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10% TARIFFS ON USD200BN OF CHINESE GOODS RISING TO 25% BY YEAR-END.
Ready to go with tariffs on another USD267bn of Chinese goods in preparation for
January 2019. 1
Not so obvious
Chinese equity markets are down significantly year-to-date
whilst US major indices are up. Trade war won? Hang on a
minute, maybe some deeper thinking is required?

Made in America?
As you can see from a Dreamliner construction, global
trade is a lot more complex than many are making out, as
are the subtleties in thinking in different countries. The
recent escalation in the tariff war with China coincides with
a period of time when the nation was preparing a nationalistic commemoration of resistance to foreign humiliation. 2
In 1820, China`s economy was the largest economy in the
world (according to British economist Angus Maddison),
but within a decade of the second opium war, China`s share
of global GDP fell by about half. 3
It began in the early 19th century, when the European
vogue for Chinese tea and manufactured goods left the
Qing Empire with a substantial trade surplus. The British
East India Company sought to redress this imbalance by
paying for Chinese imports with the opium it grew in India.
That stopped the drain on its silver reserves but fuelled

Source: REUTERS GRAPHICS; Diagram of the Boeing 787 with details parts
and where they are manufactured.

a growing addiction crisis in China.4 It is estimated that
between 4-12 million addicts were created as a result of the
Opium Wars, which eventually led to the handover of Hong
Kong to the British and began what the Chinese view as
their Century of Humiliation (1839-1949).
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Even some Americans entered the trade by bringing opium
from Turkey into China. Some of the American opium traders included the great-grandfather of US President, Franklin
D. Roosevelt, and ancestors of US Secretary of State, John
Forbes Kerry.
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You can perhaps now understand why an imminent capitulation by the Chinese for a trade deal seems unlikely,
and why we should prepare ourselves for a long drawn out

fight with the escalation likely to continue as Chinese and
US nationalistic pride collide.
These issues with China – intellectual property, opening
up the economy- are more severe than those of recently
negotiated deals with South Korea, Mexico, and Canada,
given the current Chinese nationalistic sentiment, overall
size of the Chinese economy and its significantly higher
importance for the US economy in terms of trade.

Tailwinds could turn into headwinds with the chance of turbulence
Having just returned from a business trip to the US, I can
say that as an outsider the animal spirits seemed to have
been rekindled as reflected in the economic performance
(recent US GDP print over 4%) 6 and consumer sentiment,
mainly due to the tax cuts and deregulation which should
be applauded.
BUT
There are some concerns. The recent rate hike by the FOMC
(Federal Open Market Committee) with one more telegraphed by year 7 end and another three predicted for next
year could result in the FED tightening into a slowdown of

the US economy; therefore, the risks of a policy error have
increased substantially.
Whilst there is little evidence that tariffs have had an impact on the US economy, there is somewhat of a delay in
them filtering through to the real economy. Looking at
the recent sharp increase in trade deficits the US has with
other countries, one could conclude that many companies
have pre-purchased goods before the enactment of tariffs.
However, this raises the question of what happens to the
future demand, and are we setting ourselves up for weak
PMI`s in the future?

Preview of things to come?

Source: Pantheon Economics, Chart showing the consumer price inflation for washing machines,
since the US 20% tariffs on washing machines went into effect in January 2018.

Tariffs, indirectly, are essentially a tax on the consumer,
and as they start to bite, are likely to lead to price inflation,
as is the recent increase in the price of oil, again perhaps
causing the FED to tighten monetary policy at a faster pace.
The FED has also found itself in an increasingly uncom-

fortable position having been attacked by the President
for raising interest rates.8 So perhaps, at the back of their
minds, there is a worry that if they pause it could be read as
acquiescence.
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The tariffs already imposed plus the ones threatened being
implemented at a 10% rate would cost USD households an
average of USD400 per year 9 (assuming the rate doesn`t
ramp up). These combined with the rising cost of oil and
higher interest rates, could have an impact of squeezing US
consumers purchasing power (discretionary income) given
the relatively modest wage growth we have seen.
10

With an unemployment rate of 3.90% (pretty much
full employment), who is going to be left to do the jobs

brought back to the country?
Whilst US corporate profit growth has been excellent this
year, 11 earnings expectations for 2019 have still to come
down, and earnings comparisons are going to become
more difficult. Simple maths!
All of these combined factors contribute to what we
believe is an invisible wall of worry which could materialise
over the next nine months.

“Abandon hope all ye who enter here “- Dante
Is the supposed inscription at the entrance to Hell, but he
might as well have been talking about European equity
markets!
Looking at the outperformance of the US equity market
(S&P 500) versus European equities (Euro Stoxx 50), the gap

has never been wider and now appears to be at unsustainable levels. It feels imminent that something is going to
change soon and the broad negativity towards European
stocks in favour of the US suggests we are close to an inflection point. The chart resembles the jaws of a crocodile

Source: HiddenLevers.com; Monthly stock price indices and returns of S&P 500 and Euro Stoxx 50 from
1980-2018.
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The 56 billion outflow this year from European stocks
(highest level since the peak of Eurozone crisis in 2011) only
reinforces the point.12
There is strong evidence to point to the European economic revival being self-sustaining. Whilst unemployment

has declined from a peak of just over 12%, with a current
unemployment rate of 8.27%,13 there is still an excess
capacity of cheap labour ready to enter the market as the
recovery broadens.

Source: Bloomberg L.P; Western European equity flows between January-July 2018.

Although the recent headlines on Italy have only served
to deter investors with Italian 10-year government bond
yields spiking to 3,4%, 14 this is still a long way from the 7%
yields reached in 2011.15 Whilst we believe that what happens in Italy stays in Italy, there may be a chance of a contagion of the good kind. We expect Italian bond yields to
decline from the current levels and expect the compromise
to be reached. If the fiscal stimulus that Italy is proposing in
its next budget,16 works to stimulate growth and eventually bring the deficit under control, we may expect other
Eurozone countries to try the same experiment. After two

decades of almost zero growth of the Italian economy, it
might be time to try something different.
With European equities trading at half the book value of
their US counterparts and profit growth pretty much level
pegging for both regions, in 2019 there seems to be more
chance for a positive surprise compared to their US brethren. The stronger euro in the first half of the year, which
provided a headwind, could very well turn into a tailwind
(assuming that euro indeed weakens). Whilst the US and
China are duking it out, Europe is happy to do business
with both sides.

The Navigator
has been written by:
Peter Ahluwalia, Partner
Chief Investment Officer

4
swisspartners Advisors Ltd. | Am Schanzengraben 23 | CH - 8022 Zurich | swisspartners-advisors.com

Autumn 2018

References
1
https://asia.nikkei.com/Economy/Trade-War/US-imposes-10-tariffs-on-200bn-of-Chinese-goods-threatens-more
2
https://www.bloomberg.com/view/articles/2018-09-18/china-s-trade-war-tack-is-steeped-in-history
3
https://en.wikipedia.org/wiki/Opium_Wars
4
https://www.bloomberg.com/view/articles/2018-09-18/china-s-trade-war-tack-is-steeped-in-history
5
https://en.wikipedia.org/wiki/Opium_Wars#cite_note-:0-8
6
https://www.bea.gov/data/gdp/gross-domestic-product
7
https://www.cnbc.com/2018/09/26/fed-hikes-rates-by-a-quarter-point.html
8
https://www.theguardian.com/business/2018/aug/24/fed-chairman-defends-rate-rise-policy-after-attack-by-trump
9
https://www.bloomberg.com/news/articles/2018-10-03/trump-bets-bashing-china-will-sway-voters-before-costs-hit
10
https://data.bls.gov/timeseries/LNS14000000
11
https://www.cnbc.com/2018/03/28/corporate-profits-highest-in-seven-years-but-that-may-not-help-stocks.html
12
https://www.bloomberg.com/news/articles/2018-08-09/-56-billion-cash-dent-leaves-european-stocks-poised-for-rebound
13
https://tradingeconomics.com/european-union/unemployment-rate
14
http://uk.businessinsider.com/italy-budget-fears-spark-another-selloff-as-10-year-bond-hits-2014-high-2018-10?r=US&IR=T
15
https://de.investing.com/rates-bonds/italy-10-year-bond-yield
16

https://www.efe.com/efe/english/business/italy-govt-may-water-down-fiscal-stimulus-plans-capital-economics/50000265-3722312

Disclaimer
Important Information
The information in this material has been approved by swisspartners Advisors Ltd. (“swisspartners Advisors”). As a firm providing wealth management
services to U.S. clients, swisspartners Advisors is registered under the U.S. Investment Advisers Act of 1940 with the U.S. Securities and Exchange
Commission (“SEC”) as an investment advisor. Nothing in this material is a recommendation that you purchase, sell, subscribe or hold, or an offer or
solicitation of a purchase or sale of any security, futures, options, other financial instruments or other investment, that you pursue any investment
style or strategy or buy any other product or service. The value of, and income from, your investments may vary because of changes in interest rates
or foreign exchange rates, securities prices or market indexes, operational or financial conditions of companies or other factors. This material does
not take into consideration the specific investment objectives, financial situation or particular needs of any person that enters into a relationship with
swisspartners Advisors. Nothing in this material is or is intended to be investment, accounting, tax or legal advice. You should consult with your own
advisors concerning such matters. Swisspartners Advisors does not provide legal, tax or accounting advice. The information contained herein was
obtained from sources believed to be reliable. Although reasonable care was taken in gathering the information and formulating the opinions contained
herein, swisspartners Advisors does not make any representation whatsoever as to its accuracy or completeness and accepts no liability for any loss
arising from the use of this material. The information, opinions and estimates expressed herein reflect a judgment as of its original publication date
and are subject to change without notice. No representation or warranty, expressed or implied, is made by swisspartners Advisors regarding future
performance. The value and income of any securities or financial instruments can go up as well as down. The market value of securities or financial
instruments may be affected by several circumstances, including among others, changes in economic, financial or political factors, time to maturity,
market conditions and volatility, or the credit quality of any issuer or reference issuer. Foreign currency rates may have a positive or adverse effect on
the value of any investment. Investors assume all risk and some or all of the amount invested may be lost. This material is not directed to, or intended
for distribution to or use by, any person or entity that is a citizen or resident of, or located in, any locality, state, country or other jurisdiction where such
distribution, publication, availability or use would be contrary to law or regulation or subject swisspartners Advisors to any registration requirement.
IRS Circular 230 Disclosure: swisspartners Advisors and its affiliates do not provide legal or tax advice. Accordingly any tax-related discussion contained
herein (including any attachments) is not intended or written to be used, and cannot be used, in connection with promoting, marketing or recommending
to any person any transaction or matter addressed herein or for the purpose of avoiding U.S. tax-related penalties.
Forward-Looking Statements
“The Navigator” may contain forward-looking statements that reflect swisspartners Advisors’ current views with respect to, among other things, future
events and financial performance. Any forward-looking statement contained in this material is based on our current plans, estimates and expectations.
The inclusion of this forward-looking information should not be regarded as a representation by swisspartners Advisors or any other person that the
future plans, estimates or expectations contemplated by swisspartners Advisors will be achieved. Such forward-looking statements are subject to various
risks and uncertainties and assumptions relating to our operations, financial results, financial condition, business prospects, growth strategy and liquidity.
International investments are subject to additional risks such as currency fluctuation, political instability and the potential for illiquid markets. Investing in
emerging markets may accentuate these risks. If one or more of these or other risks or uncertainties materialize, or if the underlying assumptions prove
to be incorrect, the actual results may vary materially from those indicated in these statements. These factors should not be construed as exhaustive.
swisspartners Advisors does not undertake any obligation to publicly update or review any forward-looking statement, whether as a result of new
information, future developments or otherwise. It is important that you carefully read the agreements and disclosures that we provide to you about the
products or services we offer.
For more information, please visit our website at www.swisspartners-advisors.com / © 2018 swisspartners Advisors Ltd. All rights reserved.
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