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From the onset of the Trump trade war we’ve argued that the
broad-brush tariffs advocated by Peter Navarro were damaging
and that a very targeted approach on security and intellectual
property would have been better. Finally, the tariff fight
with China is being defined over 5G, which is where critical
agreements always needed to be forged.

Here is an interesting feature article from Reuters about 5G
and security and a warning to the US from Australia:
https://www.reuters.com/investigates/special-report/huawei-usa
-campaign/ . My thanks to Erwan Mahe for bringing this
reporting to my attention.
Targeted security and defense protectionism can be understood
by Americans and investment market agents. Bludgeoning soybean
farmers still makes no sense. Agricultural bankruptcy rates
are climbing.
Raising sneakers prices for Americans doesn’t make us safer.
Remember, tariffs are a sales tax on the American consumer.
Trump knows it. The people around him know it.

So can they admit their error? Not likely. But a possible
compromise is to be very heavy-handed on security issues and
to rescind protectionist tariffs that punish Americans. Focus
100% on security tariffs. Use quotas. But be prepared for the
countermeasures. Remember, the second word of the phrase trade
war is war. We are now engaged in it.
Note the implications of the word war. The modern version of
warfare plays out in the economic and sanctions realm. That is
not an unreasonable alternative to the traditional version.
However, history warns us about economic wars turning into
shooting wars.
Moreover, we need to stay abreast of where future battlelines
are forming, such as the struggle for access to rare earths.
(See
http://www.nationaldefensemagazine.org/articles/2019/3/21/view
point-china-solidifies-dominance-in-rare-earth-processing.)
The Chinese are already acting strategically on this front and
have decisively outmaneuvered the US.
Trump’s tactics require that military prowess be sharply honed
by the USA. And funded fully by Congress. That readiness has
now become necessary, whether we like it or not.
We have rebalanced our position in the defense sector and
continue it as an overweight selection in our US stock market
ETF portfolios.
David R. Kotok
Chairman and Chief Investment Officer
Email | Bio

Links to other websites or electronic media controlled or
offered by Third-Parties (non-affiliates of Cumberland
Advisors) are provided only as a reference and courtesy to our
users. Cumberland Advisors has no control over such websites,

does not recommend or endorse any opinions, ideas, products,
information, or content of such sites, and makes no warranties
as to the accuracy, completeness, reliability or suitability
of their content. Cumberland Advisors hereby disclaims
liability for any information, materials, products or services
posted or offered at any of the Third-Party websites. The
Third-Party may have a privacy and/or security policy
different from that of Cumberland Advisors. Therefore, please
refer to the specific privacy and security policies of the
Third-Party when accessing their websites.
Sign up for our FREE Cumberland Market Commentaries
Cumberland Advisors Market Commentaries offer insights and
analysis on upcoming, important economic issues that
potentially impact global financial markets. Our team shares
their thinking on global economic developments, market news
and other factors that often
opportunities and strategies.

influence

investment

Trade War’s Hammerlock on
Bond Market Puts Lower Yields
in Sight
Excerpt from Bloomberg.com article,

Trade War’s Hammerlock on Bond
Market Puts Lower Yields in Sight
By Liz McCormick
May 18, 2019

Insight Ahead
Next week, traders will gain fresh insight into the state of
America’s housing market and purchases of big-ticket items.
Minutes from the Fed’s last gathering will be released
Wednesday and there’s a slew of speakers, including Chairman
Jerome Powell. There’s little expectation that officials will
waver from their pledge of patience with rates.
“The Fed will look at the tariffs as an exogenous shock and
that it’s not systemic and therefore won’t change monetary
policy,” said David Kotok, chief investment officer at
Cumberland Advisors, which manages about $3 billion.
Fed funds futures imply the central bank’s benchmark rate will
fall to 2.09% by the end of 2019, signifying more than a
quarter-point cut. Officials’ most recent quarterly forecasts
projected no change in 2019 and a quarter-point increase in
2020.
Given the Fed’s plans for rates and elevated Treasury
issuance, Kotok says yields are too low. He expects the 10year yield to be at 3% to 3.25% by year-end.
Still, the daily ebb and flow of information about tariffs is
seen as pivotal.

“There is more risk of yields going lower given the concerns
about trade,” said Justin Lederer, a strategist at Cantor
Fitzgerald.
Read the full article by Liz McCormick at the Bloomberg
website: www.bloomberg.com

Cumberland Advisors Market
Commentary
–
Tariffs
–
Macroeconomic
Versus
Microeconomic Effects: In the
Long Run We Are All Dead
Robert Brusca of FAO-Economics details some interesting
information on US trade and the likely impacts that the
current US-China trade war could have on prices.[1]

He has provided us with a deep dive into the mechanics and
macro costs of the current tariff “war.” Here are data
suggesting that markets may have overreacted to this week’s
round of tariff increases and their implications for the US
economy.
1) US total non-petroleum imports amount to about 9.5% of US
GDP, while US imports from China, though large in dollar
amount, account for about 15% of US total imports, or only
1.4% of US GDP.
2) The president has increased tariffs on goods from 10% to
25%, a 15% increase on potentially 1.4% of US GDP, so the
first-round impact is less than a 0.2% increase in price
pressures and about .4% for the full impact of the 25% tariff.
3) Brusca clearly demonstrates that, despite the
administration’s assertions, US importers initially pay the
tariffs, not the Chinese exporters, and these prices are then
either passed on to US consumers and/or absorbed by the
importers in the form of lower profits. Of course, these
tariffs increase the relative price of Chinese import products
and mean that over time demand will be reduced and customers
will substitute goods from other non-Chinese sources or change
the mix of goods purchased, thereby lowering the impact of the
tariffs in the longer run. Fortunately, ready substitute
suppliers exist for most of the goods imported from China. Of
course, there are exchange-rate implications as well.
4) Finally, Brusca argues that the overall price impacts in
terms of changes in the CPI will be small, since goods have
less than a 20% weight in the overall CPI.
5) To be sure, on selective products US producers may engage
in parallel pricing behavior; and in some markets, like
appliances, the price impacts already have been quite
significant.
What about US exports, since China is raising tariffs on its
imports from the US in retaliation?
1) US exports in total are about 13% of US GDP, of which goods

account for about half, or 7.9%, of GDP. Services are not that
important to our trade with China. The Washington Post reports
that in the six-month period ending in March 2018, U.S.
exports to China have dropped about $18.4 billion, some of
which was offset by increases to other areas in the world.[2]
2) Total US exports to China amount to only about 6% of US
total exports, or 0.6% of GDP.
3) While these aggregate macro statistics seem small when
weighed against the size of the US economy, this does not mean
that the tariff situation has not caused problems for key
sectors of the US economy, especially agriculture, or to
particular parts of the country. For example, for selective
producers, like soybean farmers, the damage to their short-run
and long-run production and income from the first round of
tariffs (not to mention what might happen this time) has been
devastating. Particularly hard-hit are farmers in North Dakota
and Iowa. In 2017, China bought about $12 billion in soybeans,
or approximately 25% of the US crop. In 2018 US exports of
agricultural products totaled $9.3 billion, and soybeans were
$3.1 billion.[3] By March of this year the figure was down to
$1.8 billion.
4) Other segments hit to date have been tech and autos.
Particularly hard-hit have been the states of Ohio, Michigan,
Minnesota, Illinois, Iowa, Tennessee, Washington, and
California. Many of these states have been supporters of the
Trump administration. Funds have been allocated to provide a
safety net for agriculture, but such subsidies are at best
temporary, and they come out of taxpayers’ pockets. Moreover,
why is it that farmers are subsidized when other producers who
have been and will be adversely impacted are not singled out
for support as well? Which ones will get subsidies and which
ones will not? This is one game where timing is everything.
5) Finally, recent research from Columbia University on the
impacts of the 2018 tariffs reveal several important
conclusions. The costs to the US economy of those tariffs
through the first 11 months were about $6.9 billion or .03% of
GDP. Furthermore, the costs of those tariffs were entirely

born by the US and passed through in the form of higher prices
with little estimated impact upon prices received by exporters
to the U.S. Interestingly, US domestic producers also raised
their prices.[4]
In summary, the current trade war is playing out on two
fronts. At the macro level, tariffs and trade have, at best, a
small and second-order knock-on effects on the US economy.
Those who are predicting dire consequences are selling both
our economy and producers short. However, the fact that the
macro implications are minor at this date does not mean that
the microeconomic impacts, especially in critically
politically important parts of the country, are small or can
be ignored. People and producers are being hurt, and it is
often the smaller farmers and manufacturers who are not only
being hurt but being driven out of business. These people
won’t be around in many cases when the trade war is resolved,
and the economic and political fallout from their losses will
be important. Indeed, recent data suggest that family farm
bankruptcies are on the rise.[5] There is an old saying in
economics: “In the long run, we are all dead.” Let us hope
this does not apply to the US agriculture and small-business
manufacturing sectors.

[1]
https://www.cumber.com/cumberland-advisors-market-commentary-r
obert-brusca-ph-d-on-tariffs-trade-and-the-fed/
[2] See “The First Round of China Tariffs Already Stifled U.
S. Exports,” Washington Post, May 16, 2019.
[3]
https://ustr.gov/countries-regions/china-mongolia-taiwan/peopl
es-republic-china
[4] See Amiti, Redding and Weinstein, “The Impact of the 2018
Trade War on U.S. Prices and Welfare,” Discussion Paper
DP13564, Centre for Economic Policy Research, March 2, 2019.
[5] See “Corn, Dairy Farms Lead Chapter 12 Bankruptcy Filings,
Report Shows, Mike McGinnis, Successful Farming, March 27,

2019.
https://www.agriculture.com/news/business/agriculture-leads-ba
nkruptcy-filings-report-shows

Sarasota financial advisor:
Don’t
panic
over
trade
tariffs!
Sarasota financial advisor: Don’t panic
over trade tariffs!
By Ray Collins | May 15, 2019
John Mousseau says it is important not to get caught up in
concerns about a trade tariff war with China.
“If you’re sitting there and you read just the headlines, it
looks like a cannon ball shot across the bow of the ship. In
essence what it is, is just a shot in a longer term
negotiation. I think it was long overdue to negotiate with
some trading partners. The U.S. — in terms of being a world
partner — has given up more than it has gotten in the last few
years,” Mousseau said.
Mousseau said neither the U.S. or China wants a full-scale
trade war.
Read

and

see

more

stories

by

Ray

Collins

https://www.mysuncoast.com/authors/raycollins/

here:

Why the US-China trade war
won’t last
How Trump’s trade war is unraveling the
Trump rally

Excerpts below.
By Matt Egan, CNN Business
Tuesday, May 14th 2019
The United States and China don’t just coexist. Their massive
economies are deeply intertwined in ways that make the
intensifying trade war unsustainable.
Tariffs are the weapons of choice as both sides attempt to
improve their negotiating leverage. Consumers and businesses
find themselves caught in the crossfire. The levies will
increase costs, muddle supply chains and drive up debilitating

uncertainty.
UBS cut its 2019 GDP growth forecast for China from 6.4% to
6.2%. While Beijing will try to soften the blow with stimulus,
UBS said growth could slip below 6% in 2019 and 2020 if the
trade war deepens.
“The risk is monstrous. It’s very troubling,” said David
Kotok, chairman and chief investment officer at Cumberland
Advisors.
The interconnectedness of China and the United States has been
driven in part by the millions of people in China that have
been lifted out of poverty.
“You have an expanding middle class wealth effect,” said
Kotok, who also serves as director of the Global
Interdependence Center, an organization advocating for the
expansion of free trade.
Read the full article here: CNN Business
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This Is a Serious Confrontation Between
World’s
Biggest
Economies,
Says
Cumberland’s Kotok
Bloomberg Daybreak Asia
May 9th, 2019, 9:10 PM EDT

David Kotok, chairman and chief
Cumberland Advisors, discusses
negotiations and their impact on
“Bloomberg Daybreak: Asia.” (Source:

investment officer at
the U.S.-China trade
markets. He speaks on
Bloomberg)

Watch at on Bloomberg.

Bloomberg Daybreak Asia: Wear
a Helmet When Doing Falconry
With These Hawks (Radio)
David Kotok, Chief Investment Officer/Co-Founder, Cumberland
Advisors, joined Doug Krizner and Rishaad Salamat on Daybreak
Asia. He says markets have been thrown a curveball by
President Trump’s threats on tariffs. He goes on to discuss
how China may react.
Running time 04:25

This is a Bloomberg podcast.
LISTEN HERE: Bloomberg Audio
NOTE: Links to other websites or electronic media controlled
or offered by Third-Parties (non-affiliates of Cumberland
Advisors) are provided only as a reference and courtesy to our
users. Cumberland Advisors has no control over such websites,
does not recommend or endorse any opinions, ideas, products,
information, or content of such sites, and makes no warranties
as to the accuracy, completeness, reliability or suitability
of their content. Cumberland Advisors hereby disclaims
liability for any information, materials, products or services
posted or offered at any of the Third-Party websites. The
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If you like podcasts, check out this one from 2015 featuring
David Kotok talking about his background and Camp Kotok with
Barry Ritholtz. They also talk about the history of Cumberland
Advisors since its founding, and delve into fundamental
principles of investing and valuation.

Links here
https://itunes.apple.com/us/podcast/masters-in-business/id7301
88152?mt=2
And here
http://www.bloomberg.com/podcasts/masters-in-business/

Shutdown. Markets. #2.
We thank many readers for their responses to my January 22
commentary,
“Shutdown
and
Markets”
(https://www.cumber.com/shutdown-and-markets/).

Responses were
varied, as expected. Some folks maintained their sense of
humor. Others blamed one side or the other and criticized my
final sentence, in which I suggested that both sides share a
measure of the blame. So let me expand on that point and then
offer some responses from our readers. The culprits of this
shutdown are now seven to be named. Those names are Trump,

Pence, McConnell, Pelosi, Hoyer, Schumer, and Durbin. One
could add a lot more names and come up with a list of over
500. We elect them. We get what we vote for.
Below is what some folks think of the situation:
Raphael asked, “Who elected Anne Coulter President and Rush
Limbaugh Secretary of State?” Trump has caved in [to] the
wrong people, and they will sink him.
Richard G. wrote, “I was at the Winter Antiques show in NY
this weekend. A lot of lookers but few buyers. The effect on
the art and antique market is significant. Some of the
auctions, such as Sotheby’s, [were] reasonably good this
weekend. The mega rich are still buying, but the ‘somewhat’
rich are not feeling as rich! That’s the extent of my grass
roots research.”
Mindy wrote, “Didn’t Trump win on the wall?” She meant in 2016
and clarified when I asked her. She also said, “Maybe the
markets want the wall, and maybe they are tired of the Dem’s
BS.”
Anonymous wrote, “Markets don’t care about the wall. 5.7
billion is a rounding error in a 20 trillion economy. The
shutdown has already cost more, and the cost is increasing
daily and accelerating exponentially and not arithmetically.”
Bob wrote, “Granted. But if a child gets behind the wheel of
his dad’s car and runs you over, you are still dead. It is
childish behavior, but it is starting to have an impact… There
is weakness around us. The Fed has hiked rates and damaged the
housing sector; the danger is that weakness gets to a critical
mass, and then uncontrollable weakness cumulates. I think
there is more real risk here. The markets sometimes brake too
late or, like Thelma and Louise, keep their foot on the
accelerator far too long.”
Here is a link to an article [“Shutdown’s economic impact is a

forceful reminder of why government matters”] by two
distinguished economists [Andrew J. Hoffman and Ellen HughesCromwick
of
the
University
of
Michigan]:
(https://theconversation.com/shutdowns-economic-impact-is-a-fo
rceful-reminder-of-why-government-matters-105940).
Yesterday at Morning Money, Ben White quotes Pantheon’s Ian
Shepherdson regarding the shutdown’s impact on growth: “Our
base case for true Q1 growth was 2.5%, but we expected a print
of about 1.75% because of a persistent seasonal adjustment
problem…. Adding in our guesstimate of the direct shutdown
hit, reported growth looks more like 0.5-to-0.75%. Secondround effects could then bring that number to zero”
White notes, “Sentiment surveys are also declining. The
University of Michigan consumer sentiment survey for January
dropped from 98.3 to 90.7, the lowest level of Trump’s
presidency. The Conference Board’s expectations index recently
plunged
from
112.3
to
99.1.”
(https://www.politico.com/newsletters/morning-money/2019/01/22
/shutdown-continues-to-drag-on-the-economy-487289).
Fred sent this: “Good points, but your bias was showing. You
ignored what I think is the real problem, and McConnell. He,
we, and Pelosi all know Trump is a world-class louse. Trump
thinks keeping the gov closed will, eventually, force the
Mueller probe to stop along with the third branch, the
judiciary. He won’t let go because he is now caught in
“dictators’ dilemma.” Mueller has him for “bribery” and
“treason,” so worry over what “high crimes and misdemeanors”
means is now over—when the gov. reopens the path to
impeachment begins, and Trump’s entire team knows the process
will end Trump as a national figure…. I suspect Pelosi
mastered the art of decimating bullies by having overcome her
five older brothers. She is clearly a master of that art—a
capacity that is essential to ending the national scourge of
our war-brat-baby president.”

Journalist Joe asked, “Question – do you have any reason to
believe small businesses are more vulnerable to the shutdown?
I’ve been hearing from SBA lender and borrowers who say they
are stalled and very concerned where this is headed. Most
businesses don’t have new loans let alone SBA loans in a given
month, but maybe this is an important group of expansionminded firms not getting capital, hiring or building
acquisition funds they were counting on. Significant impact
beyond what’s measured?” Our response was that we may see this
in NFIB survey data in a couple of months. Remember US
government data is shut down.
Glenn said, “Pelosi? Someone must stand up to Trump’s BS. He
is dangerous. The wall is complete BS which will further feed
the ignorance of the Republican base (Fox News-deluded
goofballs). Dems are fed-up with a con-man felon in charge.”
Joel asked, “Just wondering… at what level would the
unemployment rate concern you that the ‘slowdown’ would impact
consumer sentiment and spending? I think with so many looking
for or calling for a recession that it won’t happen in the
traditional way.” We thought about this and recalled that TLR
(formerly The Liscio Report, http://www.tlranalytics.com/) is
a high frequency user of state-sourced data and that it is a
particularly good reference when federal government data
sources are compromised by the shutdown.
Frank asked, “How do we get Pelosi and Trump to stop thinking
that each one has the other in a bathtub? Or over a barrel? Or
up a tree? Is there a way both of them can agree that they can
compromise without appearing to blink? David, I remember you
said your dad had words for three levels of craziness. I never
knew how to spell them, but the most chaotic level sounded, as
I recall, like ungecacht. I recall the words of the Notre Dame
boosters, to, I think, Rockne, or maybe it was Parseghian,
“We’re with you, win or tie.” (It was before football decided
there could be no ties.) Can the bases of both P and T be
energized enough to adopt that as something their leaders can

hear? Constantine locked all Christian philosophers in a room
in Nicaea in 355, I have heard, and would not let them out
until they agreed on what Christianity was and what it was
not. Can we get his ghost to come and lock D and P in a room?
Is there some way of locking them both in a room filled with
the misery of 800,000 cries for common sense? Quo usque tandem
abutere?”
Bob didn’t know my father, but he does know who Frank is and
was copied on Frank’s email to me. Bob answered “ongepotchket:
ungepatshkey, ongepotchkeyed, ongepatshky, overly elaborate,
excessively decorated, slapped together senselessly. Consider:
A shandeh un a charpeh: A shame and a disgrace. So much for a
Yiddish lesson.” Thank you, Bob.
We end with a repeat of the famous Churchill Quote and our
original final sentence. And we thank Steve Blumenthal for his
kind words about our usage of the Churchill quote.
Regarding the shutdown and the behavior of our politicians, we
recall Sir Winston Churchill’s take on the messiness of the
democratic process. In 1947, in the House of Commons, he said,
“Many forms of government have been tried and will be tried in
this world of sin and woe. No one pretends that democracy is
perfect or all-wise. Indeed, it has been said that democracy
is the worst form of government except for all those other
forms that have been tried from time to time….”
(https://winstonchurchill.org/resources/quotes/the-worst-formof-government/). Pelosi and Trump are living testament to
Churchill’s sagacity.

Shutdown and Markets
The stock market is ignoring the shutdown. The bond market is,
too. So, too, are commodities, currencies, precious metals,
fine art and other collectibles, sovereign debt, and many
other asset classes. Those markets are moving for other
reasons and not Federal shutdown.
Why?

Markets believe the shutdown is temporary. Market agents look
at the childish behavior of our political leaders, roll their
eyes in disdain, and move on. Markets are focused on the USChina trade war’s winding down, on earnings, and on economic
issues.
If the shutdown ends quickly, markets will have ignored it.
Pelosi yanks the auditorium and Trump yanks the airplane and
market agents wish these folks would do better than playground
politics, but market agents move right past the theater.
If the shutdown persists, all this changes as GDP growth

slows, business decisions are deferred, credit problems
appear, and 800,000 households run into daily living problems
because their salaries are unpaid.
Right now we are still fully invested in our US ETF strategy.
We expect the trade war with China to continue to de-escalate
(or wind down) on the basis of the Buenos Aires truce.
Regarding the shutdown and the behavior of our politicians, we
recall Sir Winston Churchill’s take on the messiness of the
democratic process. In 1947, in the House of Commons, he said,
“Many forms of government have been tried and will be tried in
this world of sin and woe. No one pretends that democracy is
perfect or all-wise. Indeed, it has been said that democracy
is the worst form of government except for all those other
forms that have been tried from time to time…”
(https://winstonchurchill.org/resources/quotes/the-worst-formof-government/). Pelosi and Trump are living testament to
Churchill’s sagacity.

Zero Sum Game?
A fishing buddy (Camp Kotok regular) and thoughtful financial
professional Steve Blumenthal opened one of his weekly
missives with this paragraph, in which he introduced a
commentary from Ray Dalio.

It’s not the substance of Dalio’s post that I want to focus
on, but a key word usage by Ray Dalio and quoted in Steve’s
introduction:
“Raymond Dalio is an American author, investor, hedge fund
manager and philanthropist. Dalio is the founder of the
investment firm, Bridgewater Associates, one of the world’s
largest hedge funds. From a humble beginning, he learned from
his failures and created a repeatable process based on the
system dynamics he now openly shares with you and me. It’s a
road map of sorts for understanding and investment
positioning. A playbook that has enabled him to grow to become
one of the world’s 100 wealthiest people, according to
Bloomberg. Investing is a zero-sum game. That means for every
winner there is a loser. Clearly, he and his team are doing
something right. So, for me, I tune in to learn. His recent
post, ‘To Help Put Recent Economic & Market Moves in
Perspective,’ caught my eye and I’d like to share it with you
today.”
(Note that I do not have permission to share that Ray Dalio
post, so readers who want to read that will need to search for
it and obtain it elsewhere.)
A couple sentences in the paragraph jump out at me: “Investing
is a zero-sum game. That means for every winner there is a

loser.”
I disagree with this use of the term zero-sum game.
In every trade there is a buyer and a seller. So in the
immediate instance of a single security transaction, at the
moment of execution there is neither a winner nor a loser;
there is simply an exchange. A price is set. Two strangers
reach a deal using a third stranger (an intermediary). All
that single trade represents is the consensus price at a
cosmic instant of time. An instant later it’s over, and the
market price may then go up or down. At any future time, if
the market price is higher than the price at execution, then
the buyer is the winner, and the seller is the loser, at that
point (and vice versa). So, yes, any particular trade is a
zero-sum game.
But is investing itself a zero-sum game? It may be, from the
limited perspective of any one player. Bridgewater Associates,
CMG Capital Management (Steve’s outfit), and Cumberland
Advisors certainly strive to consistently emerge as winners in
their investing activity. That is, we want to be better,
smarter investors than our counterparties are in the trades we
undertake for the benefit of our clients. But note that if
the entire investment playing field was on a zero-sum game
footing, the net collective result for all investors would be
zero.

And that’s before the transaction costs and fees.

So how about investing as a whole – the entire arena of
investing, or of economics, for that matter? It’s a
fundamental tenet of our capitalist system that if all players
in the game compete to be the best, most successful players
they can be, the system as a whole will be healthy and
dynamically stable and continue to improve over time: “A
rising tide lifts all boats” says the cliché. The players may
be in the game to get a piece of it for themselves, but they
do produce the greater good because markets are clearing
arrangements and lead to better efficiencies than other

systems do.
So, obviously, on the macro level, the economic system and its
investing subsystem are not zero-sum games. We all win when
the system is in good shape; but conversely, we all lose if we
injure the system.
Today, the system is under more stress than it has been in a
decade. To understand why, we must turn to a fundamental
principle of ecology. Our human systems are ultimately a
subset of the natural system that is Planet Earth (which
itself is a subset of an even larger system). And everywhere
we look in the natural order, we see the same thing:
Competition and cooperation go hand in hand.
No player in our global economic and investment game is an
island. At the same time that we compete with one another, we
also cooperate; and cooperation is just as fundamental to
capitalism as competition is.
Our economy has never been more global, and while we may want
America to be first – may justifiably believe that our
democratic capitalist system is the best system and should
prevail – we are hugely dependent on our international trading
partners, as they depend on us. Think of it in the way that
about 35% of the economic results of the S&P 500 index of
American companies is derived outside of the United States.
So when President Trump aggressively disrupts global trade,
imposing ill-conceived tariffs that shock the system, he may
hurt America just as badly as he does our allies and economic
adversaries.
In an article titled “Trump Has Promised to Bring Jobs Back.
His Tariffs Threaten to Send Them Away” (New York Times, Jan.
6,
2019:
https://www.nytimes.com/2019/01/06/business/trump-tariffs-trad
e-war.html), author Peter S. Goodman demonstrates with several
hard-hitting examples how the Trump-Navarro Trade War is

damaging American manufacturing in ways that will be hard to
reverse.
“‘It’s killing us,’ said the chairman of [EBW Electronics],
Pat LeBlanc, 63, a Republican who voted for Mr. Trump. He now
expects the president’s tariffs will chop his 2019 profits in
half. ‘I just feel so betrayed. If we fail because the company
is being harmed by the government, that just makes me sick.’”
Across the US manufacturing base, such complaints are
multiplying and intensifying as the trade war disrupts factory
operations for which imported parts are critical. Says
Goodman, “Trade in components has grown in recent years, as
American industrial prowess has become increasingly dependent
on access to the global supply chain. Back in 2009, American
factories imported some 20 percent of the electronic products
and computers they folded into their operations, according to
an analysis by the United States International Trade
Commission. By 2016, the share had risen to 25 percent.” True,
Trump’s tariffs have taken a bite out of China, too,
contributing to a faltering Chinese economy. But, as Goodman
points out, “Those worries have filtered back to the United
States, amplifying concerns about the global economy, sending
stock markets plunging, and putting pressure on American
companies, like Apple, that sell goods in China.”
Factory orders in the United States, China and Europe have
weakened, too, deepening the sense that global growth is
slowing. In the natural world, if the top predators in an
ecosystem have a particularly good string of years and
decimate their prey animals, then a point will be reached
where the population of predators, too, collapses to a more
sustainable level. That’s basic ecological science, and it’s
just common sense.
It works the same way with companies and countries. What goes
around comes around. Life is not a zero-sum game, and neither,
on the macro scale, is investing or participating in the
global economy.

We’re fully invested in our US ETF accounts. We expect the USChina truce to continue and that a form of a trade deal will
result. That is why we expect the stock market to go much
higher. If we are wrong and if the tariff rate goes up to 25%
and expands as Trump has threatened, we will be wrong. Under
that adverse scenario the Trump-Navarro Trade War will likely
trigger a full blown recession. We are not in a zero sum game.
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