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Daleep Singh, Vice Chair and Chief Global Economist: Hi, everyone, and welcome. I'm Daleep Singh,
Vice Chair and Chief Global Economist here at PGIM, and I'm joined today by my colleague, Shikeb
Farooqui, Vice President and Lead Economist for Asia. We're here to unpack the most consequential
question for the global economy. What's next for U.S.-China trade and economic relations? Everyone
listening understands the stakes. These two economies represent over 40% of global GDP, about a quarter of
global trade. Having been a part of U.S.-China discussions directly, I can say that when the U.S. and China are
communicating, the world feels more stable. When they clash, the ripple effects hit every supply chain, every
commodity market, every financial portfolio. Just to set the stage, today, the relationship is, no doubt, a
strategic rivalry. The U.S. has emphasized de-risking and domestic reshoring in supply chains that are critical
for economic security and national security. That's why tariffs, export controls, and investment screening now
feature so prominently in the economic toolkit. And meanwhile, China is pursuing self-reliance and dominant

scale in strategic sectors that could unleash, quote, "new productive forces," in the words of Beijing.

Shikeb Farooqui, PhD, Lead Asia Economist: So, Daleep, given these competing objectives in the U.S.-
China relationship that you've just gone through, do these points of contention still allow for the U.S. and
China to manage the competition and strike a deal? If so, what will it look like and when will it happen? Is it
just about securing export guarantees on choke points, or does it go beyond that? What do you see as the
likely deal parameters, and what won't be in the deal? Could geopolitical considerations such as Russia and

Taiwan feature?

Daleep: Yeah. Okay, well, I mean, to cut to the chase, yeah, I think we're headed for a deal. Why? Because
both leaders want a deal. For President Trump, I think he values the symbolism, staging a summit in Beijing.
It's his Nixon to China moment. It's his opportunity for statesmanship and managing the wotld's most
important relationship. I think his desire for a deal also reflects his pragmatism. You won't hear him say it,
but I think he understands that the U.S. doesn't hold all the cards, or even most of the cards. China has
strategic choke points, not just in rare-earth magnets, but also in steel, cement, robots, drones, batteries,
pharma, minerals, lagging-edge chips, and so on. China is the world's singular manufacturing superpower. Its
global market share in value-added terms is more than double that of the U.S. and growing. So that just
means further escalation risks collateral damage in the U.S. to politically salient constituencies. Think about
manufacturers that import goods from China, farmers, consumers. All of this will be happening when the
U.S. economy is already slowing down with sticky inflation. I think for China, President Xi wants a deal
because I think he understands that an uncontrolled escalation risks cutting off China from U.S. consumer
demand, from U.S. cutting-edge technology, and from, possibly, global capital flows at a time when his
domestic economy is still under stress from its debt burden, from ongoing deflation, and from weak

confidence among consumers. So it's rational for China to play the long game. That doesn't requite a grand



bargain, in my view. He just needs to cap the near-term risks and to lock in stability with a truce. So look,
that's enough deal space, I think, for a transactional truce before the 90-day pause expires in November, and I
would see three key parameters of the truce. First, on tariffs, as you and I have talked about, Shikeb, the
effective U.S. tariff rate on Chinese imports will likely get frozen at a relatively high plateau, so somewhere in
the 40 to 50% range, rather than ratcheting higher. Second, on purchases, I think we'll get a throwback to the
Phase One deal. So Beijing could very easily pledge to buy more of what it already needs from the U.S.,
soybeans, LNG, aircraft, and the like. And then third, on technology controls, here I think we'll continue to
see selective relaxation. So the U.S. will allow more of its technological crown jewels, specifically in advanced
chips, to get sold to China under export licenses. And then, China would just ease restrictions on rare ecarth
exports. Basically, this would enshrine what's already happening under the truce. You asked what would get
left out of the deal? Everything else. So on structural issues, I don't expect any progress on addressing China's
subsidies and overcapacity that's wiping out the global competition. I don't think we'll see any change to its
policies that promote cheap land, cheap credit, cheap labor. That'll remain untouched. You asked about
geopolitics. I don't think this type of truce would change Beijing's support for Russia, nor would it change
Washington's support for Taiwan, although I do think there's an outside chance that Washington may
concede rhetorically, and it could do so by saying it now opposes Taiwanese independence rather than saying
it does not support. That's a subtle shift, but it really matters for Beijing. And then, lastly, on the tech rivalry,
outside of the selective relaxation of controls that I described a moment ago. I think the broader competition
in advanced technology and in critical supply chains, that continues full speed. So de-risking remains the
mantra. So again, this is not a grand bargain we're headed for. I think it's a fragile truce, and it will be designed
from both sides to put a floor under the relationship. Both sides get something to show their domestic
audiences, but the intense structural rivalry remains intact. So Shikeb, I mean, it sounds like the deal that
we're expecting between the U.S. and China, it's going to involve China accepting some of the transshipment
rules that are part of the U.S. tariff structure. The question is, are other countries -- is the rest of the world
going to accept that transshipment tariff structure, and will they even go further than that and start to erect
similar trade barriers to the U.S. of their own? In which case, there's now a collective response to China's
trade practices from the U.S. but also its allies and maybe other geopolitical swing states. Where do you see --
how do you see that playing out?

Shikeb: Yeah, I believe that's a great question. And in some regards, it is the key question. You know, how
successful is the U.S. going to be in convincing the rest of the world to reduce its dependence on China? And
it's a question of choice that puts key trading partners in a bind. There's not so much of a choice when it
comes to transshipments. There is more of a choice when it comes to erecting trade barriers of their own.
The key issues here are that China's hold on global supply chains runs quite deep. For many of the Asians,
including India, China is seen as crucial to the functioning of supply chains and technology upgrades, and
there's a reluctance to shut it out. More broadly, I think there's a recognition, especially in EM, but also within
Europe, that Chinese goods are no longer just cheap, but also good quality. But at the same time, no one
really wants to be flooded with cheap Chinese goods at the expense of their own industry. So it's a Catch-22.
Countries for now are resisting tariffing China outright, but they may have to resort to this measure if the tide
of cheap Chinese goods is too strong, especially as the U.S. demand backstop ebbs. The European
Commission for now is in talks with China. In emerging Europe, thete's talk of clamping down on de
minimis imports. Mexico has announced plans to tariff China, but we see that specific to the evolution of
USMCA. Bilateral trade agreements with the U.S. don't really leave much scope to flush out transshipment
tariffs. There's not really a choice there, but we think that the ongoing trade negotiations in Asia, at least,
seem to be aimed at identifying burden of proof and enforcement, lower value-add thresholds, and securing

carve-outs.
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Daleep: So as ever, we'll have to watch the domestic political economy of China's trade partners to see

whether they replicate the U.S. system or opt for a more relaxed regime.
Shikeb: Indeed.

Daleep: So thanks, Shikeb. I mean, just mindful of the fact that there may be other countries outside of just
the U.S. that erect trade bartiers to deal with Chinese excess capacity, is it your sense that that's what's really
driving this anti-involution campaign by Beijing, or is that mostly happening for domestic reasons to escape
the debt deflation cycle?

Shikeb: Yeah, so I think it's the anti-involution is being partially -- the Chinese won't admit this, but it is
being driven by, you know, pushback on just the supply of their excess capacity to the rest of the world.
They've been in talks with Europe for a while. So, you know, they'te cognizant that countries are finding it
difficult to absorb all of this excess supply that they've created. They're boosting consumption domestically,
but it's a slow process. It's not going to change overnight. And so, there is a desire to not just from sort of
external feedback, but also internally, to cut back on some of this excess capacity. Now, anti-involution in and
of itself is not going to be the fix. It's a necessary but not sufficient condition to kind of turn things around.
We think that Beijing will cut back excess capacity in sectors that have achieved self-sufficiency and slower
capacity building in sectors that are strategic, but not yet at scale. The main difference to the 2015 and '16
anti-involution drive, though, is that quantitative limits will be augmented with enhanced regulation and
pticing controls, especially for consumer delivery platforms, and that's where we'll see a bit of divergence. But
yeah, I think China is listening to the rest of the world. It also does not want to entrench itself in a debt
deflation cycle. So anti-involution effectively serves both purposes. Now, you asked about the debt deflation
cycle. Is it going to change? Things are pretty entrenched at the moment. And so, we don't expect an
immediate change to the sort of debt deflation dynamics, anti-involution notwithstanding. As I mentioned
carlier, there's no overnight fix to this, but as a key ingredient, in addition to bolstering the consumer, fiscal
reform is required, signs of which have started to emerge. Beijing has a tendency to pilot reforms, though,
before rolling them out at a national level. So we're seeing this starting in various provinces, but it hasn't been
rolled out. Again, it will be a gradual process, but if they can fix revenue collection, sharing between center
and provinces, and incentive structures at the local level, then we can start seeing change. And then
everything comes together, anti-involution, the reform side, a bit of demand, domestic demand boosting, and

that can then lead to change.

Daleep: So thanks, Shikeb. You know, it sounds like Beijing is at least starting to shift policy at the margin to
try to escape its debt deflation cycle. Anti-involution is, as you put it, necessary, but not sufficient. But at least
from where I sit, it doesn't seem to me that China has genuine intent to change the basic contours of its
economic model. You know, it's still keen to support investment, the supply side of the economy. It wants to
continue to dominate in manufacturing exports, and it still doesn't believe ideologically in fiscal transfers,
direct fiscal transfers, to lift consumption growth. So if you agree with that premise, and maybe you don't, but
if you do, what does that mean for the external imbalances? You know, China has, I think, has a 14-year high

in its current account surplus. Where does it go?

Shikeb: So I think over time, external imbalances are going to narrow, but maybe not in a straight line and
maybe not as quickly as we would like them to. You know, you have to take a magnifying glass to the data,
but, yeah, the contribution of net exports to Q2 growth actually slowed versus Q1. So you could argue that

the tariffs have had an impact. If you look at investment in Al, public services, and green infra, that's picking

up. Investment in advanced manufacturing and strategic sectors are still growing at a healthy clip, but it's




beginning to peak a little bit and slow. The anti-involution drive is actually beginning to show up in higher
frequency data as a slowing investment in the affected sectors. Consumption growth in the first half accounts
for more than half of total GDP growth. So, you know, there is a bit of a transition going on, but that's not to
say more needs to be done, right? So we expect the next five-year plan that will be announced in October to
build on this and have a larger domestic component to it. We think there will be an enhanced emphasis on
income and consumption upgrading policies, but there will equally be a focus on Al So they found a new
strategic sector, and that's what they're going to push. And in the near term, China will continue to need
external markets just because of the size of the problem. So a bit more of the same, but equally, over time, we
think external imbalances do narrow. So Daleep, let me throw it back to you. The U.S.-China relationship,
when viewed from the Chinese lens, has multiple forces at play. Is it only about the economics of imbalances
or about broader containment, national security, U.S. self-sufficiency, either on its own or with friends? To

what degree can the U.S. decouple from Chinese supply chains?

Daleep: Those are the right questions. Let me try to address them one by one as we try to wrap this up. First,
is this just about economics or something bigger? I mean, I think it's cleatly bigger. The trade imbalance, it's
just the most visible, the most quantifiable source of dispute, but I think China, for its part, it sees a broader
effort by Washington to contain its rise, especially in sectors that are critical for its productivity growth, and it
needs that productivity growth to escape a Japan-style sclerosis, so semiconductors, clean tech, critical
minerals, et cetera. And on the U.S. side, it's also just -- it's not just about trade. In DC, the trade imbalance is
no longer just framed around market access or efficiency. Both Republicans and Democrats are now talking
about trade in terms of economic secutity and national security. And for this administration, it's also about
funding an increasingly unsustainable deficit net load. You asked, can the U.S. become self-sufficient if it tried
to fully break from China? And I think here, there's a very clear answer. On its own, no. The U.S. can't
replicate China's scale or its cost structure. In theory, the way for the U.S. to counter China's scale is to
leverage America's alliances, to collectively build and share productive capacity with countries playing by the
same rules, especially in strategic sectors. So think about Japan and Korea in ships or chips or cars; India in
pharma or services; countries like Indonesia and Australia for minerals; Germany in manufactured goods, but
here's the problem. The current U.S. administration is not pursuing multilateralism. We know this. We have
ad hoc tariffs without a coherent plan with partners to collectively build productive capacity and to establish
common trading rules. We don't have that, and meanwhile, the uncertainty effects from tariffs and the lack of
rules, that's a huge overhang on physical investment. And so, that really cuts against the objective of re-
industrializing America. Companies don't know whether and how to double down on U.S. production or
whether to shift to allies or just keep hedging their bets on China. So look, full decoupling from the U.S.
towards China, it's not realistic. It's also not desirable. China is just too embedded in our global production
networks, so what we're going to see is selective disentanglement. I think we'll continue to see fences going
up around advanced technologies, around critical inputs. We'll probably continue to see, however, trade in
lower value goods. So bottom line, we're probably going to get a deal this fall. It will freeze the tariff
structure. It will ease tensions. It will be a relief for markets. It'll be a positive in the short term, but the
deeper truth remains the same. The U.S. nor China have a strategy for balancing their respective national
security objectives with economic prosperity, and until that emerges, this relationship is going to remain a
source of friction, a source of volatility, and downside risk over the longer term. So on that happy note, thank

you all for joining us. Thank you, Shikeb, for such a terrific discussion.
Shikeb: Thanks for having me, Daleep. It's been a really engaging conversation, pleasure to be here.

[ Music |
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