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Chapter 1 Effects of continuing U.S.-China trade tension (i)

1. Current state of U.S.-China trade tension

(1) Additional tariff measures by U.S. and China (2) What happened in H1 2019
(U.s.) (China) (Jan 2019 —  Ministerial and vice-ministerial level
Date for imposing additional What to do Examples of items Date for imposing What to do Examples of items meetings were held
tariffs subject to tariffs additional tariffs subject to tariffs ) -
May U.S. increased the rate of additional
Additional 25% tariffs . . Additional 25% tariffs on | Agricultural products duty for the products on List 3 and
List 1 July 6, 2018 on $34 billion worth of IncélIJ:(t:::’?)lnriT;ac:rlpses List 1 Jul 6, 2018 $34 billion worth of like soybeans, cars, ukiished a%raft List 4 of items
goods P goods fishery products p . .
subject to tariffs
Additional 25% tariffs Plastic products Additional 25% tariffs on | Chemical products, L.
List2 | Aug23,2018  |on$16 bilionworthof | |~ A= POTEE | I 1ist2|  Aug 23,2018 $16 billion worth of [ medical facilities, June China increased the rate of
goods 9 goods energy products, cars additional duty for the products on
Additional 10% tariffs Additional 5 - 10% tariffs | Liquefied natural gas, List 3
. Sep 24, 2018 & additional 25% tariffs Food products . Sep 24, 2018 & additional 5 - 25% | food products & _Chi :
List 3 May 10, 2019 on $200 billion worth of Furniture List 3 Jun 1, 2019 tariffs on $60 billion beverages, electrical End of June  U.S. C_hma Summit . .
goods worth of goods products, auto parts * Conf'rm?d the continuation of
- U.S.-China trade talks
. Up to additional 25% . .
. Not implemented for . - Mobile phones » President Trump announced that
List 4 he time bei tariffs on $300 billion L ' g
the time being worth of goods aptop computers he had no intention of
implementing the List 4 of tariff
2. Breakdown of additional tariff measures by U.S. . measures for the time being )
[Component ratio of items subject Transport (List 1) (List 2) (List 3) (List 4) ~N
to additional tariff measures] equipment Consumption Others 4
_____ goods 4% 1% Capital

;;

goods

List 1-3 List 1-4
47%

Capital

Capital goods| 30% 39% Capital goods
d : .
----- Capital g;s?%s e : Consumption Laptop
Intermediate 51% 3204 goods gooods computers
goods Intermediate 45% 39% 14%
1 1 950(?0(/jS Intermediate ’ )
Consumption 18% 2904 0 goods Intermediate 7 Other capital
goods 0 0 63% goods 3 Intermediate goods
=====x|j 50% . goods 17%
Dependency I 14%
onimports | 15.7% 23.2% :
fomChina] | _____ ! Dependency on imports from Dependency on imports from Dependency on imports from _ Dependency on imports from D

China: 42.0%

China: 6.2% China: 12.5% China: 20.5%

[* Dependency on imports from China = Ratio of imports from China to imports of items subject to U.S. additional tariff measures]

(Notes) 1. Adapted from U.S. Department of Commerce, USTR, Customs Tariff Commission of the State Council of China, and UN.
2. Breakdown of additional tariff measures is estimated in value terms by Cabinet Office. 2



Chapter 1 Effects of continuing U.S.-China trade tension (ii)

3. Effects of U.S.-China trade tension on exports by U.S. and China

(1) Trends in U.S. exports by country

g (YOY. %) (Monthly)
—> R ikttt ~
[ Exports to China have
10 | Others I been declining since
| mid-2018.
5 NN AN ¥ qapan | ST mmmmmmmmmmmemes -
0
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5 }
-10 L
Qi1 2 3 (Quarter/month)
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(Note) Adapted from U.S. Department of Commerce.

(2) Trends in China’s exports by country
(YoY, %) M\thly)

| Hong Kong/Korea/
Taiwan/ASEAN EU

\
: Grovvth in exports, mainly to | !
| U.S., has been decelerating ! “‘ S~
i | since the end of 2018. J

Qi1 2 3 a4

2016 17 18 19 19

(Quarter/month)

(Year)

(Notes) 1. Adapted from General Administration of Customs of the People’s Republic of China.
2. Spring festival (aka the Chinese New Year) falls on Feb 4 to 10, 2019 (Feb 15 to 19, 2018).

Value-added tax rates started to be lowered in April 2019.

4. Shrinking trade between U.S. and China
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(3) Share of China in U.S. exports
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(Notes) 1. Adapted from U.S. Department of Commerce.
2. Other Asia shows the total share of ASEAN, Taiwan and Korea. Other Asia is not

seasonably adjusted for Q1 2019.
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(4) Share of China in U.S. imports

1 Share of China declined to 18.8% in Jan- E

%
(%) ' Mar 2019, falling below EU. i (Quarter)
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(Notes) 1. Adapted from U.S. Department of Commerce.

2. Other Asia shows the total share of ASEAN, Taiwan and Korea. Other Asia is not

seasonably adjusted for Q1 2019.
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Chapter 1 Effects of continuing U.S.-China trade tension (i)

5. Interdependence in trade between U.S. and China (Exports to China from U.S.)

(1) Share of value added in U.S. exports to China by country and region (2015) (2) Share of value added in U.S. exports to China by country and region (from 2005 to 2015)

(All exports) (Transport equipment) s 1 Chlnas share of value added from overseas expanded. U.S. additional tariff measures agamst'
' China will also likely affect U.S. exports to China. 1

(Transport equipment)
B Japan 0 Eu28 O Canada ©E Mexico B China
(%) O Korea @ Taiwan India ASEAN 0O Others

RIS RIS S RIS } Others
: - I SENN RTara
RN 80 i Major Asian
..... countries &
60 | e regions
40 L } Canada &
Mexico (NAFTA)
20 20 r EU & Japan
o O bemen bouw | GG DR immmm
2005 10 15 (Year) 2005 10 15 (Year)
6. Interdependence in trade between U.S. and China (Exports to U.S. from China)
(3) Share of value added in China’s exports to U.S. by country and region (2015) (4) Share of value added in China’s exports to U.S. by country and region (from 2005 to 2015)
All exports Computers and electrical & 70T T T T T T T T T T T T T T T T e |
( ports) ( elepctronlc equipment) i Many foreign value-added items are from major Asian countries & regions. U.S. additional tariff !
(e q _E ---------- 1 measures against China will very likely affect exports to China from major Asian countries & 1
lAbout 20% of all exports and about 30% of computers, etc. are foreign value added. 1 lreglons |
_________________________________________________________________________________________________________________________ P
coreq TaWaN Af'SQN Taiwan ASEAN  Gtners (All exports) (Computers and electrical & electronic equipment)
EU 5100 L17% '/—Osﬂ;f/:s coren 40% 3.5% - 6.0% m US. ® Japan O EU28 [ Korea
2.4% . [ ' 2.6% R % O Taiwan @& India ASEAN O Others
Japan Lt 100 (-o) - 100
1.7% i EU : } Others
us._/8 % 3.4% i 80 .
2.0% [ : \ Japan \: \ 80
; 3.0% 60 | 60 Major Asian
HHHH US. o [ countries &
China 5 ina .
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(Note) Adapted from OECD Stat. 2005 10 15 (Year) 2005 15 (Year) 4



Chapter 1 Effects of continuing U.S.-China trade tension (iv)

7. Effect on prices in U.S.
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(1) Consumer prices

ltems subject to additional
tariff measures

L All goods
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(Notes) 1. Adapted from U.S. Department of Labor.

(Month)
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(2) Prices of goods imported from China (excluding custom dutles)

I Pr|ces of items subject to additional tariff measures have not i
'ldecllned China apparently has no intention of lowering prlces !

102
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98

5] (Month)
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2. The shaded area shows changes in consumer prices after the safeguard was imposed on solar panels and large-size washing machines for household use in Feb 2018.
3. Items subject to additional tariff measures in the left graph, quoted by Goldman Sachs (2019), are based only on the goods whose consumer price index rose after the implementation of additional tariff measures. Household appliance
manufacturing, cut and sew apparel manufacturing, and household and institutional furniture and kitchen cabinet manufacturing in the right graph are goods which are subject to additional tariff measures and whose consumer price index rose after

8. U.S. tariff revenue and discussion over who pays tariffs

the implementation of additional tariff measures.
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(3) Tariff revenue

Additional tariffs on China from Jul 2018 onwards
L

Average in 2017

($100 million) Additional tariffs on steel and aluminum from Mar 2018 onwards
r d
1234567 89101112/1 2 3 456 7 8 91011121 2 3 4 5/|(Month)

2017 18 (Year)

(Note) Adapted from U.S. Department of Treasury.

(4) Discussion over who pays tariffs

. Concerns are growing in U.S. over who pays tariffs after the U.S. government
L | announced further additional tariff measures.

[Arguments by U.S. enterprises and industrial organizations]

¢ Due to few alternative suppliers, it is impossible to import from other
countries.

* High costs have to be passed on to consumers.

[Response from U.S. consumers]

« Anincrease in the number of people talking about tariffs as a factor behind
the worsening of business confidence shows that they have bequn to
consider who pays tariffs.




Chapter 1 Effects of continuing U.S.-China trade tension (v)

9. Changes in Taiwan’s Exports and Imports

(1) Exports to U.S. and China

(2) Breakdown of exports to U.S.

(3) Imports from China

(Notes) 1. Adapted from General Department of Vietnam Customs.
2. 3-month moving averages

YoY, % [
40 ( ) 40 (YO, %)
50 Information, communication
30 40 and audio-video products 30 oOverall imports
20 30 Machinery 20
10 20 10 +
0 10 \/ 0 N/ /4\
~- Overall exports S 0 %v
-10 '/W Exports to China -10 V\/ Electrical -10 Imports from China
20 [ 20 machinery products 20 |
5 (Month) (Month) ‘ ‘ 5| (Month)
2016 17 18 19 | (Year) 17 19 |(Year) 2016 17 18 19 (Year)
(Notes) 1. Adapted from Ministry of Finance, Taiwan
2. 3-month moving averages
10. Changes in Vietnam'’s Exports and Imports
(1) Exports to U.S. and China (2) Breakdown of exports to U.S. (3) Imports from China
_________________________________________________________________________________________ \
1 Growth in exports to China has slowed down, but exports to U.S. have increased rapidly, showing a possible shift in export :
! destlnatlons On the other hand, imports from China have also increased. :
(YoY, %) (YoY, %) (YoY, %) (YoY, %)
40 r 120 100 Machine, equipment, 7 40
tools and instruments Imports from China
30 (0] I It 1 90 L
verall &xRos rN_ 80 Telephones, mobile phones 160 30 AN
20 ’N / 1 60 g0 [and parts thereof (right scale) 120 20
4 < Wood and
10 \/ /7. O Jd 5 30 40 wooden products 80 10
v [ 4
0 0 20 \r 40 0 \
-10 Exports to U.S. Exports to China 4 -30 0 ‘\ ; & 0 -10 Overall imports
(right scale) '\ ] Neeny ,
-20 4 -60 -20 \ = -40 -20
5[ (Month) 5{ (Month) 5| (Month)
2016 17 18 19 |(year) 17 19 | (vear) 2016 17 18 19 |(Year)




Chapter 2 Economic Trends in Major Regions (World economy)

The world economy has been recovering moderately on the whole. The growth pace in 2019 has been slower than that in 2018, but the growth pace is
expected to recover in 2020. Crude oil prices have fallen since May 2019 but are rising against a backdrop of increasing tensions in the Middle East.

1. Characteristics in current economic conditions

Figures for 2018 are actual and those for 2019 and 2020 are predicted.

(Notes) 1. Adapted from Bloomberg.
2. Crude oil prices are WTI futures prices.

(1) Global real economic growth rate . X (2) Global industrial production and Economic Policy Uncertainty Index
(%) Predicted) . ! The growth pace in 2019 o e e e ~
YoY, % | 7 . . S
6 r ( #: is expected to be slower : 15 00 0 ) ) (Index) 350 |' Economic Policy \|
| than that in 2018. I Industrial production 1 Uncertainty Index, 1
5 Semmmmm s - 10 L 300 ; which had been low |
4 Emerging & : due to expectations 1
developing i o501 toward resolutions :
3 v (excluding China) 5 N I ‘ : of U.S.-China trade :
Developed F=\X"7"""v" Y ™ A R \. A i i ih' 200 : _tenSionr rose again 1
2 < (excluding U.S.) 0 W 1\ ¥ III! i inMay and June. i
1 \ ‘ " H | 150 | The growth pacein 1
S~ China 1 industrial :
5 I duction has I
0 | produc
‘\ u.s 7\ 100 : remained lower :
1
-1 10 L Economic Policy {501 than the long-term H
2 L Industrial production Uncertainty Index 1 average since :
; around the end of
2000 05 10 15 18'19 (vear) 15 L (Long-term average) (right scale) Jo l\ 2018, H
(Notes) 1. Adapted from “World Economic Outlook Database, April 2019” by IMF. Figures for 2019 are predicted. 1997 2000 05 10 15 19 (Yeal) Seccccme———— e
2. 39 developed countries and 155 emerging & developing countries are classified according to IMF (Notes) 1. Adapted from Economic Policy Uncertainty created by World Bank.
classification. 2. Long-term averages of industrial production are average values
3. Contribution of each country and region is estimated based on its weight in the previous year’s nominal between Jan 1997 and May 2019.
GDP. . . .
2. Outlook for world economic growth and crude oil prices
. . . T mmm————————— mmm——=
(3) Outlook for world economic growth (4) Crude oil prices { Crude oil prices had fallen since May
(Dollar/barrel) 1 2019 but have been rising since mid- :
(%) i 1 June 2019 against a backdrop of |
o 61 75t \Increasing tensions in the Middle East. ;
60 L i Jul 2, OPEC members
: 70 r Nov 5, tc?? |L|J-5- rle— and non-member
Imposed tull-scale states agreed to
50 ; ’ 9
2018 2019 2020 65 / economic sanctions continue coordinated
L on Iran i
4.0 60 Aug 7, the U.S. re-imposed some prodaction cut
30 55 L of the economic sanctions on Iran
20 F 1.8 15 50 F Jan 1, OPEC members and non-
i . member states started coordinated Jun 13, attacks were made on
1.0 F o 0.5 45 production cut by 1.2 million barrel Japanese and Norwegian oil
0.0 H : B [ @ BE =] 40 per day (agreed upon on Dec 7) tankers in the Straits of Hormuz
World China Eurozone 1 2 3 4 5 6 7 8 9 10 11 12 2 3 4 5 6 (Month)
(Note) Adapted from “World Economic Outlook, April 2019” by IMF. 2018 19 (Year)



Chapter 2 Economic Trends in Major Regions (U.S. economy)

The U.S. economy has been continuing its long-term economic recovery for about ten years since the global financial crisis, on the back of robust
employment and income conditions. FRB has left interest rates unchanged since January 2019 after raising interest rates several times in 2018. It is
necessary to pay close attention to rising debt in the corporate sector.

1. Current state of U.S. economy

(1) Real economic growth rate

(2) Length of recovery

(QoQ contribution, % (annualized)) Real economic Ranking Months (Trough) (Peak)
growth rate >
Housing investment Government
4 — expenditure 1st 120 Mar 1991  — Mar 2001
= 7| <— Net export
<— Inventory investment 2nd 106 Feb 1961 — Dec 1969
M & -z K X NoRLRR R R Business fixed
———————————————— investment 3rd 92 Nov 1982 — Jul 1990
anate consumption
. The growth rate in Jan-Mar :
-4 1 2019 rose higher than that I
Q1 Quarter)l in Oct-Dec 2018, due to an I Cuhrrent 121 Jun 2009 Su ll
2016 17 18 19 |(vean : increase in net export and ' phase (as of Jul 2019) 1 Expected to be the
I inventory investment. ' — T | longest recovery |
(Note) Adapted from U.S. Department of Commerce. S ——————— A (Note) Adapted from National Bureau of Economic Research (NBER). M === === === === -

2. Movements in policy interest rates and corporate debt

. . sTTEEEEEEEEEEEEEEEmm—— \ .
(3) Policy interest rates :'The projected frequency for | ] (4) Debt-to-GDP ratio
g ) i lowering interest rates —— (%)
| calculated from the June : et
8 r | FOMC outlook for policy : g “\ Household sector
. . i P -

7t I interest rates (median) is zero | 80 | R Sseeo \1
. § for 2019 and once for 2020. | ‘ e

2 1 RO y /‘
5T From DI:C: fa?r i?]r.gtgnwards 60 == Corporate sector
“T 2.25% ’ 2.50% Q1 2009 Q12019

.29% - 2.50% 73.7% 74.0%
3t \1 o B el
2 | ' Since the global financial crisis, household debt }
20 | : outstanding has been on a declining trend, while !

1r | corporate debt outstanding has risen above the |
0 lglobal financial crisis level. ]

1990 95 2000 05 10 15 19(vear) o 00O OBeeremememecmmm e csmccc e e e e - ’

(Notes) 1. Adapted from FRB. 1990 95 2000 05 10 15 19 (vear)

2. Policy interest rate is FF (Federal Funds) target rate. FF rate has been incremented or (Notes) 1. Adapted from FRB and U.S. Department of Commerce.
decremented by 0.25% points since Dec 2008. The graph shows the upper limit. 2. Shaded are phases of recession & depression. 8

3. Shaded are phases of recession & depression.



Chapter 2 Economic Trends in Major Regions (Chinese economy)

The Chinese economy has slowed down moderately. With domestic and overseas demand slowing, manufacturing investment has fallen sharply, and
industrial production has been on a declining trend in 2019. On the other hand, loans, mainly bank loans, have increased against a backdrop of

monetary easing.
1. Trends in Chinese economy (i)

(1) Real economic growth rate (2) Fixed assets investment

~ f b}
| Growth rate in 2018 fell gradually. Targeted economic growth rate for 2019 H : In early 2019, manufacturing investment fell sharply. }
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(Note) Adapted from National Bureau of Statistics of China. (Note) Adapted from National Bureau of Statistics of China.
2. Trends in Chinese economy (ii)
(3) Industrial production ,"G““'.‘.'““.“". (4) Financing breakdown of the non-financial sector (Flow)
| Growth in |ndu§trla[ I o e
10 (Yo, %) _ _ | production, mainly in : so (YTDOYTD cumulative total, %) ! Loans, mainly bank loans, have increased with the i
of which manufacturing | manufacturing, is on a | I monetary policy becoming more accommodative.
8 v | declining trend. I [ ] Jmmmmm e e e e -
1 40
6 e - Others
,K_ _ _ 20 <— Corporate bonds
4 Overall industrial production 0 — T New loans
9 /. (in RMB + in
0

of WhicTing
-20

2 | -40 r than bank loans
Q2 [(Quarter)
4r 5| (Month) 2016 17 18 19 |(Year)
2016 17 18 19 (Year) (Notes) 1. Sgﬁﬁtﬁ;’? érﬁirrra‘.‘Statistics on aggregate financing to the real economy” by the People’s

(Notes) 1. Adapted from National Bureau of Statistics of China. Loan: her In: ik loans, are a
. i i rust loans and undiscounted bankers' acceptances.
2. Value-added tax rates started to be lowered in April 2019. 3. Q2 2019 shows the cumulative total from January t© May.

Real estate development investment
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Loans, etc. other

2. Loans, etc. other than bank loans, are calculated by adding together entrusted loans,



Chapter 2 Economic Trends in Major Regions (European economy)

The Eurozone economy has recovered moderately, mainly in domestic demand, against a backdrop of favorable employment conditions. Exports to U.S.
and China have slowed down since around the end of 2018. Due to the extension of the original Brexit date, U.K. economy has been less affected by
last-minute demand and front-loaded production.

1. Trends in Eurozone economy

(1) Eurozone real economic growth rate

(2) Eurozone export

———————————————————————————————————————————————————— - T mm——_——~
\
. Domestlc demand, mainly in consumption and investment, has remained firm. : |’ Exports to U.S. and :
1 By contrast, overseas demand has slowed down. : 140 (100 for 2016) China i China started to :
———————————————————————————————————————————————————— L4 B
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) 1 original Brexit date. |
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) 4 [ (Month)
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(Notes) 1. Adapted from Eurostat.
2016 17 18 9 [(Year) 2. 3-month moving averages.
(Note) Adapted from Eurostat.
2. Trends in U.K. economy
~
. I Imports and inventor ) : : : ! \
(3) U.K. real economic growth rate PP y ] (4) U.K. manufacturing business confidence | In March, the I
1 accumulation increased in Jan- 1 ! busi fid 1
: Mar 2019, due to last-minute : (.1 1 usm(?fss Codntl) efnce :
I ) : - A 1 was affecte ront-
12 (QoQ contribution, % (annualized)) | demand ahead of the original | 62 | 1oaded roduct)i/on :
l Brexit date. 1 60 New orders ] P - I
______________________ 4 \ i ahea_d of the orlglnal :
E= Import 58 | Brexit date, butithas
Export 56 ! been deteriorating H
— gl;grgl;se in inventories, acquisitions 54 1 since April, when the H
posals of valuables : UK government i
E==3 Gross fixed capital formation 52 Overall I d(.aci.ded to extend the |
EEEE Government consumption 50 : original Brexit date ;
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Real economic growth rate 5[ (Month)
10 2016 17 18 19 |[(Year)
Q1 [(Quarter) (Notes) 1. Adapted from Markit.
2. The index shows changes (directional) in any given month, compared with the previous
2016 17 18 19 |(Year) month, indicating values more than 50 as “better” and values less than 50 as “worse.” 1 O

(Note) Adapted from Office for National Statistics.




