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In this watch, we examine the evolving trade-war sentiment across Asian economies using Big Data analysis. The
US has been embroiled in a trade conflict, not just with China, but also its other leading trade partners, including
the European Union (EU), Mexico, Canada, and Japan. The tit-for-tat retaliation and aggressive rhetoric presents a
significant challenge to global growth and macro-financial stability. In wake of globally integrated supply chains,
closely linked financial markets and cross-border investment flows, escalating trade tensions are adversely
affecting several countries apart from those directly involved. Its spillover effects are exacerbated by an

unfavorable global backdrop, marked by Fed tightening, slowing growth in China, lingering geopolitical tensions
and rising oil prices.

Chinese domestic media sentiment as an indicator of aggressive US trade
policy actions

Media sentiment on trade significantly worsened since 2013 globally, but specially in China and US respectively.
The indices lingered in negative territory since before the Trump administration (Figure 1 and 2). Persistent trade
concerns in China were driven by 1) challenges in finalizing multilateral trade deals, including the Trans-Pacific
Partnership and the Regional Comprehensive Economic Partnership, 2) US’s pivot towards Asia, particularly during
the Obama regime aimed at restraining China’s perceived heavy-handedness in the region, 3) US’s aversion to
China led Asian Infrastructure Investment Bank, which it believes is a threat to global governance, and 4) China’s
launch of the Belt and Road initiative (BRI) in 2013 to assert its strategic and economic power across Eurasia.
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Our media trade support sentiment index for China had peaked two months prior to Trump’s first executive order
authorizing investigations into Chinese trade practices on 14th August 2017 (Figure 1 and 2). Since then, sentiment

" More detailed information about the index could be found in “Monitoring Global Trade Support in real time using Big Data”
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has continued worsening. During this period, there are some remarkable events like the US imposition of tariffs on
washing machines and solar cell imports from China on 22nd January, the signing of steel tariffs on 9th March,
sanctions on Chinese telecom major ZTE on 25th May as well as Trump’s nod for imposing tariffs on $50 billion in
Chinese exports on 29th May. As recently as yesterday, 17" September, US unveiled plans to impose 10% tariffs
on $200 billion Chinese goods effective 24th September 2018, while threatening to raise the tariff rate to 25%
starting next year. President Trump further threatened China of additional tariffs on rest of Chinese exports of $267
billion if China retaliated. The latest round of US trade aggression risks scuttling upcoming high level trade talks
between the US and China. Evidently, the Trump administration has belied market expectations that US threat of
punitive tariffs on China and its other trading partners are nothing more than just a negotiating tactic to open foreign
markets for US companies. The US trade aggression, coupled with a clampdown on high-tech Chinese companies
and Chinese investments into the US on grounds of national security risk suggests that Trump has a relatively high
risk tolerance for trade protectionism. The tit-for-tat tariff retaliation, which has ensued over the course of this year,
threatens the stability of the international rule-based trading system, while fueling capital outflows from emerging
markets, including across Asia.

Rest of Asia is feeling the heat of rising protectionist trade policy globally

Spillover effects through the trade, investments and confidence channels of protectionist trade policy globally have
upended a generally robust growth outlook for Asia. Figure 3 reflects the media sentiment evolution on our trade
support index for each Asian country. There is a generalized worsening of sentiment in 2013 y once again in 2015
until nowadays. It reflects the concerns of the Asian economies, particularly between emerging markets, which
have featured prominently amongst the shock transmitters of ongoing trade conflict, and the Asia’s predominantly
export driven economies with strong trade links to China and the US (Figures 4 to 6). These include Vietnam,
Malaysia, Singapore, Hong Kong, Taiwan, and Korea. Vietnam’s exports constituted 101% share of GDP in 2017
with China and the US together accounting for 34%. Malaysia’s goods and services exports contributes 65% of its
annual GDP with China and G3 economies accounting for more than 40% of total exports in 2017. For South
Korea, exports account for 50% of GDP, China and the US account for 25% and 12% of total exports, respectively.

Figure 3 BBVA Research Trade Support Sentiment Index by country 2012-2018
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A direct consequence of a full-fledged US-China trade war for Asian economies would be a pullback in demand for
intermediate goods from China (Figure 7). Several Asian economies export intermediate goods to China, which
then assembles those into finished products for shipment to final destinations such as the US. In aggregate,
intermediate goods account for two thirds of South Korea’s exports and one-third of Japan’s exports. Also,
domestic value added accounts for 82% of Japan’s exports. Escalating trade tensions pose upside risk to the cost
of intermediate and investment imports for Asian economies, in turn leading to higher production costs back home.
This would translate to a further pick-up in inflation, loss of competitiveness and finally weigh on the growth outlook.

Looking ahead, a key concern for Asian economies such as Japan, South Korea and Thailand is the US threat of

tariffs on automobile exports. Japan’s exports of automobiles and related equipment constitute 40% of its exports
to the US. In terms of domestic value added, such shipments account for 1% of Japan’s GDP. For Thailand,
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automobile exports constitute 15% of total goods exports, 9% of which are shipped to the US. In addition, the
outlook for domestic media sentiment in the region remain clouded by heightened market anxiety, which has
triggered capital outflows, leading to sharp currency depreciation against the US dollar. This has amplified the
challenges in navigating domestic policy coordination. To stem capital flight as the US dollar strengthens and fight
rising inflation pressures, emerging market economies are compelled to raise interest rates, which in turn would
weigh on domestic growth. Meanwhile, weaker external demand alongside a pickup in crude oil prices is weighing
on current account balances of Asian economies, particularly oil importers such as India. Tighter global liquidity
conditions and financial market uncertainty poses risks to Asian economies with high external funding exposure,
such as Indonesia and Malaysia, in turn weighing on sentiment in the region.

Figure 4 Asia’s export driven economies Figure 5 Goods exports to China (% of GDP)
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Figure 6 Goods exports to the US (% of GDP) Figure 7 Asia’s trade integration with China
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DISCLAIMER

This document has been prepared by BBVA Research Department, it is provided for information purposes only and
expresses data, opinions or estimations regarding the date of issue of the report, prepared by BBVA or obtained
from or based on sources we consider to be reliable, and have not been independently verified by BBVA.
Therefore, BBVA offers no warranty, either express or implicit, regarding its accuracy, integrity or correctness.

Estimations this document may contain have been undertaken according to generally accepted methodologies and
should be considered as forecasts or projections. Results obtained in the past, either positive or negative, are no
guarantee of future performance.

This document and its contents are subject to changes without prior notice depending on variables such as the
economic context or market fluctuations. BBVA is not responsible for updating these contents or for giving notice of
such changes.

BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its
contents.

This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into
any interest in financial assets or instruments. Neither shall this document nor its contents form the basis of any
contract, commitment or decision of any kind.

In regard to investment in financial assets related to economic variables this document may cover, readers should
be aware that under no circumstances should they base their investment decisions in the information contained in
this document. Those persons or entities offering investment products to these potential investors are legally
required to provide the information needed for them to take an appropriate investment decision.

The content of this document is protected by intellectual property laws. It is forbidden its reproduction,

transformation, distribution, public communication, making available, extraction, reuse, forwarding or use of any
nature by any means or process, except in cases where it is legally permitted or expressly authorized by BBVA.
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