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In last month’s Market Synopsis, we showed that in past 

cycles equities managed to yield strong returns in the last 

7-12 months prior to previous recessions. We concluded 

that, in our view, investors risk losing out on significant 

returns by getting out of the market too early. In this 

regard, we continue to hold equities which trade at a 

discount to our estimates of fair value and will de-risk 

portfolios as equities reach their fair values and financial 

conditions start to deteriorate. 

Shortly after last month’s newsletter US President Donald 

Trump started his sabre-rattling regarding imposing tariffs, 

with resultant negative impact on equity markets. Various 

questions have been raised regarding these protectionist 

actions. In this month’s Market Synopsis we address the 

most critical ones: 

Why is Trump considering imposing trade tariffs now? 

Protectionism is popular with the American public. This is 

especially true for Trump’s supporter base – see Figure 1. It 

was probably Trump’s unorthodox views on trade that 

handed him the Republican nomination last year and 

that allowed him to win key swing (and manufacturing) 

states such as Ohio, Michigan and Pennsylvania. Trump 

made a promise to his voters and now he is trying to keep 

it. It might also not be a coincidence that Trump earlier 

this month proclaimed that he would seek re-election in 

2020… 

Is the imposition of import tariffs really necessary at 

present? 

Two reasons often used to defend the imposition of 

imports are to stem job losses (and hence decrease 

unemployment) or to protect a key sector of the 

economy from collapse. 

It would be hard to argue that the US needs to impose 

import tariffs to decrease unemployment – the US is 

currently enjoying the lowest unemployment rate seen in 

decades. Various indicators shown in Figure 2 further 

confirm that labour conditions in the US are, in fact, quite 

tight at the moment. From this perspective trade tariffs are 

thus not necessary. 

Trump’s touted import tariffs largely target the steel sector. 

Does this sector really require regulatory protection? Is this 

key sector of the US economy close to collapse? No, this 

sector is actually enjoying the strongest profits in years as 

seen in Figure 3. 

Figure 1: Trump is appeasing his supporter base 



probably Trump’s largest strife with China, is the alleged 

intellectual property abuse by the Chinese population. 

The US is a major exporter of intellectual property, but 

these exports would be much larger if US companies were 

properly compensated for their ingenuity. Chinese imports 

of US intellectual property were less than 0.1% of Chinese 

GDP in 2017, an implausibly small number. If China is 

found to have acted unfairly, this could lead the US to 

impose across-the-board tariffs on Chinese goods and 

restrictions on inbound foreign direct investment. 

Figure 2: US labour conditions are tight 

It thus appears that import tariffs are not required at this 

time. 

Why are these then being imposed? We believe Trump’s 

main problem lies with China: The US runs a large trade 

deficit (circa 1.69% of GDP) with China. The US’s increased 

trade from China has definitely hit manufacturing jobs 

over the last three decades – see Figure 4. Finally, and 

Figure 3: The US steel sector is quite healthy 

Figure 4: Chinese imports have hurt US manufacturing 



Will there be retaliation? 

Possibly yes, but we do not believe Trump really wants a 

full-blown trade war. This would hurt the US as much, if not 

more, than many of its trade partners. Trump however 

knows that he can strengthen the US’s hand in 

negotiations and economically, in general, with a trade 

skirmish or two. 

Trump has two factors working for him in this regard. Firstly, 

he knows that most of global trade these days is in 

intermediate goods – see Figure 5. As an example, it 

does not pay for Mexico to slap tariffs on imported US 

intermediate goods when those very same goods are 

assembled in Mexico – creating jobs for Mexican workers 

in the process – and re-exported to the US or the rest of 

the world. The same is true for China and many other 

countries. 

Figure 5: Global trade by stage of processing 

Secondly, the fact that the United States imports much 

more than it exports also gives Trump a lot of leverage. 

Take the case of China. Chinese imports of goods and 

services are 2.65% of US GDP, but exports to China are 

only 0.96% of GDP. Nearly half of US goods exports to 

China are agricultural products and raw materials. Taxing 

them would be difficult without raising Chinese consumer 

prices.  

What will the likely impact on equity markets be? 

Equity markets hate protectionism, so it is no surprise that 

equities sold off over the last month every time tariffs were 

touted and rallied when these trade fears subsided. It is 

this fact that ultimately got Trump to soften his position. 

Trump is used to taking credit for a rising market. If equities 

flounder, this could make him think twice about pushing 

for higher trade barriers. This is especially true since these 

import tariffs are, as we discussed earlier, not really 

necessary at this juncture.  

As noted above, a breakdown of the global trading 

system would hurt the US, but a trade spat could help it. 

Trump was trying to scare the opposition by tweeting 

“trade wars are good, and easy to win.” In a game of 

chicken, it helps to convince your opponent that you are 

reckless and nuts. Trump’s detractors would say he is both, 

so that works in his favour! 

One would have to monitor the outcome of the current 

trade sabre-rattling. Should sanity prevail, equity markets 

could continue grinding higher. As mentioned in the past 

the equity bull market will eventually end, but chances are 

that this will happen due to an overheated US economy 

and rising financial imbalances, not because of 

escalating trade protectionism. 
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Indicator Spot MTD YTD Y-o-Y

Gold 1 325.06   0.5% 1.7% 6.1%

Brent Crude 69.53        5.7% 4.0% 31.6%

USDZAR 11.76        -0.2% -5.0% -12.3%

EURZAR 14.52        0.9% -2.3% 1.5%

GBPZAR 16.58        2.0% -0.8% -1.5%

JSE All Share TRI 7 844.06   -5.4% -7.2% 8.2%

JSE Resources TRI 2 172.07   -3.6% -5.0% 8.8%

JSE Industrials TRI 13 696.35 -6.3% -9.4% 6.1%

JSE Financials TRI 9 424.32   -5.4% -2.9% 23.2%

JSE Listed Property TRI 1 987.28   -0.6% -19.3% -6.8%

S&P 500 2 605.00   -4.0% -2.6% 10.3%

Euro STOXX 50 6 719.55   -3.1% -4.7% -2.6%

FTSE 100 6 036.23   -2.2% -7.4% 0.0%

Nikkei 225 32 986.26 -4.0% -6.9% 13.4%

Hang Seng 81 294.87 -2.6% 0.7% 29.2%
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