
The focus on Asian Equities since the start of June was on the escalation of the trade dispute between the US and China, which 
subsequently expanded to become a war between US and almost all its trading partners.  We highlight below the impact of the 
trade dispute on the various markets. 

 China 

The US administration first released a list of USD 50 bn worth of goods that would be subject to 25% tariffs on 15 June 2018. 
The first batch of USD 34 billion worth of Chinese imports took effect on 6 July 2018 and remaining USD 16 billion at a later 
stage after public comments. The list of goods include intermediate goods and goods for investments. China immediately 
responded with retaliatory tariffs of same value and scale to be implemented at similar timeline.  

As tariffs on remaining USD 16 billion is yet to be implemented, it was thus a surprise that the US administration unveiled plans 
to impose tariffs of 10% on additional USD 200 billion worth of Chinese imports. Compared to the first two batches, this list 
contains more consumer goods such as furniture, plastic goods and textiles, leather goods, etc, However, smartphones and 
computers are excluded. This time round, it appears that the US targeted products that have higher domestic content. There 
will be a two month period for public hearings before the list is finalised.  

Response from China to this new announcement has been restrained so far and would escalate only if the US proceeds with 
intention to impose further tariffs. China will have to respond with a mix of quantitative and qualitative measures given total 
imports from the US was less than USD 150 billion. Analysts mentioned that some of these qualitative measures could include 
administrative measures targeting US companies in China, CNY depreciation and/or sale of US treasuries. Over time, China 
would seek deeper cooperation with other trading partners to reduce its reliance on the US.  

It is unclear how the US-China trade war would proceed from here. What is clear is it will likely last longer than what most 
believe. Aside from trade deficit, this is also about China’s industrial policy, intellectual property (IP) laws and government 
subsidies. While China is willing to increase purchases of US exports and reduce its surplus with the US, an agreement on other 
factors would be difficult. China may have toned down its Made in China 2025 strategy in media but the plan for industry 
upgrade remains unchanged. 

This comes at a time when China is experiencing slower growth and combating a myriad of challenges. China’s GDP growth is 
estimated to be 6.5% in 2018, a slowdown from 6.9% in 2017. Economists estimate impact of tariffs of 25% on USD 50 billion 
of exports to be 10-20 bps. A further tariff of 10% on USD 200 billion would shave off another 20-30 bps in next twelve months 
with larger impact in 2019. Given the size of Chinse economy, a 50 bps decline in China’s GDP would impact global growth by 
20 bps. The Chinese policymakers would likely use a mix of monetary and fiscal tools and be more tolerant of a weaker CNY to 
manage the slowdown in next twelve months.  

In terms of listed companies, direct impact is not significant. Deutsche Bank estimates that affected revenue for MSCI China ex 
financials was 3.0% of FY2017 revenue and impact earnings by 2.1% for non-financials MSCI China if we include additional 
tariffs on USD 200 bn goods. Management of Chinese corporates would have to factor in change in relationship between US-
China in any strategic decisions and navigate accordingly.  

 Taiwan 

Analysts estimate that about 31% of Taiwan’s corporate revenues come from exports to the US that are sourced from Chinese 
manufacturing facilities. Of that 31%, IT Hardware accounts for 74% and Semiconductors, 22%. Thus, although US$250bn-
worth of China-manufactured goods could be subject to US tariffs, the negative impact on Taiwan’s overall exports is likely 
limited largely because electronic goods, smartphones and PCs in particular have so far not been subject to the Section 301 
duties. 

 South Korea 

The country is monitoring the potential impact from the US-China trade dispute. According to Korea Trade-Investment 
Promotion Agency, in 2017, 25% of Korea’s exports were shipped to China and 78.5% of those were intermediate goods. 
Exports to US accounts has been declining and accounts for 12% of Korea’s total exports. Based on Bank of Korea (BOK) 
sensitivity study in Dec 2016, if China’s exports to the US contract by 5.8%-10.5% amid a tariff war, Korea’s total exports could 
fall by 0.21%-0.38%, with exports of semiconductor and petrochemical to China being the main victims. BOK recently warned 
that the impact on Korean economy may have more than minimal impact and has revised down its 2018 GDP target from 3% to 
2.9%.  
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 ASEAN: Varying Degrees of Exposure to Trade 

The impact of a trade war on the ASEAN region is 
mixed.  In terms of exposure to trade, the 5 ASEAN 
countries can be divided into 2 groups; Trade dependent 
countries with high export/GDP ratios  such as Singapore, 
Malaysia and Thailand; and countries with relatively low 
export/GDP ratios such as Indonesia and the Philippines.  

The direct impact of a trade war will be most severe on 
the first group of countries.  GDP growth will suffer a 
direct negative impact from weaker exports due to supply 
chain disruptions and second order effects such as 
weaker labour markets, loss of confidence on the part of 
businesses and consumers. For the second group, the 
direct impact to the economy will be relatively low given 
the low export dependency of these countries.  
  In such a scenario, central banks are likely to ease monetary policy in order to support growth. The key central bank to watch 
will be the US Federal Reserve. If it slows its current pace of monetary policy tightening in response to weaker growth, then 
countries such as the Philippines and Indonesia will benefit from the incremental loosening of policy due to their dependence 
on external liquidity for their financing needs.  

 India 

The impact of the trade war on India is likely to be small. The US accounts for about 17% of India’s total exports, which is about 
2% of GDP, and India’s exposure to the US via China also should be below most of other Asian countries. While the impact is 
likely to be limited, India and the US are having a mini-trade war of its own. India has announced tariffs on a number of US 
exports in retaliation after the US announced the steel and aluminum tariffs, while the US has challenged Indian government’s 
export subsidies at the WTO. 


