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Policy recipe offered by Xi at import expo will help to solve trade disputes and rebalance China's economy.

The China International Import Expo started in Shanghai on Nov 5, and the inaugural event, announced more than
a year ago, stands in stark contrast to the escalated trade tension between China and the United States.The expo
has attracted foreign companies from 130 countries to Shanghai, China's largest city, with the goal of finding
potential buyers and developing prospective markets. Indeed, this import-themed expo is the first one for China at
the national level, establishing a new platform for other countries' goods and services to enter the Chinese market.
There is no doubt the expo will lead to numerous deals between Chinese and foreign companies.

At the opening of the expo, President Xi Jinping delivered the keynote speech, in which he repeated China's stance
against protectionism and called for more multilateral cooperation. In his speech, Xi discussed at length the
benefits of an open international economy and said China is pursuing "a new round of high-standard opening-up" to
broaden market access to the rest of the world.

Xi also highlighted a number of initiatives to further the opening-up, including boosting imports by further tearing
down tariff and nontariff barriers; opening more domestic sectors to foreign investment such as finance,
telecommunications, education, healthcare and the culture industry; continuously improving China's business
environment while enhancing protection of intellectual property; using pilot zones to experiment with new opening-
up policies; and pressing ahead with multilateral cooperation through international institutions such as the World
Trade Organization and free-trade agreements with important trade partners.

Xi's remarks sound a note of optimism for China's long-term economic prospects. The policy recipe suggested by
Xi will not only help to solve trade disputes with the US but also point out the right way to rebalance China's
economy.

In the previous trade negotiations with China, the US raised a number of demands, chief among which were better
protection of intellectual property and concerns over China's industrial policies. For the former, the US claims there
exist prevalent forced technique transfers in joint ventures between US invested companies and Chinese
companies. For the latter, the US complains that China's industrial policy has rendered unfair advantages to
Chinese companies over foreign companies.

We would like to argue that these two main trade disputes with the US side are in essence market-access related
issues. Most cases of "forced technique transfer" as claimed by the US are commercial deals between Chinese
and foreign partners in joint ventures, which occurred on a voluntary basis. That being said, if China's authorities
are willing to allow foreign investors to become the majority stakeholders in more sectors, the fear of "forced
technique transfer" will automatically evaporate.

The broadening of market access to foreign investors can also lessen other countries' concerns about China's
industrial policy. President Xi's remarks emphasized that foreign investors will be fairly treated as domestic
enterprises. This implies that foreign companies in China will be eligible for the benefits of national industrial policy
as well if further market-opening efforts bring in more foreign investors.
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Xi's remarks put service trade and investment in an important position. In his speech, Xi projected that China's
goods and services imports will respectively reach $30 trillion (26 trillion euros; £ 23 trillion) and $10 trillion over the
next 15 years. Given that the current ratio of goods and services imports stands at around 4:1, Xi's projection
implies even faster growth for services trade than goods trade over the next 15 years.

Moreover, in mentioning the new market-opening efforts, President Xi particularly flagged the authorities' intentions
to increase foreign ownership in education and healthcare sectors, both of which are typical service sectors.

The further opening-up in domestic service sectors, as well as the boost of service trade, will have far-reaching
implications for China's economic rebalancing.

China's manufacturing sector has already demonstrated its competitiveness in the global market. Comparatively,
China's services sector hasn't been up to the level of its manufacturing sector, which is evidenced by China's
gaping deficit in services trade. On the flip side, it means much room exists for China's services sector to further
increase productivity. The only way to achieve this goal is to introduce more competition from foreign peers. We
expect that such a process will benefit China's economy in the long run by increasing the aggregate productivity of
the sector. China's services sector will become as competitive as its manufacturing sector in the future.

In the meantime, the opening of the domestic services sector will also provide more choices for Chinese
consumers. It will help the economy shift toward domestic consumption to achieve a healthy rebalancing.
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DISCLAIMER

This document, prepared by the BBVA Research Department, is informative in nature and contains data, opinions
or estimates as at the date of its publication. These derive from the department’ s own research or are based on
sources believed to be reliable, and have not been independently verified by BBVA. BBVA therefore makes no
guarantee, either express or implied, as to the document's accuracy, completeness or correctness.

Any estimates contained in this document have been made in accordance with generally accepted methods and
are to be taken as such, i.e. as forecasts or projections. Historical trends in economic variables (positive or
negative) are no guarantee that they will move in the same way in the future.

The contents of this document are subject to change without prior notice, depending on (for example) the economic
context or market fluctuations. BBVA does not give any undertaking to update any of the content or communicate
such changes.

BBVA assumes no liability for any loss, direct or indirect, that may result from the use of this document or its
contents.

Neither this document nor its contents constitute an offer, invitation or solicitation to acquire, disinvest or obtain any
interest in assets or financial instruments, nor can they form the basis of any contract, undertaking or decision of
any kind.

In particular as regards investment in financial assets that could be related to the economic variables referred to in
this document, readers should note that in no case should investment decisions be made based on the contents of
this document; and that any persons or entities who may potentially offer them investment products are legally
obliged to provide all the information they need to take such decisions.

The contents of this document are protected by intellectual property law. The reproduction, processing, distribution,
public dissemination, making available, taking of excerpts, reuse, forwarding or use of the document in any way
and by any means or process is expressly prohibited, except where this is legally permitted or expressly authorised
by BBVA.
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