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Policy Points Steve Pavlick

U.S. — China Trade Quick Hit:

e Chinaandthe U.S. released a joint statement following a two-day trade meeting in Geneva,
Switzerland.

e According to a White House Fact Sheet, the two sides agreed to a 90-day pause that
reduced their 125% reciprocal tariff rates to 10%.

e U.S. 20% fentanyl tariffs remain in place for a total of 30% tariffs on Chinese imports.

e The pause will allow for further negotiations, with Treasury Secretary Bessent suggesting
that the 20% fentanyl tariffs could be reduced if China takes corrective action to address
President Trump's concerns.

Steve Pavlick’s Take

While the goal of the initial official conversation was to de-escalate, the 115% reduction in
reciprocal tariffs from both sides exceeded most expectations of an initial result. It ended what
had been an effective trade embargo. In addition, the fact that the two sides issued a joint
statement is encouraging because it suggests that there was a common understanding of what was
agreed to during the talks.

The remaining 10% reciprocal tariff is consistent with the 10% baseline that the U.S. kept in place
with its recent trade deal with the U.S. and may be viewed as the price of admission to the U.S.
consumer market in its reciprocal tariff negotiations with other trading partners. It is worth noting
that the political utility for preserving that 10% across-the-board tariff diminishes once Republican
lawmakers pass their reconciliation package since tariff revenue can assuage concerns from fiscal
conservatives whose votes are needed to secure passage, which is more likely to come before the
August recess.

Global stock markets responded favorably to the news, with sectors at risk, such as shipping and
technology companies, performing particularly well, along with oil based on the assumption of
better economic growth in both markets. However, the 90-day nature of the talks means that
uncertainty remains, as the prospect of similar levies being reimposed in the future should
discussions deteriorate remains. Moreover, critics of the announcement may question whether
reducing the triple-digit duties removes an important forcing function to reach an agreement.

China and the U.S. are alike in that any durable agreement will require approval from the highest


https://nam10.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.whitehouse.gov%2Fbriefings-statements%2F2025%2F05%2Fjoint-statement-on-u-s-china-economic-and-trade-meeting-in-geneva%2F&data=05%7C02%7CaSharvit%40renmac.com%7C6e3713a2f8b3450a214c08dd9161fd61%7C45def078ec0748ff9a567863b2c72b75%7C0%7C0%7C638826572227089016%7CUnknown%7CTWFpbGZsb3d8eyJFbXB0eU1hcGkiOnRydWUsIlYiOiIwLjAuMDAwMCIsIlAiOiJXaW4zMiIsIkFOIjoiTWFpbCIsIldUIjoyfQ%3D%3D%7C0%7C%7C%7C&sdata=OdgTPfbmN816yVZV26ytBFM3XEukPSBT%2FWP3la0Bnd8%3D&reserved=0
https://nam10.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.whitehouse.gov%2Ffact-sheets%2F2025%2F05%2Ffact-sheet-president-donald-j-trump-secures-a-historic-trade-win-for-the-united-states%2F&data=05%7C02%7CaSharvit%40renmac.com%7C6e3713a2f8b3450a214c08dd9161fd61%7C45def078ec0748ff9a567863b2c72b75%7C0%7C0%7C638826572227115094%7CUnknown%7CTWFpbGZsb3d8eyJFbXB0eU1hcGkiOnRydWUsIlYiOiIwLjAuMDAwMCIsIlAiOiJXaW4zMiIsIkFOIjoiTWFpbCIsIldUIjoyfQ%3D%3D%7C0%7C%7C%7C&sdata=IcoP66WYaO5pM%2BLaEh%2Be8Ka3BKUimp7GTrdizwQux6Y%3D&reserved=0

m RENMAC ACCESS

levels, specifically Xi Jinping and Donald Trump, respectively. This suggests that talks could go well
beyond 90 days, though a further extension of the pause is likely if the dialogue continues to be
constructive. It remains to be seen what the U.S. considers a successful outcome. A deal that
requires China to honor some of its Phase One purchases from the first Trump administration
cracks down on fentanyl precursor production and allows China to reroute exports through third
parties, which would show a reduction in the trade balance and should be relatively easy to
achieve. A deal that requires significant changes to China's state-based economic model will likely
prove more challenging. Factors such as divisions among the Trump administration as to the
desired outcome and the receptivity of other trading partners to play a more assertive role in
addressing trade concerns with China identified by the U.S. may also play a role.
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