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WASHINGTON/BEIJING:  US negotiators have
tempered demands that China curb industrial subsidies
as a condition for a trade deal after strong resistance
from Beijing, according to two sources briefed on dis-
cussions, marking a retreat on a core US objective for
the trade talks.

The world’s two biggest economies are nine months
into a trade war that has cost billions of dollars, roiled
financial markets and upended supply chains. US
President Donald Trump’s administration has slapped
tariffs on $250 billion worth of imports of Chinese
goods to press demands for an end to policies - includ-
ing industrial subsidies - that Washington says hurt US
companies competing with Chinese firms. China
responded with its own tit-for-tat tariffs on US goods.

The issue of industrial subsidies is thorny because
they are intertwined with the Chinese government’s
industrial policy. Beijing grants subsidies and tax
breaks to state-owned firms and to sectors seen as
strategic for long-term development. Chinese
President Xi Jinping has strengthened the state’s role
in parts of the economy.

In the push to secure a deal in the next month or so,
US negotiators have become resigned to securing less
than they would like on curbing those subsidies and are

focused instead on other areas where they consider
demands are more achievable, the sources said. Those
include ending forced technology transfers, improving
intellectual property protection and widening access to
China’s markets, the sources said. China has already giv-
en ground on those issues.

“It’s not that there won’t be some language on it, but
it is not going to be very detailed or specific,” one
source familiar with the talks said in reference to the
subsidies issue.

A representative for the White House referred
Reuters to the US Trade Representative’s Office, which
did not respond to a request for comment. “If US nego-
tiators define success as changing the way China’s
economy operates, that will never happen,” said the
other source with knowledge of the trade talks.

“A deal that makes Xi look weak is not a worthwhile
deal for Xi. Whatever deal we get, it’s going to be bet-
ter than what we’ve had, and it’s not going to be suffi-
cient for some people. But that’s politics,” that source
said. China pledged earlier this year to end market-
distorting subsidies for its domestic industries but
offered no details on how it would achieve that goal,
three people familiar with the trade talks told Reuters
in February.

Mixed messages 
One of the key sticking points in the negotiations is

the removal of the $250 billion in US tariffs. It is broadly
expected in the trade community that US negotiators
want to keep some tariffs on Chinese goods, which
Washington sees as retaliation for the years of damage
done to its economy by Beijing’s unfair trade practices.

The role of the state firms may benefit the United
States in another part of the trade deal. The Trump
administration wants China to make big-ticket purchas-
es of over a trillion dollars of US goods in the next six
years to reduce its trade surplus. The companies likely
to make the purchases are the state-run firms, both
sources said.

“The purchasing, for example, reinforces the role of
the state sector because the purchasing is all being
done through state enterprises,” one of the sources said.
Another point of contention between the two countries,
telecommunications, may drive China to increase the
state’s role rather than reduce it, the source said.

Pressure from the United States on allies to reduce
cooperation with Chinese telecommunications champi-
ons such as Huawei Technologies could push the gov-
ernment into raising state support to develop technol-
ogy at home.

Decades of friction 
Subsidies and tax breaks have been a source of fric-

tion between the two countries for years. Washington
says Beijing has failed to comply with its World Trade
Organization obligations on subsidies that affect both
imports and exports. China has taken steps to address
some US concerns in cases brought before the WTO. It
has also begun to publicly downplay its push to domi-
nate the future of high-tech industries under its “Made
in China 2025” policy, although few expect it to jettison
those ambitions.

But the USTR complains of a catalog of other subsi-
dies and supports, including preferential access to capi-
tal and land. The United States says China has failed to
disclose subsidies as required by the WTO. Washington
has detailed more than 500 different subsidies it says
China applies in notifications to the WTO.

The scope of China’s local government subsidy pro-
grams is largely unknown, and even the Chinese nego-
tiators have said in recent discussions they do not know
the details of all those programs. “China continues to
shield massive sub-central government subsidies from
the scrutiny of WTO members,” the USTR said in a
February 2019 report to Congress on China’s WTO
compliance. — Reuters
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SHANGHAI: A worker cleans a Porsche Cayman GTS a day before the opening of the Shanghai Auto Show in Shanghai yesterday. Global carmakers flock to the Shanghai Auto Show this week with the world’s largest vehicle market fac-
ing an unfamiliar sales slump just as China veers toward an ultra-competitive electric future. — AFP
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A recession is
coming; US
online lenders
reduce risk
NEW YORK: US online lenders such as
LendingClub Corp, Kabbage Inc and Avant
LLC are scrutinizing loan quality, securing
long-term financing and cutting costs, as exec-
utives prepare for what they fear could be the
sector’s first economic downturn.

A recession could bring escalating credit
losses, liquidity crunch and higher funding
costs, testing business models in a relatively
nascent industry.

Peer-to-peer and other digital lenders
sprouted up largely after the Great Recession
of 2008. Unlike banks, which tend to have low-
er-cost and more stable deposits, online
lenders rely on market funding that can be
harder to come by in times of stress.

Their underwriting methods also often
include analysis of non-traditional data, such
as education level of borrowers. While plat-
forms see that as a strength, it has yet to be

tested in times of crisis.
“This is very top of mind for us,”

LendingClub Chief Executive Officer Scott
Sanborn said in an interview, referring to the
possibility of a recession. “It’s not a question of
‘if,’ it’s ‘when,’ and it’s not five years away.”
Sanborn and executives at some half a dozen
other online lenders who spoke to Reuters said
worsening economic indicators and forecasts
have made them more cautious.

Their worries are the latest sign that fears a
US downturn is nigh are growing. Economists
polled by Reuters in March saw a 25 percent
chance of US recession over the next 12
months. More recently, some executives said, a
Federal Reserve decision to halt interest rate
hikes reinforced those fears.

“We were seeing economists bringing up
some warning signs, and we were following the
Fed signals and that they were becoming more
dovish,” said Bhanu Arora, the head of con-
sumer lending at the Chicago-based lender
Avant. “We wanted to be prepared and ready.”

To position itself better for recession, Avant
came up with a plan late last year that includes
tightening credit requirements for segments it
identified as higher risk, Arora said. To be sure,
the executives said they are not yet seeing
glaring signs of trouble in their loan books. A
downturn is also far from certain. On Friday,

JPMorgan Chase & Co, the country’s largest
bank by assets, eased fears of a recession after
it posted better-than-expected quarterly prof-
its driven by what it described as solid US
economic growth. If a downturn hits, however,
it would separate the stronger online lenders
from the weaker ones. “All these different plat-
forms say they can underwrite in unique
ways,” said Robert Wildhack, an analyst at
Autonomous Research. “This will be the first
chance we have to see who is right and who
might have been taking shortcuts.”

Tightening credit 
In February, LendingClub, one of the pio-

neers of peer-to-peer lending, offered
growth projections for 2019 that fell short of
Wall Street expectations, partly a sign of
growing caution. LendingClub does not pro-
vide loans directly to consumers but earns
fees by connecting borrowers and investors
on its online marketplace. Sanborn said the
company has gotten more stringent about
credit standards for borrowers on its plat-
form and is attracting investors with broader
risk appetites in case the more cautious par-
ticipants pull back. It is also outsourcing
more of its back-office operations and relo-
cating some staff to Utah from San Francisco
to reduce expenses, he said. — Reuters

EU approves
copyright 
rules in blow 
to Google, FB
BRUSSELS: Google will have to pay pub-
lishers for news snippets and Facebook filter
out protected content under new copyright
rules aimed at ensuring fair compensation
for the European Union’s $1 trillion creative
industries. EU governments yesterday
backed the move launched by the European
Commission two years ago to protect
Europe’s creative industries, which employ
11.7 million people in the bloc.

“When it comes to completing Europe’s
digital single market, the copyright reform is
the missing piece of the puzzle,” the
Commission’s president Jean-Claude
Juncker said in a statement.

Under the new rules, Google and other
online platforms will have to sign licensing
agreements with musicians, performers,
authors, news publishers and journalists to

use their work. The European Parliament
gave a green light last month to a proposal
that has pitted Europe’s creative industry
against tech companies, internet activists
and consumer groups.

Wikipedia blacked out several European
sites in protest last month, while the change
was opposed by Finland, Italy, Luxembourg,
the Netherlands, Poland and Sweden. But 19
countries, including France and Germany,
endorsed the revamp, while Belgium,
Estonia and Slovenia abstained.

Under the new regime Google-owned
YouTube, Facebook’s Instagram and other
sharing platforms will have to install filters
to prevent users from uploading copyright-
ed materials. Google said the new rules
would hurt Europe’s creative and digital
economies, while critics said it would hit
cash-strapped smaller companies rather
than the tech giants.

Poland said the overhaul was a step
backwards as the filter requirement may lay
the foundation for censorship. EU lawmaker
for the European Pirate Party Julia Reda,
who had campaigned against the reforms,
said critics could take their case to court
but it would be slow and difficult and that
the best thing would be to monitor fair
implementation. — Reuters


