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• Step 1: Macro Theme: The Coming Economic War Between the US and China

– The Trump administration is determined to engage in an economic war with China

– They believe that China has been actively engaged already in this war, which goes far beyond trade

– The question is how far will the US go to win this war, and how will China respond?

• Step 2: Fundamental Economic Framework

– The US trade balance with China is growing 

– China is escalating their acquisition of intellectual capital both directly and indirectly

– China has put barriers to US technology companies entering into China 

• Step 3: Find Potential Repricing Events

– The Trump administration now has the power to impose unlimited tariffs on a range of China imports

• They followed the protocol of section 301of the 1974 Trade Expansion Pact

– Trump’s aggressive stance towards China was one of the main components of his contract with America during the 2016  campaign

• He has delivered on pretty much every other component of this contract

• Mandate from 2016 partly driven by impact of Chinese imports on voting patterns in the rust belt

– China may retaliated through a variety of channels beyond increasing tariffs on US imports

• Imposing tariffs is a losing strategy for China given the current trade imbalance

• Constrain access to US markets for US technology companies

• Use their demand for oil to disrupt US foreign policy

• Step 4: Find Asymmetric Trade

– Trade 1: Receive USD and Sell CNH on a forward basis

– Trade 2: Buy puts on USD based EM equities

– Trade 3. Buy tail protection on highly rated corporate credit
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1. Federal Reserve Bank of St. Louis, FRED Data base
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Will Trump Tariffs Start A Trade War With China?1

Step 1: Find Macro Theme

Trade Deficit with China is Growing To Unstainable Levels…So The US Is Raising Tariffs That Could Start A Trade War With China
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1. BES
2. China NBS

3. IMF, Direction of Trade Data Base

4. Federal Reserve Bank of St. Louis, Fred Data Base
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China’s Supply of Cheap Labor Dwarfed That Of The US1,2

Step 2: Fundamental Economic Framework

China’s Cheap Labor/FX Drove A Surge of Imports Into The US3,4 Step 2: Fundamental Economic Framework
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1.    Federal Reserve Bank of St. Louis, FRED data
2.    Acemoglu, Autor, Dorn, Hanson, and Price,” Import Competition and the Great US Employment Sag of the 2000s” ,Journal of  Labor Economics, Vol. 34, No. S1 (Part 2, January 2016)
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Yes, And That Will Likely Escalates Into An Economic War Because Of What Happened in 2001

Step 2: Fundamental Economic Framework

US Manufacturing Jobs Where exported to China After 20011 Sector  Never Recovered Even With A Robust Growth in The US2



1. Census Data
2. Autor, Dorn and Hanson, “ The China Shock: Learning From Labor Market Adjustment to Large Changes  In Trade”, NBER, Working Paper 21906, January 2016
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China’s Entry In WTO Started The Process That Turned The Rust Belt Into A Welfare State

Step 2: Fundamental Economic Framework

The Rust Belt Is Still In Their China Driven Great Depression1 Wage Income Was Replaced By Government Transfer Payments2

City 1970 2015 Change

Pittsburgh 41.3 40.7 -1%

Cleveland 45.9 26.2 -43%

Buffalo 42.3 31.9 -25%

Detroit 51.1 25.7 -50%

USA 41.3 51.4 24%

Displaced 

Worker 

Benefits

Government 

Benefits

Real Median Household Income



1. “How China’s Economic Aggress ion Threatens the Technologies  and Intel lectual  Property of the United States and The World” OTM P, June 2018
2. “import tariffs charged by China at  the border (in comparison to U.S. tariffs ) , Trade News Analysis, December 2016

7

SOM Macro Strategies
State Of the Markets: The Coming Economic War Between the US and China

Before “American First”, There Was ”China First”

Step 2: Fundamental Economic Framework

China’s Economic Policy Is A Zero Sum Game1 Even After WTO, China Tariffs Were Much Higher Than The US2

• Protect China’s Home Market From Imports and Competition

– This category features high tariffs, non-tariff barriers, and other 

regulatory hurdles

• Expand China’s Share of Global Markets

– Uses  policy tools that includes financial support to boost exports and the 

consolidation of State-Owned Enterprises into “national champions” that 
can compete with foreign companies in both the domestic and global 

markets. 

– Chinese enterprises also benefit from preferential policies that lead to 
subsidized overcapacity in China’s domestic market, which then depresses 

world prices and pushes foreign rivals out of the global market.

• Secure and Control Core Natural Resources Globally

– China uses a predatory “debt trap” model of economic development and 
finance that proffers substantial financing to developing countries in 

exchange for an encumbrance on their natural resources and access to 

markets 

• Dominate Traditional Manufacturing Industries

– China has  achieved a leading position in many traditional manufacturing 
industries. It has done so in part through preferential loans and below-

market utility rates as well as lax and weakly enforced environmental and 

health and safety standards.  



1. “U.S. – China Economic And Security Review Commission”, 2017 Report To Congress
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China Policy Has Created Substantial Barriers For US Companies To Invest or Export to China1

Step 2: Fundamental Economic Framework

E-Commerce and Logistic Access Barriers Access Barriers to US Companies Producing or Selling in China



1. “U.S. – China Economic And Security Review Commission”, 2017 Report To Congress
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Example of On Line Ads : Google and Facebook Banned Allowing  Trecent and Alibaba to Dominate1

Step 2: Fundamental Economic Framework

On Line Advertising Has Increased Five Fold in Last 5-years However, US Companies Were Banned From This Market
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1. “U.S. – China Economic And Security Review Commission”, 2017 Report To Congress
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US Financial Services Are One of the Major Exports To the World….Except to China1

Step 2: Fundamental Economic Framework

US Financial Exports Are Growing But Not So Much To China US Banks Are Leaving China Not Trying To Grow Their Footprint

Report 2017



1. “U.S. – China Economic And Security Review Commission”, 2017 Report To Congress 11
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Example of Bank Card Payments: Visa/MC Blocked From China, Allowing UnionPay to Dominate1

Step 2: Fundamental Economic Framework

Bank Card Payments Experienced Exponential Growth In China China Created Barriers To US Companies Even With The WTO

Year Event
Bank Card Transaction 

Data In China

2001

China entered the WTO and made 

commitments to open up there electronic 

payment system to foreign electronic payment 

providers

Less than $100 billion 

USD

2010 US requests a consultation with WTO

$1.5 Trillion USD 

UnionPay (Chinese 

Company) 100% market 

share

2012

WTO ruling determined that China violated it 

agreement on entering The WTO with polices 

governing access to payment unfairly 

discriminates against foreign payment card 

companies

$3.1 Trillion USD       

UnionPay 100% market 

share

2014

China announced new technical standard that 

all payment processes must meet the PBOC 

3.0 standard. This standard is incompatible 

with the global industry standard EMV. Only 

Union Pay follows it. completely 

$6.3 Trillion USD 

UnionPay 100% market 

share

2015

China allows qualified Foreign companies to 

clear payments if they must follow PBOC 3 

standard, so they would need to redesign their 

cards at a prohibit expense

$8.1 Trillion USD 

UnionPay 100% market 

share



1. Made In China 2025, The making of a high-tech superpower and consequences for indus trial countries”, MERIC Papers  on China, December 2016
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The ”Made in China 2025” Policy Is an Escalation of China’s Economic War On The US 1

Step 2: Fundamental Economic Framework

Goal : 70% of Core Materials Produced in China by 2025 Made In China Will Be  Supported By A Every Area of Their Society
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Wide Body Aircraft

Moble Phone Chips

Large Tractors

Smart Manufacturing Products

Cloud & Big Data
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Advanced Medical Devices

Electric Cars and Autonomous Vehcles

Super Computers

High Tech Ship Componensts

Domestic Market Share (%)

Made in China 2025  Domestic Market Share By Industry

Target 2020 Target 2025

• Reaffirms the Chinese government’s central role in economic 

planning

• Calls on all facets of society to mobilize behind the plan

• Seeks technological breakthroughs in key areas for economic and 

security purposes

• Promotes further civil-military integration and the two-way transfer 

and conversion of military and civilian technologies

• Leverages state resources, policy support and regulatory systems

• Continues to promote import substitution and rely on indigenous 

products to meet growing demand in China

• Reaffirms the leading role of backbone enterprises in technology 

development

• Promotes Chinese enterprises to become dominant in the domestic 

market and internationally competitive in key industries



1. Brown and Singh, “China’s Technology Transfer Strategy: How Chinese Investments in Emerging Technology Enable a Strategic Competitor to Access  the Crown Jewels of U.S. Innovations”, DIUx, January 2018
2. “Made In China 2025, The making of a high-tech superpower and consequences for indus trial countries”, MERIC Papers  on China, December 2016
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As is The Past, China Will Use Legal and Illegal Means, And That Could Mean More Rust Belts Globally

Step 2: Fundamental Economic Framework

Many Channels Through Which China Can Acquire Tech1 Some Of Those Legal, Some Not So Much2



1. “U.S. – China Economic And Security Review Commission”, 2017 Report To Congress
2. “Made In China 2025, The making of a high-tech superpower and consequences for indus trial countries”, MERIC Papers  on China, December 2016
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China State Financial Support Will Create Substantial Advantages Vs US Companies

Step 2: Fundamental Economic Framework

Selected Government Funds to Support Strategic Sectors1 State Funding For Chinese Tech Suppliers is Substantial 2



1. “Made In China 2025, The making of a high-tech superpower and consequences for industrial countries”, MERIC Papers  on China, December 2016 15
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One Outcome of the ”Made in China 2025” Could Be China Exporting Excess Capacity to The World1

Step 2: Fundamental Economic Framework

Robotics Production Capacity In China Will Grow Substantially Planed Capacity Growth Dwarfs Growth in Chinese Demand



1. “Made In China 2025, The making of a high-tech superpower and consequences for industrial countries”, MERIC Papers  on China, December 2016
2. “U.S. – China Economic And Security Review Commission”, 2017 Report To Congress
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China is Also Buying High End Developed Market Technology

Step 2: Fundamental Economic Framework

China Also Buying Cutting Edge Tech Companies1 As Well as Forcing US Tech to Sell To Chinese Companies2
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1. Member Survey, US-China Bus iness  Council, 2017
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They Are Also Forcing Transfer Of US Intellectual Property Through Coercion1

Step 2: Fundamental Economic Framework

Types of Requests Most Companies Transferred Some Technology



1. Brown and Singh, “China’s Technology Transfer Strategy: How Chinese Investments in Emerging Technology Enable a Strategic Competitor to Access  the Crown Jewels of U.S. Innovations”, DIUx, January 2018
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China is Also Buying Access To New Technology With Venture Capital Funding1

Step 2: Fundamental Economic Framework

Chinese Venture Funding For US Artificial Intelligence Start Ups Chinese E-commerce Company Funding of US Startups



1. The Theft  of American Intellectual Property: Reassessments of the Challenge And United States Policy”.  Update To The IP C ommiss ion Report, 2017 19
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Scale of Theft of US IP Is Substantial, While Theft of Military High Tech Is Putting The US At Risk 1

Step 2: Fundamental Economic Framework

Estimated Cost of Chinese Theft of US IP Global Proportion of Illicit Software By Region

Low High Low High

Pirated Software 20 50 100 250

Counterfeit Goods 30 140 150 700

Theft of Trade 

Secrets 200 500 1000 2500

Per Year ($bil)

Total                     

2012-2017 ($bil)



1. Brown and Singh, “China’s Technology Transfer Strategy: How Chinese Investments in Emerging Technology Enable a Strategic Competitor to Access the Crown Jewels of U.S. Innovations”, DIUx, January 2018
2. Cooper,’ Understanding the Chinese Communis t Party’s Approach to Cyber-Enabled Economic Warfare” ,   FDD press, September 2018
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Chinese State Sponsored Entities Are Conducting A Large Scale Cyber War Against the US

Step 2: Fundamental Economic Framework

Examples of Chinese Cyber Attracts Against  The US Military1 And Examples Of Cyber Attacks Against The US Private Sector2

• Breach of more than two dozen major weapons system designs in 

February, 2012 from the military and defense contractors including 

– Patriot missile system (PAC-3)

– an Army system for shooting down ballistic missiles 

– the Navy’s Aegis ballistic-missile defense system, 

– the F-35 Joint Strike Fighter, 

• “Titan Rain” a series of coordinated attacks for multiple years since 

at least 2003 which compromised hundreds of government 

computers stealing sensitive information

–  In 2004, an analyst traced the origins of a massive cyber espionage ring 
back to a team of government sponsored researchers in Guangdong 

Province in China. The hackers, code named by the FBI “Titan Rain"  

others.”

• PLA Unit 61398 (a cyber force within the Chinese military) which 

penetrated the networks of >141 blue chip companies across 20 

strategically targeted industries identified in China’s 12th Five Year 

Plan for 2011-2015

– Source code was stolen from some of the most prominent U.S. technology 

companies such as Google, Adobe and others; 

– According to Mandiant, PLA Unit 61398 is just one of more than 20 cyber 
attack groups within China

• “Hidden Lynx” which according to Symantec has a long history of 

attacking the defense industrial sector of Western countries with 

some of the most sophisticated techniques has successfully attacked 

the tech sector, financial services, defense contractors and 

government agencies since at least 2009



1 “How China’s Economic Aggress ion Threatens the Technologies  and Intel lectual  Property of the United States and The World” OTMP, June 2018 21
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The First Salvo In The Coming Economic War With China Is The 301 Tariffs1

Step 3: Find Potential Repricing Events

The 301 Tariffs Are Focused on Protecting Our Intellectual Property The US Has Proven That China Are After Our Tech

• Acquire Key Technologies and Intellectual Property From Other 

Countries, Including the United States

• Capture the Emerging High-Technology Industries That Will 

Drive Future Economic Growth and Many Advancements in the 

Defense Industry

Under Section 301 of the Trade Act of 1974, USTR initiated an 

investigation to determine whether China’s acts, policies, and practices 

related to technology transfer, intellectual property, and innovation are 

unreasonable or discriminatory, and burden or restrict U.S. commerce.

Following a thorough analysis of available evidence, USTR determined 

that numerous acts, policies, and practices of the government of China 

related to technology transfer, intellectual property, and innovation are 

unreasonable or discriminatory, and burden or restrict U.S. commerce. 

Specifically, USTR found that:

• China uses joint venture requirements, foreign investment 

restrictions, and administrative review and licensing processes to 

require or pressure technology transfer from U.S. companies.

• China deprives U.S. companies of the ability to set market-based 

terms in licensing and other technology-related negotiations.

• China directs and unfairly facilitates the systematic investment in, 

and acquisition of, U.S. companies and assets to generate large-

scale technology transfer.

• China conducts and supports cyber intrusions into U.S. commercial 

computer networks to gain unauthorized access to commercially-

valuable business information.



1 Heather Long, “Trump is  asking China to redo just about everything with its  economy”, Washington Post , September 21, 2018 22
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The President Is Using 301 Tariffs To Force Major Changes In a Broad Range of Chinese Behavior1 

Step 3: Find Potential Repricing Events

301 Gives The President Almost Unlimited Tariff Powers US Demands Go Far Beyond Trade

Under Section 301 of the Trade Act of 1974, USTR has broad authority 

for a range of possible responsive actions to meet the goal of eliminating 

or otherwise resolving these unfair practices, such as the imposition of 

duties or other restrictions on goods or services. USTR has determined 

that appropriate actions for addressing China’s unreasonable or 

discriminatory acts, policies, and practices should include the following:

• 25 Percent Ad Valorem Duties: In accordance with the President’s 

direction, USTR has determined to impose an additional 25 percent 

tariff on approximately $50 billion of products from China that are 

strategically important to, and benefit from, the “Made in China 

2025” program and other Chinese industrial policies.

• WTO Case: USTR is pursuing dispute settlement at the World 

Trade Organization (WTO) to address China’s discriminatory 

licensing practices 

• The Department of Treasury will address concerns about Chinese 

investments in certain technology-intensive sectors. 

• China will cut the $336 billion U.S.-China trade deficit by at 

least $200 billion by 2020

• China will stop subsidizing tech companies

• China will cease stealing U.S. intellectual property

• China will cut its tariffs on U.S. goods by 2020

• China will not retaliate against the United States (including 

against U.S. farmers).

• The Chinese government will open China to more U.S. 

investment



1. FINDINGS OF THE INVESTIGATION INTO CHINA’S ACTS, POLICIES, AND PRACTICES RELATED TO TECHNOLOGY TRANSFER,INTELLECTUAL PROPERTY , AND INNOVATION UNDER SECTION 301 OF THE 
TRADE ACT OF 1974, USTR, March 22, 2018

2. Bloomberg
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It Would Seem That The More likely Course Of US Action is to Escalate

Step 3: Find Potential Repricing Events

Words Alone May Not Satisfy The US Given Chinese History1 More Likely That The US Escalates and Puts Tariffs On All  Imports2
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1. Autor, Dorn and Hanson, “ The China Shock: Learning From Labor Market Adjustment to Large Changes  In Trade”, NBER, Working Pa per 21906, January 2016 24
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Trump Political Support For The Coming Economic War Comes the First Victim Of the War: the Rust Belt

Step 3: Find Potential Repricing Events

US Areas Affected By The Growth of China Imports1 Not Surprisingly, These Areas Voted For Trump



1.  Autor, Dorn, Hanson, And Majlesi, “Import ing Poli tical Polarization he Electoral Consequences of Rising Trade Exposure”, January 6, 2017
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The Coming Economic War With China Is The Likely Path Given Trump and His Mandate

Step 3: Find Potential Repricing Events

China Imports A Powerful Tool To Predict Voting Patterns1 Trump  Has Delivered on the Other Parts of His 2016 Promises

Trump Promises 2016 Action 1 Action 2 Action 3 Action 4

Financial Reform

Put a Trump appointee 

in every financial 

regulatory body

Removed DF 

From banks < 

250 bill of assets

Repeal Obama Care
Removed the 

individual mandates

Failed on full 

removal

Tax Reform
Signed a $1.5 Trillion 

Tax cut and reform

Energy Reform Approved Keystone

Opened offshore 

oil fields to 

exploration

Infrastructure Nothing

Immigration Reform

Travel ban from 6 

Muslim countries 

approved by Supreme 

court

Ending DACA  

Other

Moved US embassy 

to Jerusalem and 

recognized it as the 

capital of Israel

Removed US 

from Iran Accord

Bomb Syria after 

they used chemical 

weapons

Negotiating with North 

Korea

End of Off Shoring

Removed US from 

FTTP, renegotiating 

NAFTA

Reduced 

incentives to 

hold profits 

overseas

Imposed tariffs 

on Steel

Impose tariffs on 

China imports
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China Retaliation Likely To Include Non-tariff Strategies

Step 3: Find Potential Repricing Events

China Unlikely To Do Tit-for-Tat With Tariffs But There Are Other Avenues That  Risk Escalation

• Farm exports—Soybeans

– China could stop buying soybeans from the US

– China imports more than 60 million metric tons of soybeans from the US

• Airplanes—Boeing

– China could stop buying planes from Boeing

– Boeing sold over 200 planes to China in 2017, which generates over 13% of 

its revenue

– China is projected to need over 7000 new planes in the next 20 years

• Autos—GM

– China could stop GM from selling cars to them

– GM sold more cars and trucks in China than in the US during 2010-17

– China demand for cars is expected to grow from 3.9 million per year to 5 
million per year by 2020

• Electronics—Apple

– China could prevent Apple from selling their product in China

– China represents over 22% of Apple’s net income

• US Treasuries

– China could start selling its position of $1.2 trillion of US Treasuries

• The Yuan

– China could depreciate their currency to offset the impact of the Tariffs

• Commodities

– China could use their demand for oil to pressure US allies or to counter US 

policy in the middle-east and Iran

– China could disrupt the electric battery market since it processes over 90% 

of cobalt processing, which is a crucial ingredient for electric car batteries
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1. USDA
2. Boeing and Airbus Earnings Reports
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First China Salvo Using Selective Tariffs Will Likely Not Be Effective: Fungibility of Supply and Demand

Step 3: Find Potential Repricing Events

Other Sources of Demand For Soybeans Other Than China1 Not Easy For China To Replace Boeing As A Source of Planes2
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1. US Dept of Treasury and IMF Data
2. BOJ, ECB Data
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Selling Or Not Buying US Treasuries Is A Non-Tariff Option, But What Could They Buy Instead?

Step 3: Find Potential Repricing Events

China And US Treasuries1 Available Supply Of Other DM Government Debt Is Shrinking2
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1. Bloomberg
2. EIA
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However China’s Next Move Could Result in An Escalation In The Economic War

Step 3: Find Potential Repricing Events

Apple Looks Vulnerable1 China Could Use Oil As A Way to Escalate The Coming Economic War2

0

200

400

600

800

1000

1200

1400

1600

1800

2000

Jul-04 Jul-05 Jul-06 Jul-07 Jul-08 Jul-09 Jul-10 Jul-11 Jul-12 Jul-13 Jul-14 Jul-15 Jul-16 Jul-17

B
a

rr
el

 P
er

 D
a

y
 

Crude Oil Exports To US and China By Country
(6-month Moving Average)

Saudi Exports To USA

Saudi Exports To China

Iran Exports To China

10%

15%

20%

25%

30%

0

5,000

10,000

15,000

20,000

25,000

FY 2011 FY 2012 FY 2013 FY 2014 FY 2015 FY 2016 FY 2017

P
er

ce
n

t 
o
f 

T
o
ta

l 
(%

)

($
m

m
)

Apple's Operating Income From China

Operating Income (LHS)

Percent of Operating Income (RHS)



1. Chow, ‘Trade war taking a toll on China; expect more policy support”, DBS Economics, August, 14, 2018
2. Bloomberg
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Trade 1: Position For A Weaker RMB

Step 4: Find Asymmetric Trades

Trade Thesis China Trade Engine Has Slowed As Their Currency Appreciated1

• Fed policy could strengthen the USD against all currencies 

– Reversing QE

– Raising rates

• China could weaken the RMB for a variety of reasons both directly 

and indirectly

– They could weaken their currency to offset the impact of tariffs

– They could weaken their currency by lowering policy rates to spur their 

economy

– They could weaken their currency to reignite trade as an engine of growth

– They could weaken their currency to retaliate against US tariffs

• Buy USD and sell CNH using a 1-year forward contract

China Has Plenty of Room to Depreciate2US Is Raising Rates While China Is Lowering Rates1
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1. Bloomberg

2. “Trade Wars : There are no winners”, KPMG, August 2018, Just US And China involved
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Trade 2: Buy Puts On USD Based EM Equity Indexes

Step 4: Find Asymmetric Trades

Trade Thesis US Technology Companies Are Vulnerable to China Retaliation2

• EM equity associated with China and their currencies could sell off 

in an economic war between the US and China
– US trade deficit with China is growing, as is the intensity of China’s 

economic war with the US

– The US could potentially put unlimited tariffs on Chinese imports

• China could retaliate against the imposition of US tariffs 

– The could put more barriers to imports from US technology companies

– They could us oil as a political weapon against the US

• Buy puts on a broad base USD EM equity index
– Impact of an economic war on the Chinese equity markets could be 

substantial

– China and its circle of influence constitute the majority market weight of 
broad base EM indexes

China Could Use It Growing Demand For Oil As A Political Weapon1US Deficit With China is Growing1
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1. “Trade Wars : There are no winners”, KPMG, August 2018, World Contagion

2. Luca Paolini,”A zero sum game”, PICTET Asset Management, June 2018

3. Bloomberg
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Trade 3: Position For A Risk-Off Event From A Full Blown Global Trade War 1

Step 4: Find Asymmetric Trades

Trade Thesis US Technology Companies Are Vulnerable to China Retaliation2

• This Economic war could escalate creating a tail event

– The US could potentially put unlimited tariffs on all Chinese imports

– China could escalate conflict bringing in the rest of the world using non-

tariff strategies

• Escalation would affect not only the US and China but also the rest 

of the world 

– GDP could fall substantially, bringing down equity markets around the 
world

• Buy CDS protection on highly rated US corporates

– Cheaper protection than buying protection on US High Yield or OTM 

equity puts

– 60 bp will buy a 35% OTM 1-year put on S&P500

China Could Use It Growing Demand For Oil As A Political Weapon3US Deficit With China is Growing1
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