may also prolong and develop into additional tariffs or issues involving open-market,
forex market intervention and further tightening of intel dctual property protection.

|Com pa is o of Japan & China GDP wi i U.S. ITrade Balance ('80s-'90s
3.0 ~
(Japan or China nominal GDP / U.S. nominal GDP)
Japan
90 1,0 @
e — e —
IMF Forecast p—T T T T T T T
8006 (1,000) - China
7 Ob U.S.
(3,000) -
6 0o
5,000) -
5 0% ( )
80 82 84 86 88 90 92 94 96 98 00 Year
4 U.S. Key Measures to Resolve Trade Defici ¢$to Japan
(1) Tarif § on Japanese products (to reduce Japanese mports)
3 06 '87 Trade Act Section 3 0 IImpose 1 @M tarif § on Japanese computers,
> W TV and power to ds
0 (2) Bi dteral talks on Japan's open market (to ricrease exports to Japan)
106 China ‘86 US-Japan Semiconductor Agre enent (requested Japan to promote
domestic consumers to use foreign-made chips)
0% 1 1 1 1 1 1 1 1 ‘88 Agre enent on Be € & Orange Import Liberal zation (requested Japan to
=S | (=] [<2] =] ® =] o) s lower mport tarif § & remove import quotas)
o o o o o o o o 4 Year '91 New Semiconductor Trade Agre enent (requested Japan to raise US
— — - - N N o
~ product market share to 2 0%)
(3) Cor _ection of Dol dr Ap peciation
'85 Plaza Ac ord (5 nations agre &l to ritervene ri cur ency markets -
(Source) IMF US, UK, Germany, France & Japan)
(Source) WTO
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(Ref.) U.S. Sanct ons & Moves of Fo ei g Comp anies

Besides tariffs, U.S. government imposed various sanctions against China, including ban on purchase
of Chinese telecom equipment by U.S. government of ices, ban on U.S. product exports to the listed

firms, and tighter control/scre eming on Chinese

investment

in American firms.

Th ws, players

considering to enter into China market or partner with Chinese firms should monitor U.S. moves.

IU.S. Trade Restrict ans against Chin ese Companie s

IU.S. Regulat ans on ZTE

Area Measures Law/ Re
Sect an 3 0 1of Tr de Act to raise import tar fifon Chinese gulation
Trade . :
electronics products (e.g. componen t)smachinery, etc.
Ban U.S. go vernmen tof ites to procure Chinese telecom Au t drity
equipmen t ban on corporate trading wit HChinese telecom
Corporate . .
. maker ZTE d¢n electronics components & materials),
Bu sness . . . :
export sanction again $ Chinese chip maker JHIC C(on .
; . Overview
man udacturing equi ment)
Inves ment Ban Chinese fu ms to acquire U.S. chi pmaker g Lat tca
Semiconductor, Micron Tech mlogy) Subject
Penalty

IStrict Scre eimmg on Fo ei glnvestme nn by CFIUS

Export
Administration
Regulations (EAR)

Bureau of Industry
and Security (BIS)

Ban on exports o fU.S.

products or overseas
products ori gated in
U.S. to desi wgated
en tties/individuals

Iranian
Transactions &
Sanctions
Regulations (I TSR)

Of ite of Forei g
As sts Con tol (OFAC)

Ban o ntrades wit h
Iran

American, no RAmerican

Civi ACriminal /Administrative Penalties
(Trade ban, etc.<se ebelo w)

ITrade Ban List

National Defense
Authorization Act
(NDA A

U.S. Congress

Ban o nstate of i€es to
purchase or con tact
equipmen tservices
using 5 Chinese firms ’
products (1 98-)

Government of i€es

No tstated

Category Coverage of Scre aing
. S . List
Inves ment Besides M&A, cap iat investment in small amou nt and
joint venture estab Isihment a e ad cd to the co wer ge.
Au t dnty
2 7sectors including semiconductor, telecommu ricat ans,
Sector . . S
aircr at, b otech mlogy, nanotech mlogy and mis Bek.
Overview
ITi bte rContr don Chin ese Vis &
. . S Trade
Shorten t b lengt hof visas gran &d to Chinese s tden t major rig in high- Ban

tech mlogy from 5 year to 1 year

Denied

Special yl Desi gated Nat danals

Per sn List (DPL)

Bureau of Industry & Security

(BIS)

(OFAC)

Individuals/companies subject to

trade ban due to violation of

Export Administration
Regulations (EAR)

Ban on exports fro mU.S. and
re-export of U.S. productstot b
| sted individuals/companies

(SDNSs) List

Of i€e of Forei g As sts Con tol

Companies or individuals subject to

economic sanctions.

Ful than on trades wit i b | sted
individuals/companies, as st fre ee
(including financial instit udn
transactions)
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4. Future Developme
( 2 Pos s limp ats and Cou nermeasures

Tarif $ imposed by the two top global trading countries, U.S. and China, wi llhave a negative impact on
economies including corporate profitabil ty and consumer spending, while it will lead to a global
sup gy chain reshuf le around players producing/sel ihg global yi. Besides the tariff effects, companies
willne @ to prepare for arise in forex and market risks and en hanced intel dctual property protection.

> Stock Price Drop o> As ssmed Corporate Measures
[> Uncertain Deterioration in Slow Consumer
ol E> Consumer Sentiment [> SpEmeing (1) Secure el fu rd
a (Low consumer propensity for u rexpected even &
[> Deterioration in [> —— (2) Increase capital in case
Corporate Profitabi tyi I nvestment of financial deterioration
e N
) ) - ) Slow Corporate
U.S._& Ch.lna |:> Deterloratloh in spending (3) ST G SEEE o ﬂ)ei’
Tariff Raise Investor Sentiment L y < ;
ecure new customers
$ Increase in Review of Rebui dl capital transfer system
US-China Sales Partner/ Suppl er Change in : :
4) Shift pr ion
Trade Costs E> (Shift to other domestic [> Global Trade ( )CS : tl p Sl [BEEES
apital investment
or overseas partners) Flow
Rebui dl capital transfer system
Review of Drop in Total
[> PreemEion ERses [> Global Trade (5) Hedge foreign exchange
(Shift to other domestic value & market price risks
or overseas locations)
[> Rise in Volatil ty of Forex Rates and Commodity Prices (6) Corporate al dnce
. o ) i (Review al dnce strategy)
Enhance | P $ Ac eleration of Technology Rise in Al &nice Ne @ls by Chinese
Protection Development by Chinese Firms |$ Firms
against China, (7) En hince.' Iegal
in High-tech Increase in Trade Sanctions and | i c te M i compl ance sys em
mpact on Corporate Managemen g
Sectors Anti-Monopoly Lawsuits $ . P : (U.S. sanctions, etc.)
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I (Ref.) Tre d in Fo ex Rate of RMB a g aast U

RMB/US$

1/17

7.1

7.0

6.9

6.8

6.7

6.6

6.5

6.4

6.3

6.2

6.1

6.0

(Source) Wind

6T-uer
81-990
8T-AON
81-100
8T-das
81-bnvy
81-Inc
gT-unr
8T-AeN
81-1dy
8T-IeiN
81-go4
gT-uer
JARKETQ
LT-AON
LT-190
LT-das
LT-Bny
LT-InC
LT-unp
LT-AeN
LT-1dy
LT-re
L7924
LT-uer
9T1-990
9T-AON
91-100
91-dss
91-6ny
91-InC
9T-ung
9T-AeN
91-1dy
9T-IeiN
97-go4

2019 Sumitomo Mitsui Banking Corporation & Sumitomo Mitsui Banking Corporation (China) Limited. All Rights Reserved.

©

Copyright C

31



Cont ats

Sumitomo Mit si Banking Corporation (China) Limited
Corporate Research Department

Takas hTs ehiya Xiaodan Deng Chenkan Kong
TEL: (869§ 2 1386-9910 TEL: (86§ 2 )3 8®-991 2 TEL: (86 2 )3 8®-9925
E-mai:ltakas I t schiya@cn.smbc.co.jp E-mai:Ixiaodan_deng@cn.smbc.co.jp E-mai:Ilchenkan_kong@cn.smbc.co.jp
SMBC ON-CRSD Industry Coverage by Analyst
Analyst Industry
GM Takas h TSUCHIYA Department Head, Plan ring, Macro Economy

Team1l ©  |Ryuichi,SEKI

Electronics, Ste ¢ Non Fer ous Metal, Paper & Pulp,Macro Economy (Seki)
Beigian,Lu

Team2 © |Xiaodan,Deng

Machinery, Ship i ding, Transport, Ceramics, Macro Economy (Deng )
Chenkan,Kong

Team3 o Takuo,KIMURA

Lei,Fang Automobi el Petro Chemical, Energ y
Yis fan,Cui

Team4 o Di,Liu

Retai , IHousehold (Ap @rel, Fo @ & Beverage), Su rdry Go als
Jianyi,Zhou

Team5 ©  [suming,Yu

Property, Finance, Medical HealthCare

Wenxiang,Hu

= Yanzhong,Wang Research As Btant, Translator
o Team Head

Copyright © 2019 Sumitomo Mitsui Banking Corporation & Sumitomo Mitsui Banking Corporation (China) Limited. All Rights Reserved.


mailto:takashi_tsuchiya@cn.smbc.co.jp
mailto:xiaodan_deng@cn.smbc.co.jp
mailto:chenkan_kong@cn.smbc.co.jp

