
More Questions Than Answers  
on Trade Agreement
Introduction 

The impending Phase One trade agreement between the U.S. and China has delivered more 
questions than answers. The Office of the U.S. Trade Representative posted a two-page fact 
sheet on December 13 detailing the pending agreement in general terms but provided  
few details.

The topics covered in the trade agreement were wide-ranging, including intellectual property, 
technology transfer, agriculture, financial services, currency, expanding trade and dispute 
resolution. All of these pertain to factors agreed to by China to expand markets within China 
for U.S. exporters. Separately, the Office of the U.S. Trade Representative has acknowledged 
additional details to be included in the agreement on reciprocity and tariff reductions. 
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More Questions Than Answers  
on Trade Agreement
By STEVEn G. COCHranE anD XIaO CHun Xu 

The impending Phase One trade agreement between the U.S. and China has delivered more questions 
than answers. The Office of the U.S. Trade Representative posted a two-page fact sheet on December 13 
detailing the pending agreement in general terms but provided few details.

The topics covered in the trade agree-
ment were wide-ranging, including intellec-
tual property, technology transfer, agricul-
ture, financial services, currency, expanding 
trade and dispute resolution. All of these 
pertain to factors agreed to by China to 
expand markets within China for U.S. export-
ers. Separately, the Office of the U.S. Trade 
Representative has acknowledged additional 
details to be included in the agreement on 
reciprocity and tariff reductions. 

Tariff reductions on the agenda
The most critical chapters in the deal re-

lated to near-term economic impact are those 
on expanding trade and tariff reduction. China 
agreed to raise purchases of goods and ser-
vices from the U.S. by at least US$200 billion 
over the 2017 pre-trade war level. This report-
edly includes agricultural commodities of up 
to US$50 billion by 2021. In return, the U.S. 
suspended tariffs that were scheduled for De-
cember 15, reduced the tariff rate on US$120 
billion of goods put in place in September 
from 15% to 7.5%, and will maintain the 25% 
tariff rate on approximately US$250 billion 
rather than raise it to 30%.

The increase in China imports from the 
U.S., particularly for agricultural commodi-
ties, is a positive factor for the U.S. economy 
(see Chart 1).

Farmers will regain a large market that 
was lost primarily to Latin American produc-

ers when China retaliated against U.S. tariffs 
with tariffs and restrictions of its own on U.S. 
farm products. This will not likely change 
the U.S. farm economy, but simply bring it 
back closer to what it was prior to the trade 
war—though there may be some permanent 
loss of market share given that some Chinese 
suppliers may be reluctant to go back to U.S. 
products. There is some risk that a surge in 
purchases of U.S. farm products could cause 
price increases not only for China but for 
other U.S. trade partners, so there may be 
some details in the final agreement relating 
to prices for farm goods.

The suspension of threatened tariffs and 
reduction of some existing tariffs by the U.S. 
on imports from China is more important 
for the signal it sends than for the impact on 
tariffs and trade. 
Indeed, no existing 
tariffs will be com-
pletely eliminated 
on the roughly 
$360 billion of 
goods going into 
the U.S. now sub-
ject to tariffs. Thus, 
the Phase One 
agreement simply 
caps most tariffs 
where they are 
and signals a truce 
for the moment 

between the U.S. and China. This is important 
nonetheless for China in signaling a reduction 
in trade tensions, which should spill over to 
investment decisions in China. But tariffs will 
still be paid by U.S. manufacturers for inter-
mediate inputs from China, raising costs for 
the U.S. and limiting market access in the U.S.

Details on thorny issues are scarce
The other chapters provide few details 

by which any economic impact may be as-
sessed. The intellectual property and tech 
transfer chapters tick off the boxes the U.S. 
is concerned about, but very few details 
were provided.

Further, the chapters with other conces-
sions by China, such as opening the financial 
services sector and greater transparency in 
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Chart 1: China’s Trade With U.S. Plummeted
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currency market operations, have already 
been underway, so they were not hard con-
cessions to make in context.

Thus, the only substantive measure of 
the Phase One agreement was the extra im-
ports that China will buy from the U.S. Aside 
from the large supply of pork products now 
available from the U.S. to replace domestic 
supplies lost to the African swine fever, the 
greatest potential near-term benefit to 
China’s economy is any improvement the 
agreement adds to investor confidence in 
the region.

Phase Two tougher to bed down
The much-needed improvement in in-

vestment spending may be governed by a 
successful execution of Phase One—particu-
larly regarding China’s agricultural purchase 
agreement and Phase One’s rather loosely 
defined dispute resolution procedures—
along with expectations for a broader Phase 
Two agreement, which will likely focus on 
more difficult issues of state subsidies, 
state-owned enterprises and other nontariff 
issues related to the differences of the two 
economic systems. The USTR says negotia-
tions are already underway, but given that 
Phase One is not yet finalized and that the 
simpler Phase One agreement took much 

longer to complete 
than expected, Phase 
Two may not be com-
pleted until 2021, if 
at all.

The Phase One 
agreement has some 
lofty claims that are 
almost too good to 
be true, so it will be 
important to see the 
details of the final 
agreement that is ex-
pected in January to 
understand how re-
alistic it is to expect that trade issues will be 
addressed properly, and corrective measures 
will be properly and equitably enforced.

Positive reaction to Phase One
Phase One’s announcement helped im-

prove business expectations, giving equity 
markets in Asia and the U.S. a slight boost, 
reflecting the view that the deal is a step 
in the right direction, but investors were 
disappointed that the tariff rollbacks were 
less than expected, and they were cautious 
of the trade deal’s details. The Chinese yuan 
appreciated on the news, from 7.04 per U.S. 
dollar to slightly below 7, reflecting higher 

expected capital inflows from more exports 
and investments.

At the very least, Phase One marks a 
truce in the ongoing trade war that relieves 
some uncertainty regarding economic 
growth and investment spending in Asia and 
globally in 2020. Indeed, all nations of the 
APAC region are eager for the trade war to 
come to an end (see Chart 2).

But there is no guarantee that we will not 
be revisiting these same trade issues once 
we get through the U.S. elections in No-
vember as the enforcement of Phase One is 
tracked and details of any Phase Two agree-
ment begin to come to light.

Presentation Title, Date 2

Indonesia

Taiwan

Malaysia

JapanSingapore

PhilippinesS. Korea

Thailand
Vietnam

-15

-10

-5

0

5

10

-15 -10 -5 0 5 10

Chart 2: APAC Awaits More Stable Trade
Exports, $, NSA, % change yr ago

Sources: National statistics offices, Moody’s Analytics

Fe
b 

20
19

Nov 2019



MOODY’S ANALYTICS

4  January 2020 

About the Authors

Steven G. Cochrane is chief APAC economist with Moody’s Analytics. He leads the Asia economic analysis and forecasting activities of the Moody’s Analytics Research 
team, as well as the continual expansion of the company’s international, national and subnational forecast models. In addition, Steve directs consulting projects for 
clients to help them understand the effects of regional economic developments on their business under baseline forecasts and alternative scenarios. Steve’s expertise lies 
in providing clear insights into an area’s or region’s strengths, weaknesses and comparative advantages relative to macro or global economic trends. A highly regarded 
speaker, Steve has provided economic insights at hundreds of engagements during the past 20 years and has been featured on CNBC, ChannelNewsAsia, Bloomberg TV 
and Wall Street Radio. Through his research and presentations, Steve dissects how various components of the macro and regional economies shape patterns of growth. 
Steve holds a PhD from the University of Pennsylvania and is a Penn Institute for Urban Research Scholar. He also holds a master’s degree from the University of Colo-
rado at Denver and a bachelor’s degree from the University of California at Davis. Dr. Cochrane is based out of the Moody’s Analytics Singapore office. 

Xiao Chun Xu is an economist at Moody’s Analytics. Xiao is responsible for covering national and metropolitan economies across the Asia-Pacific region. His expertise 
lies in applied macroeconomics, computational methods, and time series analysis. He holds a PhD in economics from the University of New South Wales and previously 
worked in policy analysis at the Australian Treasury.



  About Moody’s Analytics

Moody’s Analytics provides fi nancial intelligence and analytical tools supporting our clients’ growth, effi ciency 

and risk management objectives. The combination of our unparalleled expertise in risk, expansive information 

resources, and innovative application of technology helps today’s business leaders confi dently navigate an 

evolving marketplace. We are recognized for our industry-leading solutions, comprising research, data, software 

and professional services, assembled to deliver a seamless customer experience. Thousands of organizations 

worldwide have made us their trusted partner because of our uncompromising commitment to quality, client 

service, and integrity. 

Concise and timely economic research by Moody’s Analytics supports fi rms and policymakers in strategic planning, product 
and sales forecasting, credit risk and sensitivity management, and investment research. Our economic research publications 
provide in-depth analysis of the global economy, including the U.S. and all of its state and metropolitan areas, all European 
countries and their subnational areas, Asia, and the Americas. We track and forecast economic growth and cover specialized 
topics such as labor markets, housing, consumer spending and credit, output and income, mortgage activity, demographics, 
central bank behavior, and prices. We also provide real-time monitoring of macroeconomic indicators and analysis on timely 
topics such as monetary policy and sovereign risk. Our clients include multinational corporations, governments at all levels, 
central banks, fi nancial regulators, retailers, mutual funds, fi nancial institutions, utilities, residential and commercial real 
estate fi rms, insurance companies, and professional investors.

Moody’s Analytics added the economic forecasting fi rm Economy.com to its portfolio in 2005. This unit is based in West Chester 
PA, a suburb of Philadelphia, with offi ces in London, Prague and Sydney. More information is available at www.economy.com.

Moody’s Analytics is a subsidiary of Moody’s Corporation (NYSE: MCO). Further information is available at 
www.moodysanalytics.com.

DISCLAIMER: Moody’s Analytics, a unit of Moody’s Corporation, provides economic analysis, credit risk data and insight, 
as well as risk management solutions. Research authored by Moody’s Analytics does not refl ect the opinions of Moody’s 
Investors Service, the credit rating agency. To avoid confusion, please use the full company name “Moody’s Analytics”, when 
citing views from Moody’s Analytics.

About Moody’s Corporation

Moody’s Analytics is a subsidiary of Moody’s Corporation (NYSE: MCO). MCO reported revenue of $4.4 billion in 2018, 
employs approximately 13,100 people worldwide and maintains a presence in 42 countries. Further information about 
Moody’s Analytics is available at www.moodysanalytics.com.



© 2020 Moody’s Corporation, Moody’s Investors Service, Inc., Moody’s Analytics, Inc. and/or their licensors and affi liates (collectively, “MOODY’S”). All 
rights reserved.

CREDIT RATINGS ISSUED BY MOODY’S INVESTORS SERVICE, INC. AND ITS RATINGS AFFILIATES (“MIS”) ARE MOODY’S CURRENT OPIN-
IONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND MOODY’S 
PUBLICATIONS MAY INCLUDE MOODY’S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMIT-
MENTS, OR DEBT OR DEBT-LIKE SECURITIES. MOODY’S DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET ITS CONTRAC-
TUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT. CREDIT RATINGS 
DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE VOLATILITY. 
CREDIT RATINGS AND MOODY’S OPINIONS INCLUDED IN MOODY’S PUBLICATIONS ARE NOT STATEMENTS OF CURRENT OR HISTORICAL 
FACT. MOODY’S PUBLICATIONS MAY ALSO INCLUDE QUANTITATIVE MODEL-BASED ESTIMATES OF CREDIT RISK AND RELATED OPINIONS 
OR COMMENTARY PUBLISHED BY MOODY’S ANALYTICS, INC. CREDIT RATINGS AND MOODY’S PUBLICATIONS DO NOT CONSTITUTE OR 
PROVIDE INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS AND MOODY’S PUBLICATIONS ARE NOT AND DO NOT PROVIDE 
RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. NEITHER CREDIT RATINGS NOR MOODY’S PUBLICATIONS 
COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR. MOODY’S ISSUES ITS CREDIT RATINGS AND PUB-
LISHES MOODY’S PUBLICATIONS WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL, WITH DUE CARE, MAKE 
ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR PURCHASE, HOLDING, OR SALE. 

MOODY’S CREDIT RATINGS AND MOODY’S PUBLICATIONS ARE NOT INTENDED FOR USE BY RETAIL INVESTORS AND IT WOULD BE RECKLESS 
AND INAPPROPRIATE FOR RETAIL INVESTORS TO USE MOODY’S CREDIT RATINGS OR MOODY’S PUBLICATIONS WHEN MAKING AN INVESTMENT 
DECISION. IF IN DOUBT YOU SHOULD CONTACT YOUR FINANCIAL OR OTHER PROFESSIONAL ADVISER.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO, COPYRIGHT LAW, AND NONE OF SUCH IN-
FORMATION MAY BE COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, REDISTRIB-
UTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY 
MEANS WHATSOEVER, BY ANY PERSON WITHOUT MOODY’S PRIOR WRITTEN CONSENT. 

All information contained herein is obtained by MOODY’S from sources believed by it to be accurate and reliable. Because of the possibility of human 
or mechanical error as well as other factors, however, all information contained herein is provided “AS IS” without warranty of any kind. MOODY’S 
adopts all necessary measures so that the information it uses in assigning a credit rating is of suffi cient quality and from sources MOODY’S considers to 
be reliable including, when appropriate, independent third-party sources. However, MOODY’S is not an auditor and cannot in every instance indepen-
dently verify or validate information received in the rating process or in preparing the Moody’s publications. 

To the extent permitted by law, MOODY’S and its directors, offi cers, employees, agents, representatives, licensors and suppliers disclaim liability to any 
person or entity for any indirect, special, consequential, or incidental losses or damages whatsoever arising from or in connection with the information 
contained herein or the use of or inability to use any such information, even if MOODY’S or any of its directors, offi cers, employees, agents, representatives, 
licensors or suppliers is advised in advance of the possibility of such losses or damages, including but not limited to: (a) any loss of present or prospective 
profi ts or (b) any loss or damage arising where the relevant fi nancial instrument is not the subject of a particular credit rating assigned by MOODY’S.

To the extent permitted by law, MOODY’S and its directors, offi cers, employees, agents, representatives, licensors and suppliers disclaim liability for 
any direct or compensatory losses or damages caused to any person or entity, including but not limited to by any negligence (but excluding fraud, will-
ful misconduct or any other type of liability that, for the avoidance of doubt, by law cannot be excluded) on the part of, or any contingency within or 
beyond the control of, MOODY’S or any of its directors, offi cers, employees, agents, representatives, licensors or suppliers, arising from or in connection 
with the information contained herein or the use of or inability to use any such information.

NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR 
PURPOSE OF ANY SUCH RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY’S IN ANY FORM OR MANNER 
WHATSOEVER.

Moody’s Investors Service, Inc., a wholly-owned credit rating agency subsidiary of Moody’s Corporation (“MCO”), hereby discloses that most issuers 
of debt securities (including corporate and municipal bonds, debentures, notes and commercial paper) and preferred stock rated by Moody’s Investors 
Service, Inc. have, prior to assignment of any rating, agreed to pay to Moody’s Investors Service, Inc. for appraisal and rating services rendered by it fees 
ranging from $1,500 to approximately $2,500,000. MCO and MIS also maintain policies and procedures to address the independence of MIS’s ratings 
and rating processes. Information regarding certain affi liations that may exist between directors of MCO and rated entities, and between entities who 
hold ratings from MIS and have also publicly reported to the SEC an ownership interest in MCO of more than 5%, is posted annually at www.moodys.
com under the heading “Investor Relations — Corporate Governance — Director and Shareholder Affi liation Policy.”

Additional terms for Australia only: Any publication into Australia of this document is pursuant to the Australian Financial Services License of MOODY’S 
affi liate, Moody’s Investors Service Pty Limited ABN 61 003 399 657AFSL 336969 and/or Moody’s Analytics Australia Pty Ltd ABN 94 105 136 972 
AFSL 383569 (as applicable). This document is intended to be provided only to “wholesale clients” within the meaning of section 761G of the Corpora-
tions Act 2001. By continuing to access this document from within Australia, you represent to MOODY’S that you are, or are accessing the document 
as a representative of, a “wholesale client” and that neither you nor the entity you represent will directly or indirectly disseminate this document or its 
contents to “retail clients” within the meaning of section 761G of the Corporations Act 2001. MOODY’S credit rating is an opinion as to the creditwor-
thiness of a debt obligation of the issuer, not on the equity securities of the issuer or any form of security that is available to retail investors. It would 
be reckless and inappropriate for retail investors to use MOODY’S credit ratings or publications when making an investment decision. If in doubt you 
should contact your fi nancial or other professional adviser.

Additional terms for Japan only: Moody’s Japan K.K. (“MJKK”) is a wholly-owned credit rating agency subsidiary of Moody’s Group Japan G.K., which is 
wholly-owned by Moody’s Overseas Holdings Inc., a wholly-owned subsidiary of MCO. Moody’s SF Japan K.K. (“MSFJ”) is a wholly-owned credit rating 
agency subsidiary of MJKK. MSFJ is not a Nationally Recognized Statistical Rating Organization (“NRSRO”). Therefore, credit ratings assigned by MSFJ 
are Non-NRSRO Credit Ratings. Non-NRSRO Credit Ratings are assigned by an entity that is not a NRSRO and, consequently, the rated obligation will 
not qualify for certain types of treatment under U.S. laws. MJKK and MSFJ are credit rating agencies registered with the Japan Financial Services Agency 
and their registration numbers are FSA Commissioner (Ratings) No. 2 and 3 respectively.

MJKK or MSFJ (as applicable) hereby disclose that most issuers of debt securities (including corporate and municipal bonds, debentures, notes and 
commercial paper) and preferred stock rated by MJKK or MSFJ (as applicable) have, prior to assignment of any rating, agreed to pay to MJKK or MSFJ (as 
applicable) for appraisal and rating services rendered by it fees ranging from JPY200,000 to approximately JPY350,000,000.

MJKK and MSFJ also maintain policies and procedures to address Japanese regulatory requirements.


