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Random Thoughts on The Week 

The Economic War Between the US and China 

The key question is:  Will Trump make a deal with Xi in the coming G20 meeting?  I think it is 
unlikely, but it could happen. The main argument I’ve heard for him cutting a deal is based on 
the assumption that he is hyper sensitive to equity markets and wants them to rebound, given the 
sell-off since September.  I think a deal, even a limited one, would likely be a temporary risk-on 
event particularly for equities around the world.  However, I also believe that a deal is unlikely to 
happen. As I have argued many times, the focus of the Trump is not just about trade.  In fact, the 
tariffs he is imposing is based on China’s economic policy around technology and the threat 
China policy towards technology poses for the US.  Read an excerpt from Vice President Pence’s 
speech at APEC last week. This speech seems to be ratcheting up the conflict rather than toning 
it down to achieve an agreement.  

“As President Trump said just a few hours ago in the Oval Office, we have “great respect 
for President Xi… [and] great respect for China.” But, in the President’s words, “China 
has taken advantage of the United States for many, many years.”  And those days are over. 

As the President has added, China has “tremendous barriers”; they have “tremendous 
tariffs”; and, as we all know, their country engages in quotas, forced technology transfer, 
intellectual property theft, industrial subsidies on an unprecedented scale. Such actions 
have actually contributed to a $375 billion good trades deficit with the United States last 
year alone. But as the President said today, “that’s all changed now.” 

We’ve taken decisive action to address our trade imbalance with China.  We’ve put tariffs 
on $250 billion in Chinese goods and we could more than double that number.  But we 
hope for better.  The United States though will not change course until China changes its 
ways.” 

So, can China actually change course on a dime particularly given the pressure on Chinese 
institutions from the policy of “Made in China 2025”?  The Trump administration will also 
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evaluate any commitment of Xi against his failure to follow through on his past commitments on 
technology since 2012. Here is an excerpt from The US trade representatives report on China’s 
past agreements as part of its section 301 report:  

 
 

2012 Xi Visit Commitment China reiterated that technology transfer and 
technological cooperation shall be decided by 
businesses independently and will not be used by the 
Chinese government as a pre-condition for market 
access. 

2012 JCCT China reaffirmed that technology transfer and technology 
cooperation are the autonomous decisions of enterprises. 
China committed that it would not make technology 
transfer a precondition for market access. 

2014 JCCT China committed that enterprises are free to base 
technology transfer decisions on business and market 
considerations, and are free to independently negotiate 
and decide whether and under what circumstances to 
assign or license intellectual property rights to affiliated 
or unaffiliated enterprises. 

2014 JCCT China confirmed that trade secrets submitted to the 
government 

  in administrative or regulatory proceedings are to be 
protected 

  from improper disclosure to the public and only disclosed 
to 

  government officials in connection with their official 
duties in 

  accordance with law. 

2015 Xi Visit Commitment China committed not to advance generally applicable 
policies or practices that require the transfer of 
intellectual property rights of technology as a condition of 
doing business in the Chinese market. 

2015 Xi Visit Commitment China committed to refrain from conducting or 
knowingly supporting cyber-enabled theft of intellectual 
property cyber- enabled theft of intellectual property, 
including trade secrets or other confidential business 
information, with the intent of providing competitive 
advantages to companies or commercial sectors. 

2016 Xi Visit Commitment China committed not to require the transfer of intellectual 
property 
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However, even with an agreement, risk-off will reemerge as economic growth in the world 
including China and the US slows. The die is cast…. 

Where Goes the Price of Oil? 

I put out a piece on Oil on Friday. The piece covers the linkage amongst the USD, EM and 
commodities including oil.  Historically, USD strength leads to weaker EM economies/FX, and 
lower commodity prices. While there are many channels through that USD affects commodities, 
I highlight one of these channels below. 

Figure 1.  

 

The impact of stronger USD has been amplified by the rise in oil prices by supply constrains 
reflecting the agreement amongst oil exporters, the Iran embargo, and the continuing fall in 
supply from Venezuela. However, these supply shocks have been more than offset mainly by the 
US, resulting in a near term excess in supply. While the exporters could agree to cut supply yet 
again, it may not be enough in the near term if demand from EM slows given they are the source 
of oil demand growth (Figure 2)  
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Figure 2.  

  

Europe/Brexit 

Brexit is in my view a disaster for the UK. Their decision/vote was based on a negative view on 
immigration. So, their idea was basically to create their own “wall” between them and Europe by 
leaving Europe.  However, now they are faced with an enormous problem of what will replace 
Europe as source of funding for their current account, a source of export markets, or their 
funding for national investment given their low level of domestic savings.   The idea that they 
could forge an economy without mainland Europe is very unlikely. They are already under 
pressure to deal with the loss of their financial sector which is already making plans to leave.  
They are not Norway or Switzerland. More farfetched is the idea that they could forge an 
economy driven by trade linkages with Asia through its “historical” relationships with Asia. Do 
you think China forgot the opium wars? I put out a piece after the vote in 2016 and pitched 
shorting the pound, and took it off after its 10% depreciation. I haven’t really looked back to the 
topic,  thinking that the UK would come to its senses.  But clearly that does not seem have 
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happened. It seems that the rebels in the conservative party want more of a hard Brexit. At any 
rate, an exit is very negative for their economy as shown in the analysis of the IMF in figure 3. 
Not sure how to play this other than to add more fuel to the slowing European economy trade. 

Figure 3 

 

And of course, added to all of this is the uncertainty about the politics of Italy and Germany as 
well as the agreement between France and Germany that Europe needs an army to protect itself 
from the US…must mean protecting themselves from Amazon, Facebook and Google? 
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Recommendation 

Here are my current recommendations. The only change from my month end report was that--as 
promised-- I added back my EEM put after the market rally but lowered the strike and extended 
the maturity.  
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