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Tax Newsflash
China-US reach Phase One trade
agreement

On 13 December 2019, China and the US reached a "Phase
One" trade agreement, under which both countries agreed to
suspend additional tariffs scheduled to take effect on 15
December 2019. In China’s case, this included delaying the
imposition of additional tariffs on certain products (e.g. wheat,
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corn, toys, electronics, etc.) and the reinstatement of
additional tariffs on cars and car parts.

Background
Over the last 18 months, both China and the US have

announced various lists of additional tariffs. The following table
summarizes the lists announced by China:

Import Additional Effective date Regulation
amount tariff rates reference
(USD billion)

Batch1 | 34 25% 6 July 2018 Bulletin
(List 1) [2018] No.5

Batch1 | 16 25% 23 August 2018 Bulletin
(List 2) [2018] No.7

Batch 2 | 60 5%, 10%, 24 September Bulletin
20%, 25% | 2018 [2018] No.8

Batch 3 | 75 5%, 10% 1 September 2019 | Bulletin
(Appendix 1); [2019] No.4

15 December 2019
(Appendix 2)

Notes:

e China has suspended the imposition of the additional tariffs on cars and car parts
originating from the US since 1 January 2019.

e The rates originally applied for Batch 2 were 5% and 10%, and adjusted to 5%,
10%, 20% and 25% as from 1 June 2019.

e The additional tariff for Batch 3 (Appendix 2) has been suspended.

The trade dispute between the two countries escalated in mid-
2019. On 15 August 2019, the US government announced it
would impose 10% (later increased further to 15%) additional
tariffs on USD 300 billion of imports originating from China
beginning 1 September 2019 and 15 December 2019. As a
retaliatory measure, the Chinese government announced an
additional tariff list covering USD 75 billion of US goods and
stated it would terminate the suspension of the additional
tariffs on cars and car parts as from 15 December 2019.

Highlights of interim agreement

The Phase One trade agreement covers areas such as
intellectual property, technology transfers, agriculture,
financial services, currency and foreign exchange, expanding
trade, dispute resolution, etc.

As part of the agreement, the US has agreed to halt the
additional tariffs planned to be imposed on approximately USD
180 billion of imported Chinese goods starting on 15 December
2019. However, the US will continue to levy the 25% tariff on
approximately USD 250 billion of Chinese imports, along with
the 7.5% tariff on approximately USD 120 billion of imported
Chinese goods.

China's Tariff Committee of the State Council (CTCSC) issued
Bulletin [2019] No. 7 on 15 December 2019, announcing that
it will delay implementation of the planned additional 5% or
10% tariffs on Batch 3 (Appendix 2) goods and continue to
suspend the additional tariff on certain cars and car parts



originating from the US. The following table summarizes the
information relating to cars and car parts:

Number of Planned additional tariff
HS code items of rate
affected cars/car

parts
Batch 1 (List 1) 28 25%
Batch 1 (List 2) 116 25%
Batch 2 67 5%

Other additional tariff measures will continue to be
implemented, as will the tariff exclusion processes for imports
from the US.

The Phase One agreement is a significant step forward in
resolving the China-US trade dispute, but it will take time to
entirely remove the previously imposed additional tariffs
between the two countries and eliminate the negative impact
of the tariffs. Affected Chinese businesses should re-assess the
impact of the adjusted additional tariffs on the supply chain
and take appropriate steps to manage tariff costs:

e Companies involved in the import of cars and car parts or
products that are subject to additional tariffs that were
postponed should take advantage of the tariff suspension
window but also make contingency plans in the event the
additional tariffs are reinstated.

e Companies impacted by the additional tariffs should
continue to monitor future developments relating to the
China-US trade negotiations and make any necessary
adjustments to mitigate the impact of the tariffs on the
supply chain.

e Although the window for filing an application for a Batch 1
and 2 tariff exclusion on US goods subject to the additional
tariffs has closed, the CTCSC's work on approving tariff
exclusions for imports from the US will be ongoing.
Companies that have submitted applications for exclusions
and for which no decision has been made should monitor
the progress of the application. Companies that wish to
apply for exclusions should begin to prepare for the next
application window. The first exclusion list was issued in
September 2019, with more expected in the coming period.
Affected companies may request a tariff refund from the
customs office if the relevant products are included on the
exclusion list.

e Companies exporting goods from China to the US should
monitor and re-assess the impact of the Phase One
agreement, particularly in light of the fact that as part of
the agreement, the US has agreed to modify its tariff
measures under Section 301 of the 1974 Trade Act (the
statutory measure used by the US to enforce its rights
under trade agreements and address impediments to US
exports).

It should be noted that both sides still need to sign the text of
an agreement.
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