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Understanding the escalating trade row and what it means
for global markets
Escalating trade tensions between the United States and China have unsettled investors
worldwide. Global market indices took a tumble in the past week, with Chinese equities
bearing the brunt of the selling.1 In this note, Paul Boyne, Lead Portfolio Manager of Global
Equity Strategy, takes a look at the key issues, and shares how recent developments have
shaped his views on the equity markets.

We have long felt that markets are underestimating the downside risk associated with a number of
macro issues. This list includes rising US rates, a shrinking Fed balance sheet, European Central Bank
(ECB) Quantitative Easing (QE) tapering, a strengthening US Dollar, rising oil prices and high debt
levels—all set against a backdrop of generally elevated multiples and margins. The recent escalation of
trade tensions between the US and other countries, particularly China, could also pose a significant
headwind for global growth going forward as well.
So far, the Trump administration has announced US$50 billion of tariffs on Chinese imports, the first
US$34 billion of which will be implemented on 6 July2 with the rest possibly coming into force in late
August. Most of these tariffs are on intermediate goods, and are therefore likely to increase input costs
for US businesses. We have seen this affect some companies that we are following.
The White House has also threatened an additional US$200 billion in tariffs on US imports from China
and is constructing a list of goods to be targeted.3 In response, China is also implementing US$34 billion
in tariffs on US imports on 6 July.4 If this escalates, China could eventually run out of goods to impose
tariffs on because it does not import enough items from the US. In our view, China could expand the
tariffs to include services and might even take measures such as increasing compliance for US
companies operating in China, interfering with licensing and boycotting US products. They could also
potentially allow the renminbi to depreciate further, and take steps to rebalance the People’s Bank of
China’s balance sheet away from US Treasuries—all measures that could impact markets significantly.
At the heart of the ongoing tensions we believe, is an ongoing battle for leadership over next generation
technological competences such as machine-learning, quantum computing and artificial intelligence. Set
against this “phony” war, tariffs may be a relative sideshow. While the Chinese government has made
this central to their medium-term growth strategy, encompassed in its Made in China 2025 strategy, 5 we
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do not believe the US would step aside and watch China become the world leader in these areas. As a
result, trade tension between the US and China could escalate further.
Even if we think tariffs are a relative side show, it is difficult to see how the brewing disagreement could
be limited to just the US and China. The European Union (EU) believes recently imposed steel and
aluminum tariffs are illegal according to WTO rules and have responded in kind with tariffs on US
products.6 The US is now considering applying 20% punitive tariffs on European cars, posing an obvious
headwind for German and therefore European growth.7 With the Chinese looking set to implement a
series of tariffs on US agriculture, it seems likely the US will respond with offsetting subsidies. In our
view, the resultant domino effect could see the EU imposing tariffs and/or sanctions on US agriculture as
well.
A key question is whether all these threats are a negotiating tactic to lower trade barriers for US
exporters or if the measures will be implemented and do real harm to global trade and global economies.
At an extreme, it could lead to the unwinding of globalization and borderless supply chains—factors that
have contributed to margin expansion and helped keep price inflation muted. Global cyclicals would be
under threat in this scenario and it seems investors have only just begun to react to this risk. Put simply,
a trade war would damage growth, margins and ultimately free cashflow generation of these companies.
We have (broadly speaking) adopted a more defensive position and believe we would benefit if these
trade issues escalated to the extent that it brought down stock valuation—which we think are stretched
and unsustainable. Offset against this is the risk that the US, despite material relative dollardenominated outperformance over the past couple of years, continues to attract capital owing to its
status as a safe-haven. That said, we continue to have a cautious view of US assets, a perspective
predicated on relative valuations.

………………………………………………………………………………………………………………………………………
6
7

Source: Reuters, "EU plans to hit US imports with duties from July”, 6 June 2018.
Source: Wall Street Journal, “Trump Threatens 20% Tariff on European Cars, Seeks More U.S. Production”, 22 June 2018.

2

3 July 2018

Disclaimer
Manulife Asset Management is the asset management division of Manulife Financial. The information and/or analysis contained in this material
have been compiled or arrived at from sources believed to be reliable but Manulife Asset Management does not make any representation as to
their accuracy, correctness, usefulness or completeness and does not accept liability for any loss arising from the use hereof or the information
and/or analysis contained herein. Neither Manulife Asset Management or its affiliates, nor any of their directors, officers or employees shall
assume any liability or responsibility for any direct or indirect loss or damage or any other consequence of any person actin g or not acting in
reliance on the information contained herein.
This material was prepared solely for educational and informational purposes and does not constitute a recommendation, profes sional advice, an
offer, solicitation or an invitation by or on behalf of Manulife Asset Management to any person to buy or sell an y security. Nothing in this material
constitutes investment, legal, accounting or tax advice, or a representation that any investment or strategy is suitable or appropriate to your
individual circumstances, or otherwise constitutes a personal recommendation to you. The economic trend analysis expressed in this material
does not indicate any future investment performance result. This material was produced by and the opinions expressed are th ose of Manulife
Asset Management as of the date of this publication, and are subject to change based on market and other conditions. Past performance is not an
indication of future results. Investment involves risk, including the loss of principal. In considering any investment, if you are in doubt on the action
to be taken, you should consult professional advisers.
Proprietary Information – Please note that this material must not be wholly or partially reproduced, distributed, circulated, disseminated, published
or disclosed, in any form and for any purpose, to any third party without prior approval from Manulife Asset Management.
These materials have not been reviewed by, are not registered with any securities or other regulatory authority, and may, where appropriate, be
distributed by the following Manulife entities in their respective jurisdictions.
Indonesia: PT Manulife AsetManajmenIndonesia. Malaysia: Manulife Asset Management Services Berhad. Thailand: Manulife Asset M anagement
(Thailand) Company Limited. Singapore: Manulife Asset Management (Singapore) Pte. Ltd. (Company Registration Number: 200709952G).
Vietnam: Manulife Asset Management (Vietnam) Company Ltd. Australia, South Korea and Hong Kong: Manulife Asset Management (Hong
Kong) Limited in Hong Kong and has not been reviewed by the HK Securities and Futures Commission (SFC). Philippines: Manulife Asset
Management and Trust Corporation Japan: Manulife Asset Management (Japan) Limited. Taiwan: Manulife Asset Management (Taiwan) Pte. Ltd.
(Investment is not protected by deposit insurance, insurance guaranty fund or other protection mechanism in Taiwan. For the disputes resulted
from the investment, you may file a complaint to the Securities Investment Trust & Consulting Association of the R.O.C. or Financial Ombudsman
Institution. License No. 106 Jin-Guan-Tou-Xin-Xin-008 "Independently operated by Manulife Asset Management (Taiwan) Co., Ltd." /6F., No.89,
Songren Rd., Taipei, Taiwan 11073, Tel: (02)2757-5999, Customer Service: 0800-070-998.)

3

