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War by other means

US tariffs undermine international trade
David Skilling*

The tensions building between China and the US is another chapter in President
Donald Trump's ill-judged trade policy. There are real issues with respect to China's
trade and economic policy, but the US approach is unlikely to be effective.

Indeed, US tariffs are undermining relations with partners who would have been
likely to engage on China: the European Union and Japan. The EU (among others) was
given a reprieve on tariffs, but last week the Trump administration went ahead with
levies on steel and aluminum from the bloc. Japan was hit by steel tariffs in March,
despite Prime Minister Shinzo Abe’s personal diplomacy with Trump (as was New
Zealand, hardly a strategic threat to the US steel industry).

These actions are eroding the rules-based foundation of the international trading
system. | have previously described the weaponisation of international trade, such as
China imposing restrictions on Norwegian salmon imports, as well as South Korean
tourism and companies such as Lotte, the retailer, and Hyundai, the carmaker, after
bilateral political disputes.

Sanctions can be effective, although variably so. The tight economic restrictions
China is imposing on North Korea are probably a significant factor in the country's
change of approach. China's North Korean imports slumped to $9m in February and
$12m in March, down from a monthly average of around $100m over the past few years.

But recent unilateral actions, notably by the Trump administration, take sanctions
into new territory, such as those on companies linked to Russian oligarchs close to
President Vladimir Putin. Companies in which Oleg Deripaska is involved were

slapped with sweeping sanctions, despite limited direct exposure to the US. The share

1 David Skilling is Director of the Landfall Strategy Group, a Singapore-based economic advisory firm.
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prices of Rusal, the aluminum producer, and EN+, its parent company, declined by more

s
4

than 50%. Deripaska has resigned from the Rusal and EN+ boards to try and convince
the US Treasury to lift the sanctions.

Trump has pulled the US out of the nuclear deal with Iran, re-imposing sanctions
on the country as well as companies that do business with it. Non-US companies with
US operations, or those backed by institutions with a US presence, will be greatly
constrained in doing business with Iran. This is a particular problem for Europe. As the
new US ambassador to Germany bluntly tweeted, 'US sanctions will target critical
sectors of Iran's economy. German companies doing business in Iran should wind down
operations immediately.’

Unsurprisingly perhaps, this action will have a limited effect on US companies.
US goods exports to Iran were worth just $150m in the year to February, whereas the
combined value of French, German and Italian exports was about $7bn. China may
emerge as a winner; its exports to Iran are worth about $16bn, and it takes about 15%
of Iran's oil.

Bruno Le Maire, the French finance minister, noted, 'The international reach of
US sanctions makes the US the economic policeman of the planet, and that is not
acceptable'. At a time when the US seems less interested in remaining the world's
reserve currency issuer, these sanctions could be a new version of the 'exorbitant
privilege' Valéry Giscard d'Estaing, a previous French finance minister, warned of in
the 1960s. The centrality of the dollar in the global system gives the US options other
countries don't have.

Economic sanctions are preferable to military conflict, but their unilateral
application puts further pressure on an international system already stressed by
protectionism and mercantilism. Large powers, particularly the US and China, are using
economic instruments to advance geopolitical and strategic interests. Companies from
competitor countries are being targeted outside the constraints of a rules-based structure.

This may accelerate the fragmentation of the economic system, in which China
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and Russia increasingly engage with each other, and Europe and the US drift apart.

Some countries may weigh the costs and benefits of transacting in dollars or with US
banks if that exposes them to sanctions. The behaviour of large countries may cause
companies to think hard about their global footprint.

What starts with specific, targeted sanctions may lead to structural change in the

functioning of the global system, and the emergence of a multipolar global economy.
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Oil price spike brings risk back
Positive outlook for risk assets under threat

Seema Shah?

Oil prices have soared by about 70% since last June. At around $77 per barrel,
Brent crude has been driven to its late-2014 levels. The increase was caused by a
combination of greater global demand, supply cuts by the Organisation of the Petroleum
Exporting Countries and geopolitical disruption, such as President Donald Trump
withdrawing the US from the Iran nuclear deal.

Traditionally, if oil prices are rising on the back of strong global demand, risk
assets should be supported. However, if oil price gains are caused by production
constraints from geopolitical tensions — such as the US sanctions on Iran — the resulting
pick-up in inflation and hit to growth will be negative for risk assets. It may be a little
surprising, therefore, that the latest disruption to commodity markets has garnered
minimal equity market reaction.

One convincing reason is that there are doubts that Iran's oil exports will be
reduced meaningfully. Much of Iran’s oil is sold to China, India and Turkey, all of which
are likely to ignore US sanctions, while Germany, France, the UK and Russia have all
said they will not follow the US's path. Saudi Arabia has already indicated that it will
look to soften any production losses by increasing its own output, so global stock levels
may not drop materially.

Another explanation is that the impact of rising oil prices on the US economy has
changed in recent years. According to Bloomberg Economics, a typical rule of thumb
was that each sustained $10 per barrel rise in oil prices would reduce US GDP by 0.3%.

But thanks to the boom in shale oil, the US is now a significant producer and it should

1 Seema Shah is Global Investment Strategist at Principal Global Investors. This article first appeared on the Short
and Sharp blog
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instead enjoy a windfall as prices rise.

The pessimist in me still sees negatives. For example, some estimates suggest the
15% rise in oil prices since the start of the year has offset around half of the boost to
US growth from the corporate tax reform. If rising oil prices continue to feed into
inflation expectations, the Federal Reserve may be forced to tighten policy more
aggressively.

These latest developments have affected sentiment towards emerging markets
negatively. Yet the higher oil price can have very different effects from country to
country. Those that rely heavily on imported oil (such as India and China) will be
pressured, while emerging market oil-producing nations such as Saudi Arabia, Nigeria
and Colombia could be winners. The main problem for the winners is that emerging
markets still tend to move together. Disruption in a commodity-importing region such
as Asia threatens to drag down other emerging market regions with it.

On that basis, would I recommend shifting out of emerging markets? No. | am
doubtful that oil prices will be sustained at this level. But if they do, I will be worried.
I consider rising oil prices to be the most significant tail risk to the global economy and,

as a result, to the positive outlook for risk assets in 2018.
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	导读：
	6月19日，人民币兑美元大幅贬值575个基点，收盘报价6.4743，创今年4月中旬人民币兑美元贬值以来最大单日跌幅，6月21日，人民币兑美元汇率在岸、离岸双双跌破6.50关口，6月27日，又双双盘中跌破6.60关口。人民币连续下跌的原因是什么？中美贸易摩擦和中国人民银行的货币政策是否在这一过程中扮演着重要角色？这一轮人民币的贬值会带来什么样的影响？，IMI研究团队的成员围绕这些话题发表了相应的观点，具体内容如下文所示：
	系列三十九：促进人民币外汇市场创新的政策建议10F





