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Trump Presidency;
Are Protectionist Moves
Good or Bad for China?
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epublican Donald ] Trump’s

victory in the race for the

White House is an upset for

the political arena, not just in
the USA but also the rest of the world.
Trump's victory adds to the sense of a
swelling tide of populism and is likely to
impact market perceptions of forthcoming
European elections. Globalisation will
face a great challenge with Mr Trump as US
president, given his campaign promises of
revoking free trade agreements and
penalising overseas investors. In this
light, existing trade ties between the US
and China are likely to be in focus over the
next four years

Unlike the US system of checks and
balances for domestic policies, the US
President has stronger decision-making
power in international affairs. The US
president-elect’s approach to interna-
tional trade thus has drawn a lot of
international attention. Based on his
campaign theme, Mr Trump is likely to
withdraw from the North American Free
Trade Agreement. Using his presidential
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power, he could do so without approval
from Congress. Mr Trump also has
declared his outright opposition to the
Trans-Pacific Partnership (TPP) initiated
by the Barack Obama administration.
While he has not made a clear statement
on the future of the North Atlantic Trade
and Investment Partnership, Mr Trump
is unlikely to endorse negotiations, given
his public position on other trade deals.

China Stands Chance to Promote
Transnational Trade Agreement
TPP's failure could be a positive develop-
ment for China, which was excluded for an
obvious reason — to counter the rise of
China’s as a global economic leader. As it is,
rather than a free trade deal, TPP is a prefer-
ential arrangement favouring its members.
In other words, TPP erects relative barriers
to trading outside the alliance.

To offset the negative impact of TPP,
China has been persuading TPP signatories
of the virtues of an alternative preferential
trade agreement — the Regional Compre-
hensive Economic Partnership (RCEP) to

preserve China’s structure of specialisa-
tion and factor endowments. If the Trump
administration repealed TPP, it could
mean more room for RCEP to develop.
Not surprisingly, President Mr Xi Jinping
used the Asia-Pacific Economic Co-opera-
tion summit held in Peru in November as a
forum to promote this idea. China is
expected to continue to develop and
complete the RCEP with the Asian
Infrastructure Investment Bank's support.
Furthermore, China is likely to remain an
active member of the World Trade Organi-
saion to promote global trade. China may
even develop additional preferential trade
agreements, particularly with other BRICS
nations, to maintain its trade networks.
Trump Empowered to Impose
Punitive Tariffs

Alongside the specifics of free trade deals
is the issue of tariffs on goods and services.
Mr Trump has spoken of raising import
tariffs in general and specifically up to 45
per cent to be imposed on countries he
believes manipulate their currencies. This
would almost certainly include China.



Clear precedents can be found in US
history. In 1971, President Mr Richard
Nixon imposed a 10 per cent "import
surcharge" (a tariff by anotherr name) on
all imports into the US. It was all done by
proclamation; Congress was not consult-
ed at all in this process about the imposi-
tion of the surcharge nor in its later
removal. In a subsequent court case, the
president was found to have the authority
to impose such tariffs under the terms of
the Trading with the Enemy Act of 1917.
And there are other laws passed by
Congress that would give Mr Trump the
power to impose tariffs or to otherwise
impose sanctions on other countries.

Arbitrary tariffs almost certainly would
lead to a reaction against US exports and
generate significant negative conse-
quences for global trade. The world
economy is a great deal more integrated
today than was the case under President
Nixon. Imposing punitive tariffs would

prove very disruptive to supply chains.

The impact on China could be significant.
With new heavy tariffs and aggressive
corporate tax deductions, the trend to
reshore manufacturing from China to the
US may be on the rise. The flow started
some years ago as a result of rising costs in
China, increasing global trade protection
after the 2008/09 financial crisis and new
industrial policies in the US. It is likely to
intensify under a Trump presidency.
China must be prepared for a hollowing out
of its manufacturing sector, with low-end
manufacturing shifting to low-cost emerg-
ing countries and some high-end manufac-
turing returning to the US.

China to Fast-track Diversification
of Foreign Exchange Reserves

With Mr Trump likely to pursue trade tariffs
and protectionism, the risk of retaliation by
other countries is set to increase. Retaliation
may not be confined to reciprocal tariffs; it
also could include the threat of sovereign
institutions selling their US assets and
repatriating the proceeds. Whether or not
this actually transpires, the threat of capital
outflow as a trade war weapon can be very
disruptive to financial markets.

As the largest foreign holder
of US assets, China is likely
to consider or threaten
selling these US assets and
repatriate the proceeds in
response to new tariffs.
Since about 60 per cent of
China’s US$3 trillion-plus
in foreign exchange reserves
in US
dollars, we believe that their

are denominated

repatriation would impact

hugely  global financial
markets and the green-
back’s stability.

In the past, China has
the stability of a US
dollar-dominated international monetary

challenged

system, especially after the 2008 global
financial crisis. Hence China promoted
the internationalisation of the renminbi
and managed to include its currency in
the Special Drawing Rights (SDR) basket
of the International Monetary Fund this
past October. Attaining the status of a
global reserve currency bodes well for the
renminbi in terms of its long-term
diversification into foreign exchange
reserves. Up till now, the Chinese curren-
cy is under-represented in global foreign
exchange reserves, making up only
around one per cent of global reserve
assets. Its weighting is likely to rise to five

per cent by 2020.

China also has been promoting actively
the SDR basket's wider use as a better
alternative to the US dollar to stabilise
the global monetary system. This was, in
fact, the original intention behind the
creation of the SDR — to serve as a dollar
and gold substitute in the Bretton Woods
system. Besides the SDR basket's official
role under the IMF framework, SDR-
denominated financial market instruments
(called “M-SDRs”) and its use as a unit of
account should gain momentum in the
years to come. Following the World
Bank’s
bonds this August - the first issuance
of SDR bonds since 1981 - more
SDR-bonds are expected to be launched.
While the market for M-SDRs is still in its

issuance of SDR-denominated

Nhat’s Holdin

infancy, we believe demand can be huge
demand. Promoting M-SDRs will become
an important strategy for renminbi’s
internationalisation.

China's Hegemony to Increase in
Asia

While additional tariffs and manufacturing
reshoring might bring pains to China's
economy in the short term, such acts will
force China to speed up structural reforms
and shift focus to regional development
over time. China's deeper integration into
the region will fulfill a major policy
directive. The US, which pivoted more
towards Asia in the past few years, has
been China's single obstacle to achieving
its expansive vision in Asia. If Mr Trump
follows through with his isolationist
promises, this counterweight to China's
rise would be removed, thus tilting the
balance of power in favour of China in the
region.

With a diminished American presence in
Asia, Mr Xi's regional initiatives probably
will be received much more enthusiastically.
These
Monetary Fund, the Asian Infrastructure
Investment Bank, One Belt, One Road,
and plans to make the renminbi into

initiatives include the Asian

Asia's first regional currency. In such an
environment, China eventually would
become a hegemonic power, wielding
significant influence over trade, finance,
stability and soft culture, throughout

Asia. 7]
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