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It was the best of times
This is one of the longest expansions in US history
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Companies making hay
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And world growth in a rare moment of synchronicity
The world's major economies are now growing in sync
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What could possibly go wrong?
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That escalated quickly
Actual tariffs are rapidly catching up with threats
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What’s driving US tariffs on China?
Three key motivations

1. The trade deficit
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The trade deficit has soared
China accounts for half of it
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Trump separates trade policy from other objectives
Evidence from the (failing) New York Times

“..the Japanese, unimpeded by the huge costs of defending 
themselves (as long as the United States will do it for free), 
have built a strong and vibrant economy with 
unprecedented surpluses…

It’s time for us to end our vast deficits by making Japan, and 
others who can afford it, pay. Our world protection is worth 
hundreds of billions of dollars to these countries, and their 
stake in their protection is far greater than oursstake in their protection is far greater than ours….

Make Japan, Saudi Arabia, and others pay for the protection 
we extend as allies. Let’s help our farmers, our sick, our 
homeless by taking from some of the greatest profit te
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us. “Tax” these wealthy nations, not America. End our huge 
deficits, reduce our taxes, and let America’s economy grow 
unencumbered by the cost of defending those who can Y
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easily afford to pay us for the defense of their freedom. Let’s 
not let our great country be laughed at anymore.”
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The deficit with China dwarfs all others
Next nearest is one fifth the size
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The administration blames unequal tariffs
In 270 characters

Lowest 
i 2000since 2000

October 29, 201812

Source: Twitter, Barclays Research



Are the terms of trade really uneven?
Tariffs on both sides much lower than before, but still not even
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But the deficit isn’t due to these uneven terms of trade
The deficit reflects a macroeconomic imbalance between savings and investment
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Cross country evidence
Countries which save too little run current account deficits
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The deficit will probably get worse
That’s what happens when fiscal stimulus turbo-charges growth
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What’s driving US tariffs on China?
Three key issues

1. The trade deficit
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USTR 301 report
China practices unfair trade
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Made in China 2025
Industrial development plan
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China wants to avoid the middle income trap
Development tends to stagnate at $3k per capita
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How did South Korea escape the middle income trap?
Switched from low value add to high tech
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China is in the midst of this transition
And wants to continue
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China’s low cost of production advantage has been partly eroded
Wages in the US versus China
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What’s driving US tariffs on China?
Three key issues

1. The trade deficit
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In the abstract, Americans are free traders

% of respondents

A big majority think free trade is more of an opportunity
than a threat, and by more than ever...
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But don’t like what trade has done to jobs and wages
Killed jobs, depressed wages
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They think China cheats the most on trade
Which countries 'cheat' on trade?

October 29, 201827

Source: Pew Research, Barclays Research



Americans are especially skeptical about trade’s effect on jobs 

Americans are more skeptical about trade than almost every other major country

% agreeing that their country’s involvement in the global economy is “a bad thing because it lowers wages and costs jobs”
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One thing we can all agree on

9 out of 10 Americans want 
the government to 

encourage US companies toencourage US companies to 
bring jobs back home 

October 29, 201829

Source: Pew Research, Barclays Research



More than anything else, in fact

89%

Almost 9 out of 10 Americans agree: the government should do something to bring jobs back to the US

�The federal government should create policies to 
encourage companies to bring jobs back to the US

85%Support interacial marriage

Keep in mind - Americans agree on almost nothing with this degree of unanimity. Here is the % of Americans who:
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This is where the agreement ends

As you know, President Trump has said that a trade war would be good for the United States, and could be
easily won. Do you agree or disagree with this statement?

Total RepublicanDemocrat Independent
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Do you approve of the way Donald Trump is handling trade?
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Both of these results are relatively unchanged between these results from Mar 2018, and the first run of this poll in May 2017
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You don’t need to please everyone, just the people that matter

Midwest 53%%

Northeast 27%West 26%West 26%

South 27%
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What’s driving US tariffs on China?
Three key issues

1. The trade deficit
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Economic impact
Big trade impact, small economic impact

US Trade with World US economyUS / China Trade

-25% -0.2%
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Economic impact
Big trade impact, small economic impact

US economyUS Trade with World
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Economic impact
Small inflation effect

US economy
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…of Goods

…that are imported

…from China.

October 29, 201836

Source: Barclays Research



Effect on companies
Most foreign sales not subject to tariffs
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Sectoral impact
Consumers, Infotech, and Industrials most at risk
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Some context
Earnings are strong and tariffs are small…for now
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Conclusion

 A trade war is the biggest threat to the economy A trade war is the biggest threat to the economy

 The motivations – the deficit, unfair trade, politics - suggest 
it will continue if not intensifyy

 In our base case, the economic impact should be pretty 
small

 This doesn’t preclude a large impact on some companies 
within specific sectors

 The risk is that the trade war expands beyond China

 Or that the effect is magnified by slowing earnings

October 29, 201840
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