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Noises or Ultimatum?




On 6th August 1945, the United States (U.S) detonated “Little Boy” on Hiroshima and subsequent days, “Fat Man” was dropped
at Nagasaki which ultimately ended the Pacific War.
Since 1st August 2019, financial markets are also exposed to explosions that are as destructive as in August 1945.
Are these explosions mere noises towards election or an ultimatum to Federal Reserve Chairman Jerome Powell and China?
1st August 2019:

President Trump announced that an additional $300bn in imports from China
would be subject to a 10% tariff effective 1 September 2019.

5th August 2019:

China Yuan fell below RMB 7.00 to a dollar while Beijing asked state-owned
companies to suspend imports of U.S agricultural products

6th August 2019:

U. S Treasury labels China as currency manipulator

(5th U.S EST)





These series of events are not in our base case scenario.
However, we still believe that the series of announcement from U.S are noises (or rather strategy of President Trump) because
the proposed 10% tariff seems to be more of a negotiation tactic to demand more from China and also to indirectly pressure
Federal Reserve Chairman Jerome Powel to further lower interest rates.
Moreover, as President Trump is seeking for 2nd term in 2020 election and has to maintain his approval rating that has high
correlation with S&P 500 (Chart 1), we believe he will not want the trade issue exerting negative impact on markets and economy.

Chart 1: Trump’s approval rating vs S&P 500

Source: RealClear Politics, Bloomberg
RHS: Right hand side.
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However, the risk is China may go tit-for-tat instead of coming to negotiation table.
While we believe trade war can still be avoided, financial markets volatility is on the rise and we thus advise investors to reduce
their positions in China and Japan markets.

Below is the list of equity funds that have exposure to Japan and China:
Japan




Affin Hwang World Series - Japan Growth
Eastspring Investments Japan Dynamic MY




RHB Entrepreneur
United Japan Discovery









CIMB-Principal Greater China Equity
Eastspring Investments Dinasti Equity
Manulife China Equity
Manulife Investment Greater China
Manulife Dragon Growth Fund
Pacific Focus China
RHB Big Cap China Enterprise

China







Affin Hwang World Series - China Growth Fund
Affin Hwang World Series - China Allocation
Opportunity Fund
Affin Hwang World Series - China A Opportunity
Fund
AmChina A-Shares
CIMB-Principal China Direct Opportunities
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