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Are President Trump & Co. Deliberately Targeting the Global Economic Recovery??

Fadi Nasser - Deputy Chief Investment & Treasury Officer

Back in early June this year, | released an economic piece entitled “With Friends Like Donald Trump, Matteo Salvini &
Luigi Di Maio, Who Really Needs Enemies?” At that time, financial panic & chaos had taken hold of markets following
the rough birth of Europe’s first populist government in Italy (a mix of anti-establishment and right-wing ministers who
had promised an “ltaly first” agenda), the ousting of Spain’s Prime Minister Mariano Rajoy by the country’s parliament
(following the loss of a vote of no-confidence amid a corruption scandal engulfing his Popular party), and the
announcement by US authorities that exemptions to tariffs on aluminium and steel imports from the EU, Canada and
Mexico were being removed.

The latter - frenetic and rushed US actions on global trade - have since continued unabated, convincing both investors
and policymakers that a full-blown trade war is under way with no easy, nor immediate, ways of defusing the conflict.
Yesterday’s dialling up of the tariff rhetoric by the Trump administration (the US president ordering his trade office to
consider imposing a 25% duty on $200 billion worth of Chinese goods, up from an initial 10%) - with a statement by
Commerce Secretary Wilbur Ross confirming that there will be more pain ahead and that Trump will personally “hold
China responsible for its unfair trade practices” - is surely a sign that current trade disputes will most likely witness
further escalation, at least in the near-term, especially that the Asian nation has repeatedly stated that it will never
surrender to US trade threats! Not to mention the recent threats of “crushing” sanctions against Russia, recently made
by US Congress or the latest sanctions against Turkey (a NATO ally). The US is obviously not trying to make friends in
the world right now; Quite the opposite; they are isolating themselves, both at the political and economic level!

However, it should be clear that no country wins a trade war, whatever Donald Trump or his “smart” trade advisors
think! The bizarre comments by his Commerce Secretary, Wilbur Ross, that the rise in US steel prices following the
imposition of tariffs reflected “profiteering” by speculators merely underlined the economic illiteracy involved. If you
restrict the supply of something, its price tends to go up. That is how tariffs are supposed to work! There is no excuse
for ignorance about the potential impact of what Mr Trump has done. History shows that previous trade wars too have
led to financial difficulties (for instance, when the US hit trading partners with its infamous Smoot-Hawley tariff in 1930, it
led to an immediate escalation into a global tit-for-tat protectionism - making the Great Depression much worse), and
later required many years of patient global work - during the creation of the post-war trading order - to undo their
negative impact.

Fast forward to today, and there should have been little doubt that the likes of China and the EU - or even Canada,
despite its dependence on trade across the American border - would reciprocate Mr Trump’s tariffs. That makes those
tariffs even more reckless. If anything, the pain that countries will cause by retaliating is even more immediate than in
the 1930s. Compared with earlier decades, the global integration of supply chains means that many imports are
destined for use in domestic production. Cutting one’s own car manufacturers off from specialist imported components
is a spectacularly “stupid” move. But more damaging than the immediate financial threat is likely to be the longer-term
impact on innovation and productivity. Modern supply chains are not just disaggregated production lines. They are
networks for learning and technology in which knowledge is created and disseminated across the globe. The US is right
that China, with its forced technology transfer, attempts to capture and exploit too much of this knowledge purely for its
own benefit. But the answer to that is to make the system run more openly and fairly, not to destroy it. Mr Trump’s tariffs
are leading the global economy into a highly dangerous place. More enlightened governments must do their best not to
multiply his ill-informed errors.
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At the start of 2018, the world economy was undergoing a synchronised expansion, with growth accelerating both in
advanced economies and emerging markets. Moreover, despite stronger growth, inflation was tame - if not falling - even
in economies such as the United States, where goods and labour markets were tightening. Stronger growth with
inflation still below target was still allowing unconventional monetary policies to either remain in full force, as in the
Eurozone and Japan, or to be rolled back very gradually, as in the US. The combination of strong growth, low inflation
and easy money was also keeping market volatility extremely low. And with yields on G7 government bonds staying
depressed (10-year German bund yields still hovering close to 40 bps, at a time Germany’s annual growth and inflation
run slightly north of 2.0% .. just SURREAL !!), investors’ animal spirits were running high, boosting the price of many
risky assets. Investors were also celebrating President Trump’s tax cuts and deregulatory policies. Many commentators
even argued that the decade of the “new mediocre” and “secular stagnation” was giving way to a new “goldilocks” phase
of steady, stronger growth.

Eight months later, the picture is starting to look quite different. Though the world economy is still experiencing a warm
expansion, growth is no longer synchronised (latest IMF warning). Economic growth in the Eurozone, the United
Kingdom, Japan and a number of fragile emerging markets is starting to slow. Additionally, the combination of a
stronger dollar, higher US short-term interest rates,and less liquidity does not bode well for emerging markets. And
whilst the US and Chinese economies are still expanding, the former is being driven by unsustainable fiscal stimulus.
Worse still, the significant share of global growth driven by “Chimerica” (China and America) is being threatened by this
latest escalating trade war. The danger is that a negative feedback loop between economies and markets will sooner or
later take hold. The slowdown in some economies could lead to even tighter financial conditions in equity, bond and
credit markets, which could further limit growth. And unlike the short risk-off periods in 2015 and 2016, which lasted only
two months, investors this year have been in risk-off mode since February, while markets are still moving sideways or
downward. But this time the US Federal Reserve and other central banks are starting or continuing to tighten monetary
policies (latest being the Bank of England’s Monetary Policy Committee who decided unanimously yesterday to raise
the UK benchmark rate by 25 bps to 0.75%, following a solid rebound in Q2 UK economic activity). With inflation rising,
central bankers cannot come to the markets’ rescue this time (unless they opt to revert back to monetary easing).

Moreover, while the Trump administration’s growth-boosting policies are already behind us, the effects of policies that
could hinder growth have yet to be fully felt. Trump’s favoured fiscal and trade policies will crowd out private investment,
reduce foreign direct investment in the US and produce larger external deficits. His draconian approach to
immigration will diminish the supply of labour needed to support an ageing society. His environmental policies will make
it harder for the US to compete in the green economy of the future. And his “bullying” of the private sector will make
firms hesitant to hire or invest in the US. Over time, growth-enhancing US policies will be swamped by growth-reducing
measures. Even if the US economy exceeds potential growth over the next year, the effects of fiscal stimulus will fade
by the second half of 2019 and the Fed will overshoot its long-term equilibrium policy rate as it tries to control inflation;
thus, achieving a soft landing will become harder. By then, and with protectionism rising, frothy global markets will
probably have become even bumpier, owing to the serious risk of a growth stall — or even a downturn — in 2020.

In a 2015 speech announcing his candidacy, Trump noted that the country “needs a leader that wrote The Art of the
Deal (Trump’s book).” “I'm a negotiator. I've done very well over the years through negotiation,” he said in a Republican
debate in 2016. “That’s what | do, is deals... | know deals, | think, better than anybody knows deals” Trump has recently
repeated. But the past 18 months of Trump’s presidency have shown that whatever skills Trump “thinks” he acquired
over the course of his business career have not necessarily translated to his work in the White House. The failed repeal-
and-replace health care negotiations, bungled efforts to get funding from Mexico for his promised border wall, the pulling
out of the Trans-Pacific Partnership and the Iran nuclear deal -Trump has proven to be more adept at breaking deals
than making deals. And the truth is that Trump was, and still is, an aggressive, impulsive, zero-sum, win-at-all-costs,
transactional, unpredictable, often under-informed and ill-prepared, gut-following, ego-driven, want-it-and-want-it-now
negotiator!


https://www.imf.org/en/Publications/Departmental-Papers-Policy-Papers/Issues/2016/12/31/Avoiding-the-New-Mediocre-Raising-Long-Term-Growth-in-the-Middle-East-and-Central-Asia-43781
https://www.project-syndicate.org/commentary/global-economy-2018-uncertain-future-by-jim-o-neill-2018-07
https://www.project-syndicate.org/commentary/trump-child-separation-mexico-border-by-elizabeth-drew-2018-06
https://www.project-syndicate.org/commentary/trump-child-separation-mexico-border-by-elizabeth-drew-2018-06
https://archive.org/details/CNNW_20160226_060000_CNN_Republican_Presidential_Debate
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This afternoon brings the release of the all-important US payroll release*. Bloomberg consensus is for July payrolls to
have risen by a strong 193,000 (following a sizable 213,000 jump in NFP for the month of June). A print in excess of
175,000 would surely seal a 25 bps rate hike for the US o/n Fed funds rate at the upcoming September 26" FOMC
meeting (future interest rate markets already assigning a 100% probability for such outcome, Wlth prevailing uncertainty
just linked to probabilities of a 4" rate hike this year, most likely happening at the December 19" FOMC meeting). It will
also be worth keeping a close eye on the other important elements of the report, namely the unemployment rate
(expected to drop to 3.9%, from 4.0% last month) average hourly earnings (likely to rise by a strong +0.3% mom &
+2.7% yoy, in line with the June print), the participation rate (last at a still depressed 62.9%) and average weekly hours
(expected unchanged at 34.5 hours).

*After a solid second quarter for growth and jobs, payrolls weren't able to continue that momentum into Q3. Nevertheless, while a
157K gain in non-farm payrolls was well below the 193K expected for July, an upward revision of almost 60k to the prior two months
leaves the level of employment roughly where the consensus had forecast. Adding to the somewhat mixed bag of data, wages were
up 0.3% in July, but a downward revision to the prior month meant that the annual pace is still tracking an unlnspmng 2.7%. Today's
numbers are unlikely to do much to alter expectations for a rate hike at the Fed's upcoming September 26" FOMC meeting or the
pace of hikes thereafter.
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Disclaimer

It is important that you only use this report if you are the intended recipient of this report and you have satisfied yourself that
you are eligible to receive such information. This report is provided to you because you are one of our esteemed customers and have
previously shown interest in receiving the type of information contained in this report.

The Treasury and Investment Management department of Gulf International Bank B.S.C. ("GIB") have compiled the information in this
report. GIB is incorporated in the Kingdom of Bahrain and is licensed by the Central Bank of Bahrain (the "CBB") as a conventional
wholesale bank. GIB's head office is located at Al-Dowali Building, P.O. Box 1017, 3 Palace Avenue, Manama, Kingdom of Bahrain.

This report is intended for the accredited investors, as defined in the Investment Business Code of Conduct published by the CBB.
This information has not been reviewed by the CBB or any other regulatory authority in any jurisdiction and neither CBB nor any
other regulatory takes any responsibility for the correctness or accuracy for the information contained in this report.

The information contained herein is not directed at or intended for use by any person resident or located in any jurisdiction where
(1) the distribution of such information is contrary to the laws of such jurisdiction or (2) such distribution is prohibited without
obtaining the necessary licenses or authorizations by the relevant branch, subsidiary or affiliate office of GIB and such licenses
or authorizations have not been obtained. The recipient of such information is responsible for ensuring that this information has
not been received by it in breach of laws and regulations of any jurisdiction.

This report contains publicly available information only, which has only been complied by GIB. The information provided herein is on
"as 1is" and "as available" basis and without representation or warranty of any kind. GIB hereby disclaims any representation or
warranty, express or implied, as to the accuracy, timeliness, completeness, merchantability, fitness for any particular purpose or
non-infringement of any of such information. In no event shall GIB or its subsidiaries, affiliates, shareholders or their
directors, officers, employees, independent contractors, agents and representatives (collectively, "GIB Representatives") be liable
(1) for any inaccuracy, delay, loss of data, interruption in service, error or omission or for any damages resulting there from, or
(2) for any direct, indirect, incidental, special, compensatory or consequential damages arising from any use of information or
arising from any error (negligent or otherwise) or other circumstance or contingency within or outside the control of GIB or any GIB
Representative, in connection with or related to obtaining, collecting, compiling, analyzing, interpreting, communicating,
publishing or delivering any such information. The information here is, and must be construed solely as, compilation of information
(unless expressly stated otherwise) and not statements of fact as to credit worthiness or recommendations or opinions of GIB.

This report does not provide individually tailored investment advice. Any materials contained herein have no regard to the specific
investment objectives, financial situation or particular needs of any specific recipient. The document is provided for information
purposes and is not to be construed as a solicitation or an offer to buy or sell any securities or related financial instruments.
GIB makes every effort to use reliable, comprehensive information, but we do not represent that it 1is accurate or complete. No
representation or warranty, either express or implied, is provided in relation to the accuracy, completeness or reliability of the
materials, nor are they a complete statement of the securities, markets or developments referred to herein. Recipients should not
regard the materials as a substitute for the exercise of their own judgement. Any opinions are subject to change without notice and
may differ or be contrary to opinions expressed by other business areas or groups of GIB as a result of using different assumptions
and criteria. GIB is not under any obligation to update or keep current the information contained herein.

The value of, and income from, your investments may vary because of changes in interest rates or foreign exchange rates, securities
prices or market indexes, operational or financial conditions of companies or other factors. Past performance is not necessarily a
guide to future performance. Estimates of future performance are based on assumptions that may not be realised.

The information contained in this report is just for informational purposes. Information does not constitute a solicitation, an
offer, or a recommendation to buy or sell any investment instruments, to effect any transactions, or to conclude any legal act of
any kind whatsoever. GIB does not intend to provide investment, legal or tax advice through this report and does not represent that
any securities or services discussed are suitable for any investor. When making a decision about your investments and business, you
should seek the advice of professional advisors.

The report may contain statements that constitute "forward looking statements". While these forward looking statements may
represent GIB’s judgment and future expectations, a number of risks, uncertainties and other important factors could cause actual
developments and results to differ materially from GIB’s expectations. GIB is under no obligation to (and expressly disclaims any
such obligation to) update or alter its forward-looking statements whether as a result of new information, future events, or
otherwise. The historical information is provided for information purposes only. Performance figures are calculated before tax (if
any) and after deducting ongoing fees and expenses. The performance figures are historical and past performance is not necessarily
an indication of future results. Certain amounts (including %ages) included in this document may have been subject to rounding
adjustments. Accordingly, figures may not be an exact arithmetic aggregation of the figures to which they relate. The values and
forecasts shown represent our current indicative valuations and forecasts of the relevant transactions, currencies, interest rates,
commodities or securities as at the date shown. Any value or forecast shown herein is not an indicative price quotation. We
expressly disclaim any responsibility for the accuracy of the values or forecasts shown, any errors or omissions in the report

With the exception of information regarding GIB and save as otherwise specifically indicated, the information set out in this report
is based on public information. We have, where possible, indicated the primary source of information. We strongly recommend the
recipients consult the primary source of information. Facts and views in this report have not been reviewed by, and may not reflect
information known to, professionals in other GIB business areas.

This Report, and the information contained herein (save to the extent that such information is publicly available) is confidential
and may not be disclosed by you to any other person outside of your organization without our consent.

GIB retains all right, title and interest (including copyrights, trademarks, patents, as well as any other intellectual property or
other right) in all information and content (including all text, data, graphics and logos) in this document. All recipients must
not, without limitation, modify, copy, transmit, distribute, display, perform, reproduce, publish, license, frame, create derivative
works from, transfer or otherwise use in any other way for commercial or public purposes in whole or in part any information, text,
graphics, images from this document (excluding publicly available information) without the prior written permission of GIB.



