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Former US President Donald Trump is reportedly considering aggressive economic measures against
China if re-elected this fall - including a 60% import tariff - potentially sparking a global trade war.
Economists warn that such actions could cause massive disruptions to global economies, surpassing the
impact of Trump's trade wars during his first term. China is a major exporter of a wide range of goods to
the US and we doubt that a flat 60% import tariff is feasible. Still, should China’s US exports decline,
countries seeking to fill the gap would need capacity and competitiveness in specific industries; trade
policies and geopolitical considerations will also be a major factor. We think several emerging market
countries could step up to cover (at least in part) a decline in China’s US exports.

By Michael Waing Hansen, Senior Strategist

Trump is making headlines

The US presidential election draws nearer.
Former President Donald Trump has proven
unbeatable in the preliminary Republican
caucuses/primaries, and a recent poll
conducted by Ipsos/Reuters shows his
progress, from a tie with current US President
Joe Biden in early January to a lead of 40%
against 34%.

Not surprisingly, Trump has become
emboldened, and his well-known bombastic
rhetoric has strengthened. He has announced
a universal 10% import tariff and is considering
imposing a tariff of 60% on American imports
from China.

In other words, a trade war is looming.

Head of states, take notice

Leaders of the affected countries remember all
too well Trump's aggressive attitude and
determination when he imposed tariffs on
Chinese and EU imports during his 2017-2021
presidency. Therefore, it is no surprise that the
EU, in a timely show of caution, has begun
drafting trade plans in response to possible
tariffs.

It is not only a Trump victory that can trigger
import restrictions on Chinese goods. The
Biden administration has recently warned
Chinese officials that price dumping their
goods on the international market will be met
with anti-dumping measures. Meanwhile, EU
Competition Commissioner Margrethe
Vestager said that the trade bloc is ready to
use trade restrictions against unfair Chinese
practices.

Foreign policy sea change

If Trump is re-elected president, global trade
and supply chains might face significant
challenges, but there could also be a notable
shift in foreign policy.

Trump's comments regarding Taiwan have
raised uncertainty about continued American
support for an independent Taiwan if China
flexes its military muscles. Similarly, the
presence of the US Navy as a counterbalance
to China in the South China Sea is also
uncertain. Taiwanese officials have expressed
concern, and in Japan, sources in the foreign
ministry also indicate their serious concern
about Trump possibly favoring a security
agreement with China over support for
Taiwan, as such a move would undermine
recent efforts by the G7 to contain China.
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Turning our attention to Europe and the
Middle East, a Trump victory would also create
renewed uncertainty about American
engagement in those regions.

Trump opposes continued American support
for Ukraine, stating that the war must come to
an end, and he will ensure it happens. NATO
headquarters in Brussels also expressed
concerns when Trump, in a recent speech to
loyal voters, almost encouraged Russia to
attack NATO member countries that do not
meet the commitment to spend at least 2% of
GDP on defense.

Saudi Arabia had initiated negotiations with
the US for a defense deal and the
establishment of diplomatic relations between
Israel and Saudi Arabia before Hamas's attack
on Israel on October 7, 2023. However, as the
Saudis announced in January 2024, they are
ready to resume negotiations toward a
political declaration from Israel about the
establishment of a Palestinian state rather
than anything more binding. We think the goal
is to adopt such a defense agreement while
Biden is still in office.

Trump's statements on the war between Israel
and Hamas have generally supported Israel,
and he has signaled a much tougher stance on
Iran.

Current tariffs

Throughout his time in office, President Biden
has predominantly upheld import tariffs on
goods manufactured in China. Additionally, he
has intensified the already tense relationship
with China by imposing restrictions on Chinese
technology firms operating within the US and
limiting American semiconductor exports.
These actions stem from concerns regarding
China's technological progress and its potential
ramifications for US national security.

The Trump administration imposed tariffs on
USD 380bn worth of imports (based on 2018
value). The average import tariff on Chinese
goods today is 12%, ranging from 25% on
imports worth about USD 150 billion, 7.5% on
imports worth about USD 100 billion, to 2-3%
on the remaining imports (according to the
non-partisan nonprofit Tax Foundation).
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In this light, Trump's thoughts on increasing
the import tariff on all Chinese goods to 60%
are incredibly drastic. Calculations by Oxford
Economics, sponsored by the US-China
Business Council, estimate that such an
escalation could cost the US economy USD 1.6
trillion and 700,000 jobs.

Add to this Trump's thoughts on a universal
import tariff of 10%; if implemented, it would
be a nine-fold increase on the amount of
goods subject to import tariffs compared to
Trump's first term.

Trump's rhetoric is bombastic and well-
received among a non-critical voter base. He
has persistently argued that import tariffs
bring production and jobs back to the US and
that Chinese companies, because of the tariffs,
pay billions of dollars to the US Treasury. The
latter is a claim that meets little opposition
among loyal Trump supporters but is flatly
rejected by both Republican and Democratic
economists, who point out that tariffs are
primarily paid by American households and
businesses.

Is it feasible?

Trump is a businessman, and everything is
negotiable. We doubt that a 60% import tariff
on all Chinese goods is feasible and see it
rather as a negotiation offer to China's
President Xi.

In 2022, Chinese exports to the US amounted
to USD 550 billion, equivalent to 17.6% of total
American imports. Manufactured goods
accounted for the vast majority (66.9%),
followed by textiles and wood (13.40%),
chemicals (10.4%), and metals/stone (7.8%).

US imports from China

Total import: Import from China:
$3,132b $550b
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66.9%
7.8%
Manufactured potals &
goods stone

Source: Global Evolution, CEPII
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The share of Chinese goods in total American
imports peaked at 22% in 2015-2017 and has
since steadily declined under the influence of
import tariffs and supply chain reorganization
in the wake of the COVID-19 pandemic.

Share of China goods in US imports, %
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Source: Bloomberg Economics

Calculations by Bloomberg Economics suggest
that the share of Chinese goods in American
imports will further decrease to 10% in 2030 if
current tariffs are maintained. An increase in
tariffs on Chinese goods to 60% will trigger a
dramatic drop to just 1%.

If these estimates prove correct, a 60% import
tariff on Chinese goods will force American
importers to seek alternatives.

Once more, we question the feasibility of a
60% import tariff on all Chinese goods.
However, even a lesser increase could still
have significant repercussions on Chinese
export volumes to the US. While this will be
more costly for US importers, the alternative
countries will benefit from increased exports
to the US.
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Estimated changes in the share of US imports
as a result of a 60% tariff on Chinese goods
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Various countries are emerging as alternative
manufacturing hubs to China, including:

Vietnam - Rising in importance, especially in
textiles, electronics, and footwear, due to
lower labor costs.

Mexico - Proximity to the US and favorable
trade agreements like USMCA make it
attractive for industries like automotive and
electronics.

India - With a diverse economy, it aims to
increase exports to the US in sectors like IT,
pharmaceuticals, textiles, and automotive
components.

Taiwan - Known for its semiconductor
industry, it could become crucial in supplying
more critical electronic components to the US.
However, manufacturing capabilities may
already be operating at full capacity.
Malaysia - Well-established in electronics, it
could expand its role in supplying various
goods to the US.

Bangladesh - Major exporter of textiles and
garments, increasing its presence in the global
apparel market.

Thailand - Diverse manufacturing sector with
potential in automotive, electronics, and
machinery.

Indonesia - Growing economy, particularly in
textiles and electronics, poised for increased
exports to the US.

However, their ability to replace China
depends on factors like competitiveness,
infrastructure, trade policies, and geopolitical
stability. Hence, there is a significant risk that
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the US will face an unmet import need which,
if necessary, must be replaced by domestic
production.

Green transition and concentration risk
Regarding the green transition, China is
currently a significant source of rare earth
metals and their processing, as well as critical
minerals. Rare earth metals denote a group of
17 chemical elements crucial in several key
technologies, including battery electrodes,
alloys, magnets, and lasers. Critical minerals
including copper, lithium, nickel, and cobalt
are vital ingredients in numerous, rapidly
expanding clean-energy technologies, ranging
from wind turbines and electricity networks to
electric vehicles. The demand for these
minerals is surging as clean-energy transitions
accelerate.

In October 2023, China introduced export
restrictions on graphite, a key input in battery
production. If a US-China trade war escalates,
China could impose additional restrictions on
this and other items.

Leading rare earth-metals-producing
countries, MT
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1 EU to form €20bn Critical Materials club ...
(eenewseurope.com)
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Production share of critical minerals
worldwide 2022, %

Source: Statista

The concentration of rare metals and critical
minerals in countries that are hardly
considered "best of friends" by the West is a
factor that concerns politicians, both in the US
and EU.

In this light, it is not surprising that the US and
the EU are considering cooperation that would
merge the EU's "critical materials club"!
concept with the Biden administration's
"Minerals Security Partnership"2. Several
potential rare metal projects have already
been identified, but the development of new
mines and/or processing plants is a lengthy
and expensive endeavor, especially if they are
to be located in the EU or the US.

In efforts to reduce the geopolitical
concentration risk of China's dominance in
global rare earth mining, we believe that the
US and EU will increasingly encourage and
financially support new domestic extraction as
well as extraction in Africa and Latin America.

In Africa, rare metal/critical mineral extraction
is primarily in countries such as South Africa,
Malawi, Kenya, Namibia, DRC, Mozambique,
Tanzania, Zambia, and Burundi. In Latin
America, Brazil, Argentina, Chile, and Peru are
key players with the potential for increased
output.

2 Minerals Security Partnership - United States
Department of State
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Emerging markets currencies

The Chinese currency will undoubtedly come
under pressure if Trump continues his positive
momentum in the polls and his bombastic
rhetoric aimed at China.

From spring until autumn 2018, the Chinese
currency weakened by 10% against the US
dollar as a direct consequence of the import
tariffs imposed by the Trump administration.
In addition to the Chinese currency, it was
primarily currencies with a relatively high beta
to global growth that were affected, including
the euro.

We expect that an increase in tariffs on
Chinese goods imported into the US will have
a ripple effect on other Asian currencies, while
currencies from other geographical regions
will come under pressure either due to their
beta to global growth or if Trump follows
through on his thoughts on a global import
tariff of 10%. We note that US tariffs on
imported goods produced globally are
estimated at 3-4%, covering only 12% of total
US imports. A 10% import tariff targeting all US
imports would be a significant escalation.

Also, the extent to which a given currency can
come under pressure depends on the
country's current exports to the US and the
prospect of potentially taking over some of
China's US exports (i.e., substitution).

The chart below shows a range of selected
countries' export exposure to the US as a
percentage of its total exports, but also the
ratio of exports to its GDP.

Export exposure to the US

M Share of exports to the US, % M Exports of goods and services, % of GDP
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The sensitivity of a country’s US exports is
quantified by multiplying its size of US exports
relative to total exports by the share of
exports relative to GDP.
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Equation: (US Exports/total exports) x (exports/GDP)

The chart above shows that Vietnam and
Mexico stand out with a relatively high export
exposure. At the same time, it is relevant to
emphasize that a relatively low export
exposure in the CE-4 countries could be
misleading, as the countries, through their
exports to the Eurozone and the euro's high
beta to global growth, make the CE-4
currencies vulnerable to a weakening of
EUR/USD.

Importantly, the potentially negative currency
reaction triggered by a relatively large export
exposure to the US can be countered wholly or
partially if the country benefits from
reorganized supply chains, including taking
over parts of the previous Chinese exports to
the US.

Volatility in emerging markets currencies
The volatility of emerging markets currencies
has fallen to a level last seen in the weeks
leading up to the pandemic in early 2020 and
is significantly lower than the volatility that
prevailed in 2018 when the US-China trade
war made headlines.
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EM FX volatility
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Daily story count — Import tariffs
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Note: Number of stories in Bloomberg each day with the wording “import
tariffs”.

The current low volatility environment could
be explained by a mix of factors including
enhanced current account positions, timely
monetary tightening that successfully helped
bring down inflation, and prudent foreign
exchange management. In the context of low
volatility, relative-value carry trades have
maintained their attractiveness but low
volatility also risks complacency.

The inflation gap could narrow
De-globalization efforts, including the
implementation of new US import tariffs, are
expected to result in higher inflation (all else
being equal), but China's surplus
manufacturing slack resulting from declining
exports may prompt the country to engage in
price dumping in markets outside the US.
Should this occur, China is expected to
continue exporting disinflation, with emerging
economies and the EU (assuming no new
import tariffs) being the main beneficiaries.
This could potentially narrow the inflation
differential between developed and emerging
economies, thereby supporting the case for
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long duration in emerging markets local fixed
income.

EUR/USD

In February 2024, we revised our 12-month
expectation for EUR/USD from 1.12 to a more
negative 1.05. The downgrade follows still-
robust US job figures, higher than expected US
inflation figures, and a resulting higher pricing
of the path for the Fed's monetary easing in
the coming 12 months.

We believe that a US recession is the most
likely outcome in the next 12 months.
Additionally, the risk of a global trade war has
increased with Trump's recent progress in the
polls. Concurrently, a victory for Trump would
raise questions about US engagement in
geopolitical conflicts in Asia, the Middle East,
and Europe.

For the EU/Eurozone it means that member
states must allocate more resources to
defense with negative consequences for
business and consumer confidence and
ultimately growth.

All of this is reflected in our portfolio
considerations, where the allocation to local
bond markets favors high-yield countries and
currencies outside of Asia, while the allocation
in blended mandates has local bonds and
currencies as underweight.

Our Frontier strategy is well-positioned to
mitigate the repercussions of a US-China trade
war. Frontier markets tend to be more
responsive to unique developments than
global news, and they are not a primary target
for import tariffs, particularly as they supply
crucial minerals and rare earth metals that
China controls (and may limit its export of).

Much can happen before November 5, 2024,
and it is unlikely to be dull. While increased
economic and geopolitical uncertainty may
lead to increased volatility and risk aversion, it
will also lead to new investment opportunities.
We approach the challenge confidently.
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