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A Crossroad at APEC & Weekend Links

The upcoming APEC meeting is setting up as a watershed event.

There is a wide consensus that a US-China trade deal is in the works. Given that the last real
data point we have to inform us on President Trump’s ultimate objective for the bilateral
relationship is the 2020 Phase One trade deal — a rug-pull of the China hawks of little
fundamental relevance born of political expediency — we can’t fully discount the possibility
that he’s going to trade the national security of the United States and its role as global
hegemon for a some shiny objects. But it hardly seems like a strong modal probability.
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But let’s weigh the costs and benefits of, yet again, choosing short-term expediency over
making the hard (and expensive) choices to put the US on a sounder competitive footing
relative to its geopolitical rival. When we add it all up, we’ll see that what Trump will have to
sacrifice to secure a US-China deal is nothing short of the US role as global hegemon.
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Bloomberg News today reports on the outlines of a deal that China has dangled to
Administration officials that might have President Trump salivating.

China Pushes Trump to Drop Curbs as it Dangles Investment Pledge

China is pushing the Trump administration to roll back national-security restrictions on
Chinese deals in the US, dangling the prospect of a massive investment package as part
of a proposal that would upend a decade of policy.

The Chinese floated a figure of S1 trillion earlier this year, according to one of the
people, but the size of the potential investment being discussed now is unclear.

Matt Pottinger, a China hawk who served as deputy national security adviser during
Trump’s first administration, said allowing a surge of Chinese investment into the US
economy would be a major concession to Beijing. “That would be tantamount to the US
becoming part of the Belt and Road — indeed, its final destination,” he said.

The demands from President Xi Jinping’s negotiators also include lowering tariffs on
imported inputs from the world’s No. 2 economy used by any Chinese factories built in
the US, as a result, according to people familiar with the matter, who asked not to be
identified discussing private deliberations.

The Chinese proposals are part of a bold set of requests that include pressing the US to
change its decades-old stance on Taiwan — another red line for Washington.

Xi is going for it with this offer. Contrary to recent reporting, China isn’t simply trying to run
out the clock on Trump, but looks to sustainably flip the script of super-power confrontation.
It’s the classic Chinese maneuver: build a permanent defense against US geopolitical agitation
under the guise of a “win-win” outcome.

While it’s unclear whether all of this will come to a head at APEC, events seem to be moving
towards an “all or nothing” moment more rapidly than expected.

Coupled with making the President’s rare earth and soybeans headaches go away, $1T in fresh
investment seems like a tempting offer at first blush. And | suspect President Trump is
tempted by it. But peel back the onion, and the cost-benefit balance in this deal, as reported,
is immensely favorable to the Chinese.

Rare Earths

‘
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As | laid out in “A Layman’s Perspective on Rare Earths” (06/06/25), the global market for rare
earth magnets is a pittance at ~$20bn annually.

We do not need to procure rare earth minerals and produce magnets as efficiently as the
Chinese to maintain industrial competitiveness. We just need the damn magnets. Whether we
procure them at 3x the cost is immaterial.

The Trump Administration has gotten the memo and is proceeding to throw money at rare
earth miners and magnet producers to wean us off this Chinese dependency.

Given the strong push towards domestic production, moves to incentivize recycling, and a
promising search for alternatives to rare earth magnets, China’s chokehold on US industry
should begin to loosen in 18-24 months.

It hardly seems sensible to strike a deal that alters the long-term balance of power to alleviate
what, in the scheme of things, is little more than a short-term industrial nuisance.

Soybeans

Q” Donald J. Trump @ ©

@realDonaldTrump

The Soybean Farmers of our Country are being hurt because
Chinais, for "negotiating” reasons only, not buying. We've made
so much money on Tariffs, that we are going to take a small
portion of that money, and help our Farmers. | WILL NEVER LET
OUR FARMERS DOWN! Sleepy Joe Biden didn’t enforce our
Agreement with China, where they were going to purchase
Billions of Dollars of our Farm Product, but Soybeans, in
particular. It's all going to work out very well. | LOVE OUR
PATRIOTS, AND EVERY FARMER IS EXACTLY THAT! I'll be meeting
with President Xi, of China, in four weeks, and Soybeans will be a
major topic of discussion. MAKE SOYBEANS, AND OTHER ROW
CROPS, GREAT AGAIN!

6.76k ReTruths 30.3k Likes Oct 01, 2025 at 1:53 PM

Here are some facts about soybeans:

e The global soybean market is a duopoly, with Brazil (56%) and the US (28%) accounting
for 84% of global soybean exports.

e Chinais the dominant buyer, taking down 58% of global soybean exports. The next
biggest soybean importer is the EU at 8%.
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e US soybean exports to China in 2024 totaled $12.64bn, over half of a total $24.7bn in
agricultural exports.

e Brazilian Soybean exports to China in 2024 totaled $31.5bn, nearly 2.5x US exports.
This is another problem that is easily solved by throwing pocket change at it.

Exclusive | Trump Explores Bailout of at Least $10 Billion for U.S. Farmers

A senior administration official said the discussions have centered on 510 billion to 514
billion in aid. The aid likely would go toward helping soybean producers, as well as other
parts of the farm economy.

Treasury Secretary Scott Bessent said on CNBC that the administration could announce
new support for farmers on Tuesday. But that timeline could slip, the official said, noting
that the government shutdown might complicate those plans.

American farmers are harvesting one of the largest crops in history, fueling a glut that is
driving down prices for corn and soybeans. Rising costs for equipment, fertilizer, and
other materials are also crimping profits. U.S. soybean farmers are estimated to lose
roughly 5100 an acre this year, according to federal data.

Soybean futures prices have been hovering around S10 per bushel, down nearly 5% over
the past 12 months. But the cash price farmers receive for their crops when they are
delivered is about S2 lower in states such as North Dakota and Minnesota, which
typically ship soybeans to China.

When | read things like “Some Republicans estimate they will eventually need to provide $35
billion to S50 billion in aid to farmers hit by Trump’s tariffs,” | can only wonder what they’re
smoking. How is it possible that China's backing away from $12.6bn in soybean purchases can
require a $50bn support package? In a year with a bumper crop, no less!

Note that Congress passed a $10bn farm package in 2024, when the current US-China trade
spat was merely a twinkle in Donald Trump’s eye. This is not unique to the US, but farm state
congressional representatives wield outsized power and seem always to be pining for money.

Paying them off might not be optimal, but it’s nothing new, and its orders of magnitude less
expensive than continuing to allow the plight of the bean farmer to be held over our head by
the Chinese, like a geopolitical sword of Damocles.
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Politico reports that “the USDA’s Commodity Credit Corporation fund — which President
Donald Trump previously tapped to provide 528 billion in farm aid during his first-term trade
war with China — has just 54 billion left in the account,” which means that the bulk of any
farm aid package is likely to get caught up in year-end spending negotiations that will
commence as soon as the government reopens.

But with Bessent touting a “big announcement” on farm aid, hopefully enough progress can
be made prior to APEC on reducing this point of cheap, and inexplicably effective, Chinese
leverage.

Of course, all of the above is simply logic. It does not preclude President Trump from finding
himself unable to resist selling us out for a flashy headline like “China pledges to buy $100bn

in US soybeans.”

But the national benefit derived from outsized Chinese bean purchases is immeasurably small
- if not negative, because we all know they’ll pull the plug again at the first sign of a rift.

As noted last week, US Secretary of Agriculture Brooke Rollins gets the joke:

Farmers need to stop relying “on a country that isn’t aligned with our values” as a major
agriculture purchaser, she said, referring to China.

We should assume that she’s expressed that sentiment to the President and that he, too, gets
the joke.

Inward Investment

No doubt, the prospect of announcing ONE TRILLION DOLLARS in new investment in US-based
manufacturing capacity gives the President a bit of a tingle. But let’s not lose sight of the
source of the funds.

Here is the current policy of the Trump Administration towards inward investment from China,
as stated in the America First Investment Policy memorandum of 21 February 2025.

Certain foreign adversaries, including the People’s Republic of China (PRC),
systematically direct and facilitate investment in United States companies and assets
to obtain cutting-edge technologies, intellectual property, and leverage in strategic
industries. The PRC pursues these strategies in diverse ways, both visible and
concealed, and often through partner companies or investment funds in third
countries.
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Economic security is national security. The PRC does not allow United States
companies to take over their critical infrastructure, and the United States should not
allow the PRC to take over United States critical infrastructure. PRC-affiliated
investors are targeting the crown jewels of United States technology, food supplies,
farmland, minerals, natural resources, ports, and shipping terminals.

The PRC is also increasingly exploiting United States capital to develop and modernize
its military, intelligence, and other security apparatuses, which poses significant risk
to the United States homeland and Armed Forces of the United States around the
world. Related actions include the development and deployment of dual-use
technologies, weapons of mass destruction, advanced conventional weapons, and
malicious cyber-enabled actions against the United States and its people. Through its
national Military-Civil Fusion strategy, the PRC increases the size of its military-
industrial complex by compelling civilian Chinese companies and research institutions
to support its military and intelligence activities.

If you do a 180 on something called the “America First Investment Policy,” what do you call
what you’re left with? The “America Last Investment Policy?” The midterm taglines will
write themselves.

The President would also lose a large majority of his Congressional caucus on this one,
perhaps inviting hearings and even blocking legislation from his own party. I’'m surprised at
how steadfastly the Republican caucus continues to back the President, but this would
surely be a bridge too far.

Such a deal would splinter the President’s base. Uber-China hawk Steve Bannon would
jump ship. Media personalities like Tucker Carlson and Maria Bartiromo would call BS. |
wouldn’t be shocked if Treasury Secretary Bessent, whom Bannon strongly backed for the
post, starts to inch towards the exits.

Furthermore, the EU, Japan, and South Korea have already pledged to invest nearly $1.5T in
US manufacturing (although the South Korea deal is still being hashed out), giving us all that
money so that we can render ourselves, and by extension our security partners, secure from
potential Chinese supply-chain disturbances.

Do | need to point out that any Chinese manufacturing facility in the US will have an
embedded “kill switch” that will incapacitate it in the event of any serious geopolitical conflict?
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The China deal, as outlined, would turn the rationale for the allied trade deals on its head,
because the perceived long-term value of a US security guarantee would collapse. Given that
the stick of pulling back the security guarantee was presumably a big factor in bringing allies to
the table, | can’t see any reason that the EU, Japan, and South Korea wouldn’t get together
and tell Trump, “we’re out.” Why not jump into economic bed with China if the US has?

Tariff rates

A quick note on tariff rates. The Bloomberg report today suggests that China is not asking for
broad tariff relief but merely for an exemption on inputs that will feed their network of
factories in the US.

| presume that’s relief from the reciprocal tariff, currently set at 10%. | can’t imagine China
signing a major agreement with the US while the US continues to implicitly accuse it of mass
murder through maintenance of a 20% fentanyl tariff.

Surely, removing the fentanyl tariff would have to be part of any grand deal, potentially
leaving the global tariff structure upside down, with China earning a lower rate than supposed
allies.

At worst, China would bargain its rate down to 15-20%, which would be a serious blow to
Southeast Asian countries, currently seen as alternative production centers. Inward
investment to Asia ex-China would collapse.

Taiwan

And then there’s the biggie: the Chinese ask on Taiwan. While a rhetorical shift from “not
supporting” Taiwan independence to “opposing” it might not seem like much, the cross-strait
situation has been in such delicate balance for so long that the slightest movement might
disrupt the diplomatic equilibrium.

| doubt President Trump himself places much value on Taiwan, save for the fact that we're
dependent on it for the semiconductors that make modern life happen. But anything that tips
the leverage over Taiwan in China’s favor before we’ve made any progress on securing the
semiconductor supply chain would be highly irresponsible from a national security perspective.

Again, Republicans in Congress would go batshit. Here, it would probably be Secretary of
State Rubio who would start creeping towards the exits.
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This seems like a huge ask in return for a S1T investment that nobody but Trump himself
actually seems to want.

FWIW, here was US Ambassador to China, David Perdue, with CNBC this week, on US Policy
towards Taiwan:

“with regard to Taiwan, [Trump] has said very clearly we are not changing the one China
policy. We are going to adhere to the Taiwan Relations Act, the three communiques, and
the six assurances that were done under Reagan. Look, this has served the world very
well. We don't want any coercion, but we want this resolved peacefully.”

The APEC OQutcome

Here’s how I’d characterize the costs and benefits of the reported deal:

Benefit: Ag purchases Negligible to negative

Benefit: Rare earth magnet flow Considerable value, but degrading rapidly
Benefit: inward investment Significant negative externalities and political
costs

Benefit: Maybe China pulls backing Russia  More beneficial to the EU than the US
Cost: Tariff reductions Lost revenue; might disrupt allied trade deals
Cost: Taiwan policy shift Practical costs debatable; very high political costs

Let’s put aside the temptation to try to read President Trump’s mind in terms of what he really
wants as the US-China endgame. From a purely political perspective, he would be
miscalculating badly if he thinks this deal is beneficial.

This is only a deal that helps Trump get through the midterm elections if it is compared to a
counterfactual case of an all-out trade war with China, and the economic disruption that
would entail.

Surely, the status quo of an uneasy détente would be preferable — politically, economically,
and from a national security perspective.
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But, it's Trump, so who knows? It's amazing that after dominating the political spotlight for a
decade, we still can’t fully pin him down.

But the time is approaching when he can no longer hold his cards to his vest on this issue.

While all the talk has been of China wanting to run out the clock, we’re in a détente because
both sides have seen détente as their best option. But if Trump navigates the midterm
elections with his political capital intact and the Republican party well-placed for 2028, the
uneasy balance tips towards Trump. Xi can see this, which is why he is pushing Trump towards
a crossroad now. It’s his best chance to get Trump locked into an economic embrace.

If Xi can’t get Trump to make the deal soon, then we’ll know Trump is the one running out the
clock - on the midterm elections, after which the odds of him ripping the strategic decoupling
band-aid rise appreciably. If there’s not going to be a deal, Xi’s political calculus shifts from
accommodating détente to causing Trump political troubles at the midterm:s.

Hence, the bilateral at the APEC confab in Seoul at month-end is a critical crossroad in US-
China relations. China will be offering Trump the ultimate TACO: soybean purchases and rare

earth magnets in return for paving China’s path to global hegemony.

I'll be betting Trump doesn’t bite, but only because the political logic of this deal is so clearly
lacking, and we’ll get paid to bet that way because markets are expecting a deal.

But as always, with Trump, you can’t quite be sure.
On to the links...

Is this a sign that a big China deal remains far-fetched, or is the Administration so disjointed
that the left hand doesn’t know what the right is doing?

Trump Targets China’s Tech Sector by Expanding Trade Blacklist

Monday’s move could complicate continuing trade discussions between the two sides.
The Trump administration added dozens of Chinese companies to the entity list and told
companies not to use Huawei chips earlier this year, while China recently sanctioned
several U.S. firms, told its companies not to buy Al chips from Nvidia, and controlled
exports of key raw materials for the tech sector.

China’s Ministry of Commerce hit back in a statement, pushing the U.S. to quickly correct
its erroneous practices and halt the unreasonable suppression of Chinese companies.
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A change to US policy on Taiwan would surely scuttle these talks...

Taiwan Rejects US Demand for Half of Chips to Be Made in America

Vice Premier Cheng Li-chiun said Wednesday that the idea of having the US produce 50%
of the semiconductors it needs came from Washington, and Taiwan has never made
such a commitment.

“This issue was not discussed in this round of negotiation, and we will not agree to such
a condition,” Cheng said.

US Commerce Secretary Howard Lutnick said in a NewsNation interview published this
week that the US has held discussions with Taipei about the proposal as a way to reduce
the risks of over-reliance on overseas chipmaking.

Cheng said Taiwan wants to focus on concessions linked to the Section 232 investigation,
which has recently been expanded to cover more products.

It added that more than 70% of Taiwan’s exports to the US are semiconductor-related
and subject to the investigation. Negotiations can only wrap up after both sides reach
consensus on so-called reciprocal tariffs, Section 232 measures, and supply chain
cooperation, it said.

The Japanese explicitly link their investment agreement to the economic security benefits of
establishing secure US supply chains. How secure will the US supply chain be after it's injected
with S1T of Chinese investment?

Japan trade negotiator links $550bn investment in US to economic security

The investments would take the form of 1-2% in equity investments, loans, or loan
guarantees, Akazawa, minister of economic revitalization, said at a press conference at
the Foreign Correspondents' Club of Japan in Tokyo. Until the loans and loan guarantees
are recovered, the U.S. and Japan will split the cash flow from the projects 50-50, he
said.

Using the promised investments to set up U.S. supply chains will be good for "both
countries," Akazawa said. "Those efforts are beneficial for Japan's economic security and
also in accelerating Japan's economic development.”
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The facility will support Japanese companies' overseas expansion in nine sectors deemed
important to economic and national security, the statement said. The sectors include
semiconductors, pharmaceuticals, steel, shipbuilding, critical minerals, aviation, energy,
automobiles, and artificial intelligence.

Akazawa said the 5550 billion in investments would not impact the Japanese currency,
which is already weak against the greenback. Rather than the funding coming from
Japan exchanging its currency for the dollar, he said it would come from the country's
foreign exchange special account. Any money borrowed from that account must be
returned at some point.

The S550 billion is [within] the range where it can be done without impacting foreign
exchange, and operations will ensure there will be no impact" on the yen," Akazawa said.
It’s hard yards, but the movement towards strategic decoupling continues apace...

Macron urges Brussels to protect EU industry from US, China with ‘sector by sector’ tariffs

French President Emmanuel Macron has called on the European Commission to slap
tariffs across multiple sectors to protect Europe’s ailing industry.

Speaking before a meeting of EU leaders in Copenhagen on Wednesday, the French
president said Brussels should go beyond the levies it imposed on Chinese electric
vehicles last year and the duties on steel that it is set to introduce later this month.

Europe is the only “place where we don’t protect our domestic players,” Macron said,
pointing to Chinese and American efforts to boost industrial production through state-
led industrial policies and tariffs.

“If we want to remain sovereign, we have to protect the existing players when they
suffer from the absence of a level playing field,” he added. “What we started with the
Chinese EVs, what we follow with steel today, we have to do sector by sector.”

To close on a low note, this is worrisome. Industrial policy to goose rare earth magnet
production, where speed is of the essence, or to subsidize farmers in light of political realities,
is one thing. But for the rest, why not just slap a high tariff on Chinese goods in recognition of
the negative externalities stemming from supply-chain dependence and then let the market
sort it out?
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If a widescale industrial policy is seen as a substitute for restricting Chinese imports of critical
materials via tariffs, Trump’s economic policy will end in shambles.

Exclusive: Trump targets deals in pharma, Al, energy, mining before midterm elections

The Trump administration is pursuing deals across up to 30 industries, involving dozens
of companies deemed critical to national or economic security, according to more than a
half dozen people familiar with the talks.

The plan is to use the broad powers of government to push companies to further
Trump's goal of moving manufacturing to the United States, reducing dependence on
China, strengthening supply chains for critical products, and contributing to the
government's coffers.

Administration outreach has touched disparate corners of the economy including
semiconductors, Al, quantum computing, critical minerals, ship building, energy, battery
production, pharmaceuticals and freight, the sources said.
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