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The U.S. ‘Trump Tariffs’ and their Global Implications 

The latest tariff list would tax over half of the United States’ Chinese Imports. The Trump administration is concerned over the unfair 
trade practices and Beijing’s abuse of American intellectual property. So far, the U.S. has rejected Chinese offers to trim its massive 
trade surplus by buying more American goods, and is demanding more systemic change. The U.S. has been urging China for over 
a year “to stop its unfair practices, to open its markets, and engage in true market competition,” states Trade Representative Robert 
Lighthizer. The U.S. has also asked China to roll back its “Made-in-China 2025” program, one of Chinese President Xi’s signature 
initiatives to dominate several strategic industries, like semiconductors to aerospace development.  

The levies that the U.S. announced last Tuesday will raise import prices on almost half of everything the U.S. buys from China. 
China faces a seven-week window to either strike a trade deal or get prepared to dig in to outlast the U.S. Accounting for historical 
remarks made by both Presidents, many believe it has already past the point of no return, as both sides face an abundance of 
political pressure to look resolute. Trump has already threatened to tax virtually all Chinese products.  

In response to last Tuesday’s U.S. tariffs, the Chinese Commerce Ministry stated that it would be forced to retaliate against the 
latest wave of tariffs and that they will never yield to threat or blackmail. To match the latest wave of U.S. tariffs, however, would 
force China to either levy much higher tariffs or take an even more disruptive stance, as they remain adamant regarding retaliation. 
The EU has also stated their intentions to retaliate against Trump’s tariffs.  

The result of new tariffs will expect to hit “household wallets and a bump to inflation could start to shift the political calculus in the 
U.S.,” said Bloomberg’s China economist Fielding Chen. The announcement of Tuesday’s new tariffs also exposed fissures between
Trump and his Republican Party about the strategy.

Regardless of the outcome, the two nations rapidly fuel a deeper struggle for geopolitical dominance that is leading the two down a 
path that could lead to a virtual “ice age,” regarding the relations between China and the U.S. House Ways and means Committee 
chief Kevin Brady warned of a “trade war between the two largest economies in the world that engulfs more and more of the globe.” 
Brady went on to say that even “despite the serious economic consequences of ever-increasing tariffs, today there are no serious 
trade discussion occurring between the U.S. and China, no plans for trade negotiations anytime soon, and seemingly little action 
toward a solution.”  

Despite the looming midterm elections and their immediate concern for Trump, an impending trade war poses a more existential 
concern for Xi, whose administration has built its legitimacy on economic success. Trump’s attack has already weighed heavily on 
Chinese stock prices and many question whether China and their trade-dependent economy can withstand the pressure.  
The tensions between the two economic juggernauts have seen Chinese stocks taking a harder hit than American stocks, as China 
is now entering a bear market and the S&P reaching within 3% of a record high. Moreover, stocks and currencies in emerging 
markets both saw declines. According to Kamakshya Trivedi of Goldman Sachs, “the emerging-markets selloff is starting to look 
like a contagion,” as the ramifications of the potential trade war spreads further into other sections of both economies. 
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As stocks and commodities slid, the US dollar gained ground on many global currencies up until the latest round of tariffs. The 
looming conflict has spurred an advance in the USD with U.S. Treasuries and most European government bonds to edge higher as 
well. Despite such a limited impact so far, many economics warn that a trade war could derail the strongest economic upswing we 
have seen in years. Metals have taken the brunt of the reaction in commodities, as Copper, Nickel, and Zinc all tumbled. 

Economists believe that these are indicators that the market expects a retaliation, which would lead to lower global trade and growth. 
Many believe that the most vulnerable currency in all various scenarios is the CAD, seeing as how Canada is the largest exporter 
of steel and aluminum to the US and its largest trading partner in general. Canada is also dependent on commodity exports and, 
thereby, commodity pricing, which also makes the currency vulnerable to any decline in global growth.  

This graph details the comparison between the Canadian Dollar against the USD from 6/14/2018 to 7/16/2018. Of note, as the Canadian Dollar (CAD) rate 
versus the USD heightens, the CAD cheapens against the USD. Source - Bloomberg 

The graph above details the Canadian Dollar (CAD) against the American Dollar (USD) since Trump’s tariffs began affecting the 
foreign exchange market in the middle of June. The CAD experienced a major slip within the immediate proceeding weeks. It was 
not until Trump threatened to slap severe tariffs on imported cars and parts, see June 28th, did the CAD began to gain ground on 
the USD. This fall in the USD, compared to the CAD, can be attributed to the fear of the American workforce being cost hundreds 
of thousands of jobs and the auto industry prices to soar by roughly 10%. Since June 14th, the USD has grown by 1.61% against 
the CAD. 
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This graph details the comparison between the Chinese Renminbi (Yuan) against the USD from 6/14/2018 to 7/16/2018. Of note, as the Renmini rate 
versus the USD heightens, the Renminbi cheapens against the USD. Source - Bloomberg 

Similar to the CAD, the graph above details the change in China’s primary currency (Yuan), as compared to the USD. Since the 
official list of tariffs was officially published by the US on June 15th, the Yuan has steadily weakened against the US dollar, falling 
by 4.58%. The Yuan has slipped down to its weakest mark in about six months at 111.24. Likewise, the Yuan has slipped down to 
6.6972 per dollar, reaching its weakest mark in 11 months after seeing its largest drop in more than a week.  

Looking to the end of August, the U.S. heads into Midterm elections that will prove vital for Trump’s legislative agenda. His 
administration will also be ready to impose 10% tariffs on $200 Billion worth of Chinese-made products, ranging from clothing to 
electronic and appliance equipment.  

FX Trading Desk: Nick Curry and Jon Ockerhausen  

Source: Bloomberg  


