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The Trade War Heats Up 
Just another market fracas in a long series of mishaps in the current cycle? 

Global markets plunged when it was clear a 
trade deal with China was not imminent as new 
U.S. tariffs went into effect. China quickly 
responded with the announcement that it will be 
raising tariffs on $60 billion worth of US goods 
beginning on June 1. How much of this is 
negotiating bluster we will have to wait to see. 
That move comes after the Trump administration 
hiked tariffs from 10% to 25% on $200 billion in 
Chinese exports while Chinese negotiators were 
still in Washington, and then proceeded to 
initiate steps after negotiations broke down, to 
expand tariffs to cover almost everything else 
China sells to the US.  

President Trump went on a twitter rampage 
falsely claiming the tariffs would be paid by 
China. Trump finally appeared to concede in a 
tweet that Americans are the ones who really 
shoulder tariff costs. But he said “there is no 
reason” they have to pay them — as long as they 
buy from a “non-Tariffed Country. I love the 
position we're in." Many American goods, 
however, contain parts from China because of 
much cheaper labor or skilled technology 
workers in China, so it’s difficult to dodge 
products that aren’t affected by tariffs.  

Details of the Negotiations - Wall Street 
Journal highlights 5/13/2019 
Talks broke down over the weekend when 
Chinese negotiators let their U.S. counterparts 
know that they had serious reservations with the 
text. The Chinese were no longer willing to 
commit to changing laws covering intellectual 
property, forced technology transfer, subsidies 
and other issues at the heart of the dispute. They 
also objected to publication of all the details of 
the text, preferring a summary.  

To the Chinese, this was a matter of honor: The 
U.S. should trust Beijing to make the changes 
they said they would make, even if that meant 
changing regulations rather than laws. Besides, 

the U.S. was being unfair in refusing, upon the 
signing of a deal, to remove tariffs that had been 
assessed in the yearlong fight, the Chinese 
believed.  

The Trump administration believed it had an 
agreement that included a satisfactory level of 
enforcement should the Chinese record not 
improve. “Not tiger teeth, but real enough to 
make a deal,” one of the people tracking the talks 
said. 

Then Chinese officials said enforcement 
procedures would need to go through Chinese 
law-enforcement channels and couldn’t be 
guaranteed at the negotiating table, which U.S. 
officials didn’t view as a credible option. 

President Xi also was encouraged by a pickup in 
Chinese growth—the result of Beijing’s 
aggressive stimulus policies. The official 
People’s Daily said the text of any trade 
agreement “must be balanced and expressed in 
a way that is acceptable to the Chinese people 
and does not undermine the country’s 
sovereignty and dignity.”  

With a deal now in limbo, with no formal plan to 
resume, the key to future developments may be 
in the hands of Mr. Trump and Mr. Xi. Each of 
the leaders has emphasized their personal 
rapport through the dispute. Mr. Xi sent Mr. 
Trump a letter as last week’s talks began, saying, 
according to Mr. Trump, “Let’s work together, 
let’s see if we can get something done.” 

Mr. Trump after the talks ended Friday said on 
Twitter: “The relationship between President Xi 
and myself remains a very strong one, and 
conversations into the future will continue.” He 
added tariffs “may or may not be removed 
depending on what happens with respect to 
future negotiations!” The two leaders are 
expected to meet at the G-20 meeting at the end 
of June, if they don’t meet earlier. – continued - 
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Economic Outlook of Tariffs – Source: 
Krishna Memani, Chief Investment Officer, 
Oppenehimer 5/13/2019 
U.S. GDP growth will be reduced roughly by 
0.5%. Instead of growing at slightly above 2% for 
the year, the U.S. economy probably grows at 
slightly below 2%. From a fiscal consolidation 
and financial condition standpoint, the impact of 
the tariffs would be much less than the impact of 
the strengthening of the dollar in 2014-2016. 

If the status quo persists and China doesn’t 
devalue its currency, the net impact of tariffs on 
the Chinese economy is probably lowering 
Chinese growth to slightly less than 6%. If China 
devalues its currency in response, it will make 
the tariff-related pain a global problem, the 
impact on Chinese growth will be slightly less, 
and its economic growth probably stays above 
6%. However, growth in other countries will be 
slower. 

From a longer-term perspective, the impact of a 
Chinese currency devaluation is that global 
capital spending plans are probably reduced and 
global growth will remain challenged for a while 
longer. 

I think the right trade and tariffs model for long-
term investors is Brexit. Given the political 
environment in the U.S. with a presidential 
election upcoming in 2020, it is prudent now to 
assume that this issue will be with us for quite 
some time. While there may be a lot of back and 
forth, and partial solutions may be achieved at 
times, a final, comprehensive resolution is likely 
to be years in the making. On the other hand, if 
the U.S. and China surprise us with a quick 
resolution, that would be a bonus for global 
growth. 

In that context, it might be worthwhile to consider 
how global policymakers are likely to react to the 
slowing economy. My expectation is, if the 
downward growth trajectory accelerates, the 
likelihood increases that the U.S. Federal 
Reserve responds with a rate cut. 

Similarly, Chinese policy makers, who have 
been quietly but definitively stimulating their 
economy, are likely to respond with more fiscal 
stimulus. Under that scenario, I expect global 
growth will slow from its current pace of recovery, 
but the slowdown is unlikely to be catastrophic. 
And I continue to believe that the U.S. expansion 

probably lasts a while longer than what most 
market participants are expecting. 

With the prospects for a recession still relatively 
modest, from an asset price perspective, the 
current 10-year bull market has been built on two 
key foundations: Easy monetary policy on a 
global basis led by the Fed; and China’s fiscal 
stimulus preventing the Chinese economy from 
slowing down. If anything, the trade war forces 
policymakers on both sides to reinforce those 
foundations. 

As a result, I expect the current turmoil to be 
another market fracas in a long series of mishaps 
that we have encountered in the current cycle. 

It is still a secular bull market that is consolidating 
rather than giving up the ghost. Having said that, 
it would be imprudent to assert that risks have 
not increased. The slowdown in growth is real 
and unwelcome. 
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