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Tax Newsflash
Phase One trade agreement signed

On 15 January 2020, China and the US signed the Phase One
trade agreement where both countries agreed to suspend
additional tariffs that were to take effect on 15 December
2019. The signing of the agreement is a step toward
alleviating the trade tensions between the two countries.

Highlights

With respect to intellectual property (IP), the governments
agreed on terms in relation to the protection of trade secrets,
confidential business information, and pharmaceutical-related
IP; resolution of patent disputes and effective extension of
patent terms; management of geographical indications;
prevention of infringements on e-commerce platforms, and the
manufacture and export of pirated and counterfeit goods;
actions against bad-faith trademark registrations; and
strengthening of bilateral cooperation on the protection of IP.

The governments also agreed to strengthen mutual trust and
cooperation in relation to technology transfers. The agreement
provides that businesses must be able to operate openly and
freely in each other's jurisdiction, and any transfer or licensing
of technology must be based on market terms that are
voluntary and reflect mutual agreement. The governments
oppose any foreign investment activities aimed at acquiring
technology that may cause market distortion.

China and the US also will enhance cooperation on issues
affecting agricultural trade. China will enhance its
management of tariff rate quotas for wheat, rice, and corn in
accordance with its WTO commitments, and increase imports
of US agricultural products such as dairy products, beef,
soybeans, aquatic products, fruits, feeds, and pet food. The
annual amount of agricultural imports is expected to reach
USD 40 billion in the next two years.



Furthermore, China and the US will provide fair, effective, and
nondiscriminatory market access for each other's financial
services including service suppliers in various financial sectors
(e.g., banking, credit rating, electronic payments, fund
management, securities, insurance). China will remove the
foreign equity limits in the securities, fund management,
futures, and insurance sectors no later than 1 April 2020.

Import tariff adjustments

The US agreed to suspend indefinitely the imposition of
additional tariffs of 15% on approximately USD 80 billion of
imported Chinese goods as from 15 December 2019.

In addition, for the 15% additional tariffs imposed on
approximately USD 120 billion of imported Chinese goods as
from 1 September 2019, the rate will be reduced to 7.5% as
from 14 February 2020.

Increase of US imports

China agrees to ensure the purchases and imports into China
from the US of the manufactured goods, agricultural goods,
energy products, and services exceed the corresponding 2017
baseline amounts by no less than USD 200 billion in the next
two years. The following illustrates these amounts:

(Unit: USD billion)

2020 2021 Total
Manufactured goods 32.9 44.8 77.7
Agricultural goods 12.5 19.5 32
Energy products 18.5 33.9 52.4
Services 12.8 25.1 37.9
Total 76.7 123.3 200

Chinese customs authorities will cooperate with various US
agencies (e.g., Food and Drug Administration, Department of
Agriculture) in certain sectors (e.g., dairy products, fish, meat,
and poultry) to ensure the safety of the imported goods and
facilitate implementation.

The trade agreement, which has taken two years to conclude,
will help stabilize markets, further open up the Chinese
market, and stimulate the global economy. Businesses may
focus now on developing their core competencies, including
any R&D activities, in a fairer and more competitive market.

Businesses potentially affected by the reduction or suspension
of the additional tariffs should consider whether existing
supply chains and purchase/sale arrangements should be
adjusted.

Agricultural businesses operating in the Chinese market should
evaluate the impact of an increase in US agricultural products
over the next two years and develop action plans. On the
other hand, Chinese agricultural businesses may see an
opportunity to increase their exports to the US.



The trade agreement addresses various customs compliance
issues (e.g., technical specifics of goods eligible for import, IP
protection, export controls) and businesses should be aware of
these issues and consider system tools to improve internal
management of customs compliance matters.
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