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Trade

Why Pence's Speech Doesn't Change Our Expectations For Trump-Xi
Meeting

T H E  T A K E A W A Y

Vice President Mike Pence's aggressive speech at the Asia-Pacific Economic Cooperation

summit does not change our view of the upcoming Trump-Xi meeting, specifically that

the best possible outcome is a temporary pause in new tariffs rather than a grand bargain

that reverses all trade actions. We continue to expect that the closest comparison to a

Trump-Xi meeting was Trump's deal with European Commission President Jean-Claude

Juncker, which included a pause on US auto tariffs. The Trump administration undid this

pause by revisiting auto tariff threats against the EU, and we expect a similar pattern will

play out with the Chinese: a pause in new tariffs will only be temporary before Trump

returns to threatening new tariffs at some point. We believe that Pence's speech was a

pointed attempt to demonstrate to the Chinese that the White House, despite recent

optimistic rhetoric, will not roll over in negotiations. In short, we view this latest spat as

a reflection of the overall tension in the negotiating process as opposed to an indication

that the process is dead in the water.

Pence has played the role of enforcer before, taking a markedly aggressive stance during a speech at the
Hudson Institute in early October. Pence's Hudson institute speech took a remarkably aggressive stance on
a wide range of US-China disputes, including multiple non-trade related matters. It is worth noting that Pence's
Hudson Institute speech predated the first suggestion of a Trump-Xi meeting by roughly a week; the process for
opening a path to negotiation was almost certainly underway as Pence delivered his remarks. This suggests that
Pence, rather than reflecting the Trump administration's unwavering opposition to negotiation, was instead used
to reiterate hard-line talking points in an effort to keep up pressure on the Chinese.
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https://www.whitehouse.gov/briefings-statements/remarks-vice-president-pence-2018-apec-ceo-summit-port-moresby-papua-new-guinea/
https://www.hudson.org/events/1610-vice-president-mike-pence-s-remarks-on-the-administration-s-policy-towards-china102018
https://www.cnbc.com/2018/10/11/larry-kudlow-says-trump-and-chinas-xi-jinping-may-meet-amid-trade-war.html
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The Chinese response to this pressure places additional importance on the Trump-Xi meeting at the
G20. Specifically, the Chinese reportedly canceled a potential pre-G20 minister level meeting between US Trade
Representative Robert Lighthizer and Vice Premier Liu He, moving all meetings to Buenos Aires and raising
expectations for more substantive discussions between the two nations. Having the chief trade negotiator for each
nation present at this gathering opens the potential for a more meaningful discussion around the recent Chinese
offer of limited concessions, and we view this change as a sign that both sides see potential for movement at
the G20 meeting.

Ultimately, however, Trump will be the one to decide if a deal with Xi is enough to warrant a pause in new
tariffs. Much like in the meeting with Juncker, Trump will be the one who ultimately decides if a "deal" is good
enough to warrant a pause in new tariffs. We believe that recent market movements and politically damaging
headlines leave Trump looking for a win, increasing the possibility he will reach some consensus with Xi. This is
still far from guaranteed, but we continue to see an overall positive trend in the rhetoric from both sides, and we
do not think that Pence's speech upset this trend so significantly as to block any deal.

However, a deal is still only a temporary fix at best, in our view. Even with the addition of trade negotiators,
we do not expect the G20 meeting will result in a grand bargain-style deal to end the trade war. We still expect that
the most positive outcome possible is a pause on new tariffs - both the $267 billion in Chinese imports that are
not yet tariffed and the January 1 increase in tariff amount from 10% to 25% on the largest block of $200 billion
in current tariff targets. In the best-case scenario, we expect that Trump and Xi will announce a pause but offer
no binding concessions or commitments to prevent any future escalation, leaving Trump (or more accurately,
Lighthizer) free to ramp up pressure in the coming months if talks with the Chinese do not advance sufficiently.
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https://subscriber.politicopro.com/trade/article/2018/11/china-and-us-teams-bypass-washington-and-go-straight-to-buenos-aires-for-trade-war-talks-984456
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R�I�S�K�S

The�legislative�and�regulatory�agendas�are�subject�to�change�at�the�discretion�of�leadership.�Unprecedented�economic�conditions�could�instigate�unanticipated�and/or�sweeping�shifts�in�policy.�Predicting
the�future�is�a�hazardous�endeavor�and�economic�/�market�forecasting�is�an�imprecise�science.�Actual�outcomes�may�differ�substantially�from�our�forecasts.�The�predictions�and�opinions�expressed�herein
are�subject�to�change�at�any�time.

A�N�A�L�Y�S�T�� �C�E�R�T�I�F�I�C�A�T�I�O�N

I,�Clayton�Allen,�certify�with�respect�to�each�security�or�issuer�covered�in�this�research�report�that�(i)�the�views�expressed�in�this�research�report�accurately�reflect�my�personal�views�about�those�subject
securities�or�issuers�and�(ii)�no�part�of�my�compensation�was,�is,�or�will�be,�directly�or�indirectly,�related�to�the�specific�recommendations�or�views�expressed�by�me�in�this�research�report.

D�I�S�C�L�A�I�M�E�R

This�report�is�intended�for�the�private�use�of�Height�Analytics’�and�Height�Securities’�clients�and�prospective�clients.�Reproduction�or�editing�by�any�means,�in�whole�or�in�part,�or�any�other�unauthorized
use,�disclosure�or�redistribution�of�the�contents�without�the�express�written�permission�of�Height�Analytics�is�strictly�prohibited.�The�information�contained�in�this�report�has�been�obtained�from�sources
which�Height�Analytics�believes�to�be�reliable;�however,�Height�Analytics�does�not�guarantee�the�accuracy,�completeness�or�timeliness�of�any�information�or�analysis�contained�in�the�report.�Opinions�in
this�report�constitute�the�personal�judgment�of�the�analysts�and�are�subject�to�change�without�notice.�The�information�in�the�report�is�not�an�offer�to�purchase�or�sell�any�security.�The�information�herein
is�not�intended�to�a�complete�analysis�of�all�material�facts�representing�any�company�discussed�herein�nor�by�itself�is�this�report�sufficient�upon�which�to�base�an�investment�decision.�This�report�may�be
distrbuted�by�Height�Securities,�LLC,�member�FINRA/SIPC.�Height�Analytics�and�Height�Securities�are�affiliates.

Users�assume�the�entire�cost�and�risk�of�any�investment�decisions�they�choose�to�make.�Height�Analytics�shall�not�be�liable�for�any�loss�or�damages�resulting�from�the�use�of�the�information�contained
in�the�report,�or�for�errors�of�transmission�of�information,�or�for�any�third�party�claims�of�any�nature.�Nothing�herein�shall�constitute�a�waiver�or�limitation�of�any�person’s�rights�under�relevant�federal�or
state�securities�laws.
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