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China Briefing
New President, New Paradigm?

Executive summary
• The world awaits what will come next in US politics. But either way, Chinese policy makers appear to be fighting a war that cannot be won, 

based on misunderstanding the US position. Whatever benefits China brings are aggregate, but grievances are local, and China is an easy 
target for pent-up popular pique. 

• The US, for their part, are extremely keen to beat China as hard as possible with whatever stick can be found prior to the November election. 
That appears based more on industrial policy and geo-economic rather than security concerns. 

• A Biden administration will change some elements of this dynamic: there will be more a focus on industrial policy and less on sanctions and 
tariffs. But US-China tensions will not just go away with a new presidency. As a former White House official told Silverhorn “the Republicans 
stole the Democrats line on trade and China”.

• While US-China relations may be in the doldrums, it is not clear that this is Beijing’s primary concern. The domestic Chinese economy is strong 
and Chinese companies are increasingly the only companies investing overseas. Whoever is in the White House in 2021 is likely to see a post-
election China policy reset as the most attractive option.

US-China relations: new President, new paradigm?

The recent US-China tech war has been brutal and, for companies, 
value-destroying. Much of the war has been led from the White House. 
What has been less clear are what are the forces driving some of the 
tech war, and why China’s Trump-led strategy has not worked.  

With President Trump’s recent COVID diagnosis and the US elections 
looming, we now wish to look at what comes next. Prudence demands 
preparation; the next six months will be crucial for shaping the next 
decade of global affairs, not to mention technology development. 

There are a number of trends shaping US-China and also global 
relations. One is the concentration of power in the executive arms, 

 

in the Oval Office of the White House. With concentration has come 
confusion. Gains in bilateral relations have been counter-balanced 
by losses caused by deteriorating relations with other countries. 
There is a yawning chasm between Trump’s art of the deal, and the 
bureaucratic art of regulation. China’s problem is that this gap has 
been filled by policies that will hurt US-China relations.

Yet on the Chinese side there is only hope for a change of leadership, 
and hope is never a policy. The structural disagreements between the 
two countries look unlikely to change any time soon. Mostly, that is 
because China is fighting a war it cannot win, based on a strategy that 
misunderstands the US position.
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The Art of the Deal comes to Geopolitics

On the US side, China relations are being carried out more through 
executive orders, not coordinated policy decisions. 

The US is well-conditioned to have foreign policy determined mainly by 
the Oval Office: presidents Bush and Obama both eschewed elements 
of normal foreign policy making in order that they send memos, and 
even killing drones, from their office directly. An Obama foreign policy 
advisor went even further, calling establishment figures part of a 
“Blob”.

Trump has added an element of populism and theatricality to this 
executive power. For example, to return more manufacturing jobs to the 
US, his then-rival for the presidency, Hillary Clinton, argued that the 
United States needed “engagement in tripartite trade negotiations with 
Mexico and Canada”. Trump’s proposal was that “we’re going to build a 
wall, and the Mexicans are going to pay.”

Building a wall is unfeasible, impractical, and not going to happen. (A 
cursory glance at US-Mexico attempts to stop the drug trade is enough 
to show how hard it is for any form of wall to work. Major trafficking 
gangs have used giant catapults, mile-long hydraulic tunnels and 
submarines to move goods from Mexico to the US. And these are just 
the things we know about.) 

But Trump didn’t want the wall to happen. He wanted to raise the 
possibility that free trade would be biased into bilateral trade where 
other nations would be nice to the US. Such a simple, visceral line has 
far more power than any trilateral engagement summit.

Trump’s problem is simple: the same clarity and simplicity towards one 
nation just threatens other nations, squeezing the balloon so hard that 
it may yet pop. China is the nation that best illustrates the limits of 
Trump-ism. 

Let us take two areas that the US has made a particular priority: the 
EU and Vietnam. In both cases, cooperation with the US on China has 
been discussed openly and frequently in US media, policy, government 
and business circles. 

All 27 EU countries unanimously adopted a tougher approach on China 
by calling it a systemic rival last year. They share the same grievances 
over China’s lack of market access, level playing field and intellectual 
properties protection, including many examples of identical wording. 
And yet Trump described the relationship as: “European Union: very, 
very difficult. The barriers they have up are terrible, terrible. In many 
ways, worse than China.”

A similar point can be made about Vietnam. While Vietnam has a 

similar political system to China, the Trump administration appears to 
downplay human rights issues and it has not imposed any sanctions 
on Vietnam. Vietnam has also promised to increase imports from the 
US and cut tariffs, especially in agriculture. In its most recent defence 
white paper (2019), Vietnam changed its foreign policy principles to 
now “consider developing necessary, appropriate defense and military 
relations with other countries… regardless of differences in political 
regimes and levels of development.”

In return, on Friday, the US announced an investigation into Vietnam’s 
currency practices using section 301 of the US Trade Act. Section 301 
allows the Oval Office to order whatever measure it thinks necessary 
to addresses “unfair” foreign barriers to US exports. Trump’s first shot 
in the US-China dispute came with a Section 301 notice in late 2017.

China continues to be squeezed

Section 301 aside, there have been two waves of US-China executive 
orders. The first is a tournament of ideas kind of model, where 
coalitions can form which push policies that Trump eventually decides 
on. 

Take the recent TikTok action for example: TikTok had already gone 
through a rough process of investment approval to take over  
Musical.ly, and, at the same time a number of tough-on-China 
Republican senators said that no one from their side should meet 
with any Chinese companies. But the issue lay dormant until India 
banned 59 Chinese applications, at which point a group of various 
China hawks took an action on TikTok to Trump. Trump, we have been 
told, was brought the TikTok order and the WeChat order at the same 
time and he just signed them on different days, without going through 
an inter-bureau process. In this case, the action came bottom-up to 
Trump.

The second process is led by Trump himself. This was discussed most 
recently in Wall Street Journal reporters Wei Lingling and Bob Davis’ 
book on the US-China relations. Wei and Davis noted that the last 
week of 2019 was specifically deemed F*** China week by the White 
House, where all activities could be undertaken at once. This was due 
to a loss of feeling earlier in the year that Trump and Xi alone could 
really get along. In this case, the US President seems to be leading the 
process. 

The outcome in both cases remains the same: the US continues to up 
the ante. 

This is most evident in the use of tariffs, which Trump called “the 
greatest negotiating tool in the history of our country.”  The trade war 
between the US and China started in 2018. Following the 2017 Section 
301 notice, the Trump administration implemented tariffs on various 
Chinese goods, citing the country’s trade practices, limited market 
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access, intellectual property theft, and, in the shadow of Mexico’s wall, 
the need to bring manufacturing jobs back home. 

China has seemed powerless to deal with Trump’s actions. The most 
recent agreement, which was signed in January, included intellectual 
property theft provisions and a promise from the Chinese to increase 
purchases of US goods by USD 200bn to reduce trade imbalances. 
Yet in the past two months alone the US has crippled Huawei’s supply 
chain, and chopped off a chunk of TikTok’s value. One day before 
coming down with COVID, US President Trump declared a “national 
emergency” due to China supplying 80% of so-called rare earth 
minerals commonly used in commercial and defence technologies. 
While Trump convalesces, the US has announced a ban on any of 
China’s 90 million Party members applying for US citizenship or entry 
to the US. And the trade deficit seems to be untouched.

A similar story can be told for investment. At present, there is too 
much capital in the world and not enough productive investments for 
this capital that may provide a return. So, unsurprisingly, billions of 
dollars from US investors have flowed into Chinese equities in the past 
few years. The Chinese bond market is also seeing major increases in 
international participation. 

CFIUS, the Committee on Foreign Investment in the United States, 
has however blocked Chinese investment across a number of areas: 
agriculture, financial services, dating apps, and software. Chinese 
investment in any area involving technology, the military, or data 
could face immense hurdles to get approved by US regulators. This 
particularly hurts China because it remains dependent on foreign 
hardware, specifically semiconductors, to maintain its extremely 
vibrant software industry. 

This is also affecting capital markets. The US blocked a federal 
pension plan from investing in Chinese companies traded on mainland 
exchanges and has urged universities to clean their endowments 
of China. In May, a bill was brought to the Senate that threatened 
delisting Chinese companies from US stock exchanges should US 
regulators not be given more access to their books. 

None of this will make a dent in the ability of Chinese companies to 
raise capital: American investments in China (about USD 100bn a year) 
represent less than 2 percent of China’s total investment (about USD 
6tn a year). Rather, it is the end of a chain of decisions, all aimed at 
blocking China from gaining and developing technology. 

The Trump administration has used whatever it can to stop China’s 
technological rise. In 2018, it launched a campaign to rid the US 
network of components from Huawei and ZTE, the Chinese telecom 
equipment giants, citing national security concerns. It added a range 
of Chinese technology companies to the US Entity List, a way of 

preventing US firms from doing business with their banned overseas 
counterparts. Technology researchers have had their US visas 
restricted. And the Federal Bureau of Investigation has escalated 
arrests and surveillance of students and researchers it suspects of 
being spies, or of doing business with China.

No Chinese answers

China’s struggle is that it does not know how to react. Right now, it is 
playing for a reset in US-China relations, and acting as proportionally 
as possible. 

For example, the Trump administration recently announced it would 
ban social media apps TikTok and WeChat from US devices, arguing 
that Chinese businesses should not have access to the personal data 
of Americans. In return, China is preparing to launch an antitrust probe 
into Alphabet Inc’s Google, looking into allegations it has leveraged 
the dominance of its Android mobile operating system to stifle 
competition.

We have already written about the TikTok and WeChat bans: we remain 
convinced that the WeChat ban would make no difference to Tencent 
other than to remove the one thing they fear, intervention by the 
Chinese government, and thus help their commercial prospects. 

But the question for Beijing remains the same: what is to be done? 
They are limited in their response by two things. 

Firstly, China is seen as an industrial policy threat. The economic parts 
of Trump’s US-China strategy are often overlooked. But it is clear that 
this leads the security elements. Drafters of the US China strategy 
under Trump have told Silverhorn that their focus was on Made in 
China 2025, the industrial policy, and was not led by the intelligence 
or national security community. This strategy gave all arms of the US 
government the green light to develop anti-China measures. They listed 
Huawei is the primary example: attacked first as it was seen as part of 
Beijing’s wish to develop so-called ‘core technologies’. Trump issued an 
executive order attacking Huawei first; only after that did various US 
regulatory agencies develop regulations crippling the company. 

China for its part has struggled greatly to develop a way of 
understanding Trump and the trade war. Initially, it failed to elevate 
the relationship appropriately. China sent an envoy of relatively junior 
status, taking advantage of the fact that ministers and vice ministers 
within the Chinese system are far lower ranking than their American 
counterparts. It also allows China’s leaders a useful patsy or fall 
guy. Envoys must be constantly returning back to home base for 
coordinating advice and bargaining positions.  

But China was left without any form of leg to stand on once it needed 
to take a strong position. That’s mainly because it failed to take a 
clear position. China first announced it would develop a banned list of 
companies to hang over the head of US investors in May 2019, at the 
height of the trade war. But it took more than 16 months for Beijing 
to publish the regulation. This is, in part, due to the cellular nature of 
Chinese politics: only Xi Jinping has total authority and can try and 
step in to override the many warring parties on China’s trade war. And 
why would he put his personal legitimacy on the line over dealing with 
Trump when the outcome is so unclear?

Figure Two in the following page maps China’s official lines and 
statements on the US-China relations and their actions in 2018/2019, 
before the first deal was signed. It shows clearly how few statements 
or motions were made by the very top levels, and rather the panoply 
of different positions taken by various ministries (the bottom of the 
diagram). 
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China also seems to be misreading how the US portrays itself. Trade with China is undoubtedly good for the average US consumer. And China’s 
purchases of trade goods are often in marginal states (see below), especially for soybeans. But people don’t really notice stories of how the price of a 
t-shirt remains the same, but they do notice when their cousin can’t find a job.

What the US ships to China 
Goods with largest positive trade balance

Soybeans

Data: UN Comtrade database
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Finally, China has not used multilateral bodies effectively. For example, 
it protested against Trump’s 2017 use of Section 301 in the WTO. But it 
also retaliated, slapping measures on American goods, who counter-
retaliated by imposing more Section 301 tariffs. The WTO strictly 
prohibits unilateral retaliatory measure without WTO authorisation. 
Moreover, China’s status as a market economy means that it should 
not force state bodies to make purchase or sale decisions against 
market interests. Yet fixing the trade war required China to commit to 
buying USD 200bn of American goods, which obliges them to direct 
SOEs to “buy American”. That too is against the WTO rules.

What happens next?

In Washington, there is a febrile, bipartisan consensus that one must 
be tough on China. Estimates put it that 75-80% of Americans are 
“anti-China”. And all accounts we currently have of Trump’s China 
advisors are clear: they want to do something on US-China relations 
that cannot be reversed. Part of this seems unnecessary; as a former 
Trump White House employee told Silverhorn “the Republicans stole 
the Democrats line on trade and China”. 

That said: shifting who sits in the White House will make a difference. 
A Biden administration would still talk tough on China but it would 
follow more coordinated, technocratic tactics. 

Firstly, strategy will be more multilateral, and less based on trying to do 
bilateral deals. While a multilateral trade deal would be a bridge too far, 
what is most likely are a number of “coalitions of the willing”: groups 
of technology exporting countries, the Quad for defence, Anglo-Saxon 
countries who share American values, etc.  

Secondly, Biden will focus on domestic industrial policy. This is likely 
to empower the US Department of Commerce in particular, whose 
mandate will be to restrict as much access to the US as possible. We 

expect the Biden administration to pin a target on everything that is 
on the Made in China 2025 list, and the US will develop their own 
industrial policy that also will be responding to Made in China 2025. 
That is primarily focused on sectors – pharmaceuticals for example. 

However, other areas will be unscathed. American firms are likely to 
be allowed to go out to China, but Chinese firms trying to list in the US 
will face a tough time. Chinese firms not providing access to audits has 
been listed by two likely Biden China advisors as a specific problem. 
Listing on US stock exchanges is unlikely to be the default position for 
Chinese firms, no matter who wins the election. And we expect supply 
chains to be largely unscathed. At present, the United States spends 
more than USD 100bn each year importing products from China made 
by two Taiwanese companies: Foxconn and Pegatron. It is hard to see 
that being detached any time soon. 

All of those changes can basically be lumped together as the revenge 
of the regulators. But it is missing the brutal cut-through of the 
Trump administration. In part, that is because people don’t trust the 
regulators any more. Trump is easy to mock, but he also has a playbook 
that we are seeing across the world right now: distrust of elites (public 
officials, the media, scientists) is becoming common. Information is no 
longer as easily accepted on authority.

Such a loss of rational legitimacy will be bad news for China. At the 
moment, tit-for-tat solutions have led to a downwards spiral, where 
anything positive that China does is not acknowledged. From the 
perspective of Chinese businesses, the strength of the domestic 
market is such that our portfolios (Tencent and Silverhorn Principal 
Investments) do not depend at all on US relations. But given our long-
term commitment to China, we, and the markets more broadly, wait 
and see if Beijing and Washington can find ways to break this cycle.

What China ships to the US 
Goods with largest negative trade balance
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Disclaimer
This document, and the information contained in it, is prepared 
by Silverhorn Investment Advisors Limited (“Silverhorn”) and 
is strictly confidential. As such, this document must not be 
issued, circulated or distributed to any other person other than 
the intended recipient under any circumstances without prior 
written consent of Silverhorn. 

This document is not directed to any person in any jurisdiction 
which (by reason of that person’s nationality, residence or 
otherwise) is prohibited by law to access such information.

For investors in Hong Kong: Any products and services 
contained and described in this document are intended only 
for “professional investors” as defined in Part 1 of Schedule 
1 to the Securities and Futures Ordinance (Chapter 571 of the 
Laws of Hong Kong). 

For investors in Singapore: Any products and services 
contained and described in this document are intended 
only for “institutional investors” and “accredited investors” 
as defined in section 4A of the Securities and Futures Act 
(Chapter 289 of the Laws of Singapore).

For investors in Switzerland: This marketing communication 
and any products contained and described in this document 
are intended for “qualified investors” as defined under Article 
10 of the Swiss Federal Act on Collective Investment Schemes 
(Collective Investment Schemes Act, CISA) of 23 June 2006 
(SR 951.31) and the FINMA Circular 2013/9.

This document is provided for information purposes only 
and does not constitute an offer to anyone, or a solicitation 
by anyone, to make any investments in securities. Such 

offer will only be made by means of a personal, confidential 
memorandum. The content of this document has not been 
audited or reviewed by any regulatory authority in Hong Kong, 
Singapore or elsewhere. 

All information contained in this document is subject to 
copyright with all rights reserved.

Investing involves risk
You should remember that the value of investments can go 
down as well as up and is not guaranteed. Past performance 
is not a guide to future performance and may not be repeated. 
The actual performance realised by any given investor depends 
on, amongst other things, the currency fluctuations, the 
investment strategy invested into and the classes of interests 
subscribed for the period during which such interests are 
held. Emerging markets refer to the markets in countries that 
possess one or more characteristics such as certain degrees 
of political instability, relative unpredictability in financial 
markets and economic growth patterns, a financial market 
that is still at the development stage, or a weak economy. 
Respective investments may carry enhanced risks and should 
only be considered by sophisticated investors.

No liability
This document is intended for information and discussion 
purposes only and is not intended to be promotional material 
in any respect. The views and opinions contained herein 

are those of the author(s), and do not necessarily represent 
and may differ from the views of Silverhorn as expressed or 
reflected in other communications and promotional materials. 
Information contained herein is believed to be reliable, but 
Silverhorn does not warrant its completeness or accuracy.

Nothing contained in this document constitutes financial, 
legal, tax, investment or other advice, nor should any 
investment or any other decisions be made solely based on 
this document. This document does not provide any advice or 
recommendation as to whether any securities or investment 
strategy referred to in this document is suitable for the 
intended recipient.

Although all information and opinions expressed in this 
document were obtained from sources believed to be reliable 
and in good faith, no representation or warranty, express 
or implied, is made as to its accuracy or completeness and 
no liability is accepted for any direct or indirect damages 
resulting from or arising out of the use of this information. 
All information as well as any prices indicated are subject to 
change without notice. Any information on asset classes, asset 
allocations and investment instruments is only indicative. 
Before entering into any transaction, investors should consider 
the suitability of the transaction to their own individual 
circumstances and objectives. We strongly suggest that you 
consult your independent advisors in relation to any legal, 
tax, accounting and regulatory issues before making any 
investments.

Contact Silverhorn
If you have any enquiries concerning the document, please 
contact your Silverhorn client advisor for further information. 
Any communications with Silverhorn (including telephone 
conversations) may be recorded.
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