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Listen when people tell you who they are
I underestimated the chances of an escalating tariff war given the problems it creates for US businesses 1,
for the stock market 2, for Republicans in the Senate who object to them 3, for some of Trump’s closest
advisors 4 and for the President’s 2020 political ambitions. Turns out the President is willing to risk all of
that, at least for now. As far back as the 1980’s and again in 2011, Donald Trump was telling people that
if he were President, he would take in “hundreds of billions in tariffs from countries that are screwing us”,
and that he would start with a 25% tariff on China 5. Trump has been telling us who he is all along; I
should have listened to him. Perhaps some tariffs will be negotiated down after the June G20 meetings in
Japan, or blocked by Congress; or perhaps the Fed will ease. If either occurs, equities should snap back a
few percent after the recent decline. Even so, the US equity market does not deserve 17x or 18x P/E
multiples any more, not with the President willing to go against market orthodoxies so readily. A 7%-9%
return from today’s S&P 500 level by year-end is now our optimistic “trade war resolved” outlook, with
downside risk possible depending on what the President says/does as well as from the tech anti-trust issue 6.
Many of the world’s leading indicators are weakening as the trade war which began in early
2018 takes its toll. On the next 4 pages, I have included charts on:
•
•
•
•
•
•

slowing global and US economic trends, declining US-China trade and falling equity valuations
Trump’s proposed tariffs, which if implemented, would approach pre-WWII levels 7
how the US is more exposed to China retaliation than the White House may believe
how tariffs are already negatively affecting US consumption and employment
asylum and border apprehension trends which led to proposed US tariffs on Mexico
US fertility/replacement rates which highlight the importance of immigration for growth/productivity

I didn’t include any text on these pages; the charts speak for themselves, and just like Trump and a former
household pet 8, we should listen to them.
Michael Cembalest, JP Morgan Asset Management

The “Own Goals” of US tariffs: 2/3 of US imports from Mexico are sourced from companies in which the US
owns at least 10%. Similarly, a study from the Peterson Institute found that Section 301 tariffs on China mostly
impact US and other non-Chinese subsidiaries operating there, rather than Chinese companies (see chart on p.4).
2
The S&P 500 just had its second-worst May since the 1960’s, falling 6.6%.
3
Senate GOP objectors to the Mexico tariffs include Portman (R-OH), Kennedy (R-LA), Grassley (R-IA), Ernst (R-IA),
Toomey (R-PA) and Cornyn (R-TX). The CEO of the National Association of Manufacturers said that intertwining
immigration and trade objections with tariffs “creates a Molotov cocktail of policy.”
4
Stephen Moore (Trump’s aborted Fed nominee) and Larry Kudlow (National Economic Council) wrote an article
in 2015 called “Why Trump’s protectionist ways will hurt the economy”, and are presumably against the tariff war.
I use lots of lively metaphors in client discussions when describing the transition from Cohn to Kudlow.
5
From Trump’s speech to the Conservative Political Action Conference in DC. CNN Money, February 10, 2011.
6
Tech anti-trust. In the 1970’s and 1980’s, economists and legal scholars from the “Chicago School” helped shape
a new Supreme Court/FTC approach to anti-trust based not on “overall market dominance”, but on “consumer
welfare” instead (i.e., price levels). Under the latter approach, today’s tech titans may obliterate their competition
but are not violating anti-trust rules since they improve consumer welfare via lower prices. A shift back to the former
approach could spell trouble for big tech since it would re-establish the importance of a competitive market structure
that deters predatory conduct, irrespective of price levels. The May 2019 California District Court ruling upholding
the FTC’s anti-trust judgment against Qualcomm is one of several recent steps in this direction in the US and Europe.
7
Trump’s immigration policy is another similarity with President Hoover, who oversaw deportations of at least
300,000 - 400,000 Mexicans and Mexican-Americans from 1929 to 1936. However, US unemployment ranged from
10% to 20% in the 1930’s when Hoover’s repatriation programs were enacted, compared to 3.5% today.
8
In 1971, we had a cat named Spiro, who my father named after Vice President Agnew given the cat’s very
unpleasant and sometimes angry disposition. We tried various things to alter its personality, and kept believing that
it would change. It didn’t, and after it attacked an insurance salesman, we finally accepted that Spiro just didn’t
like people and had him quarantined. Through his behavior, Spiro was telling us who he was all along.
1
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Current and leading indicators of global, Chinese and US economic and trade activity
Trade War taking its toll (Part 2)

Trade War taking its toll (Part 1)
Global activity surveys through May 2019

Global activity surveys through May 2019
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Trade War taking its toll (Part 3)

US exports to China

World merchandise trade volume through March 2019
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Two different US manufacturing surveys
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Impact of tariffs on US consumption and employment; global semiconductor trends; US auto
delinquencies; and global equity valuations
US employment actually weaker in tariff-protected
industries, Index, Feb 2018 = 100

Real consumer spending weaker in tariffed goods
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Global semiconductor sales

Supply chain measured across producers, distributors and customers
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Why are auto loan delinquencies rising at an all-time low
in unemployment?
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Trump tariff scenarios; the “own goal” of US tariffs on China; tariff growth/inflation impacts;
US corporate exposure to Chinese retaliation9; and a measure of Chinese mercantilism
US tariff history and projections assuming no change in
US import demand from targeted foreign exporters
Effective tariff rate (tariffs collected as % of all imported goods)
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The "own goal" of US Section 301 tariffs on China
Most of them actually affect non-Chinese companies
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Source: Table 3 in “Trump Tariffs Primarily Hit Multinational Supply Chains,
Harm US Technology Competitiveness”, M. Lovely, Peterson Institute, 2018.

Estimating the growth impact from the Trade War

Estimating the inflation impact from the Trade War
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US exposed to China retaliation against US subsidiaries
operating in China, US$ billions
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China may retaliate against the very large, profitable US firms operating there. As shown in the chart, the US-China
trade deficit actually disappears once you include the sales of US subsidiaries operating in China.
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Asylum applications, border apprehensions, Temporary Protected Status terminations 10, fertility
rates and projected US population growth
Please see page 6 for an explanation of asylum terms
Apprehensions & inadmissibles at southwest border

Asylum applications by year

Through first 6 months of fiscal year
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Sources of US population growth
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Temporary Protected Status covers people who came to the US in the wake of natural disasters in their home
countries. Efforts by the Trump Administration to terminate these programs are currently tied up in the courts.
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Appendix: US asylum trends
The asylum process is complicated, so here are the salient points:
•
•

•

•

Asylum applications are soaring for a system ill-equipped to handle to volume
There are two kinds of asylum applications: affirmative and defensive (see box below). The latter can
be separated into those based on credible fear, and all others. Affirmative asylum applications are
approved at a high rate that hasn’t changed much since 2016. Defensive asylum application approval
rates for credible fear have fallen modestly since 2016, while other defensive application approval rates
haven’t changed either from their much lower levels
Approval rates shown are only based on decided cases. Only ~50% of asylum applications filed since
2009 have been adjudicated in some way; the rest are still pending. A recent Trump memorandum
reversed an Obama policy by now denying work permits to applicants whose cases are pending, and
also to applicants whose cases have been denied
Within the smaller category of “credible fear asylum”, there are a couple of notable trends:
o The US Citizenship and Immigration Service has found that around ¾ of all applicants do have
credible fear, and were referred to an Immigration Judge for a full hearing
o However, only a little more than half of those approved to proceed actually filed for asylum; the
rest did not file. Note: abolishing Immigration and Customs Enforcement (ICE) would substantially
reduce the ability of the US to take legal action regarding non-filers, since the jurisdiction of the
Border Patrol only extends 100 miles from the US border
o As with other asylum categories, the majority of filed credible fear cases are still pending
Asylum terms
Affirmative asylum eligibility: aliens who are not in removal proceedings can apply regardless of their
immigration status or how they arrived, as long as they have been in the US for less than one year. Essentially a
proactive step by those not already in court
Defensive asylum eligibility: aliens already in removal proceedings may request defensive asylum to avoid being
deported. Removal proceedings may results from:
- USCIS does not grant affirmative asylum and instead refers the case to an EOIR Immigration Judge
- Aliens apprehended without proper legal documents or in violation of their immigration status
- Aliens caught by US Customs and Border Protection trying to enter the US without proper documentation, and
who claim credible fear as justification for remaining in the US
USCIS: US Citizenship and Immigration Service
EOIR: Executive Office for Immigration Review
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IMPORTANT INFORMATION
This material is for information purposes only. The views, opinions, estimates and strategies expressed herein constitutes Michael Cembalest’s judgment
based on current market conditions and are subject to change without notice, and may differ from those expressed by other areas of JPMorgan Chase &
Co. (“JPM”). This information in no way constitutes J.P. Morgan Research and should not be treated as such.
Non-Reliance: Certain information contained in this material is believed to be reliable; however, JPM does not represent or warrant its accuracy, reliability
or completeness, or accept any liability for any loss or damage (whether direct or indirect) arising out of the use of all or any part of this material. No
representation or warranty should be made with regard to any computations, graphs, tables, diagrams or commentary in this material, which are
provided for illustration/reference purposes only. JPM assumes no duty to update any information in this material in the event that such information
changes. Any projected results and risks are based solely on hypothetical examples cited, and actual results and risks will vary depending on specific
circumstances. Forward-looking statements should not be considered as guarantees or predictions of future events.
Nothing in this document shall be construed as giving rise to any duty of care owed to, or advisory relationship with, you or any third party. Nothing in
this document shall be regarded as an offer, solicitation, recommendation or advice (whether financial, accounting, legal, tax or other) given by JPM
and/or its officers or employees, irrespective of whether or not such communication was given at your request. JPM and its affiliates and employees do
not provide tax, legal or accounting advice. You should consult your own tax, legal and accounting advisors before engaging in any financial
transactions.
General Risks & Considerations: Any views, strategies or products discussed in this material may not be appropriate for all individuals and are subject to
risks. Investors may get back less than they invested, and past performance is not a reliable indicator of future results. Asset allocation does
not guarantee a profit or protect against loss. Nothing in this material should be relied upon in isolation for the purpose of making an investment
decision. You are urged to consider carefully whether the services, products, asset classes (e.g. equities, fixed income, alternative investments,
commodities, etc.) or strategies discussed are suitable to your needs. You must also consider the objectives, risks, charges, and expenses associated with
an investment service, product or strategy prior to making an investment decision. For this and more complete information, including discussion of your
goals/situation, contact your JPM representative.
JPM may hold a position for itself or our other clients which may not be consistent with the information, opinions, estimates, investment strategies or
views expressed in this document. JPM or its affiliates may hold a position or act as market maker in the financial instruments of any issuer discussed
herein or act as an underwriter, placement agent, advisor or lender to such issuer.
Legal Entities and Regulatory Information: In the United States, bank deposit accounts and related services, such as checking, savings and bank
lending, are offered by JPMorgan Chase Bank, N.A. Member FDIC.
JPMorgan Chase Bank, N.A. and its affiliates (collectively "JPMCB") offer investment products, which may include bank managed accounts and
custody, as part of its trust and fiduciary services. Other investment products and services, such as brokerage and advisory accounts, are offered through
J.P. Morgan Securities LLC (“JPMS”), a member of FINRA and SIPC. Annuities are made available through Chase Insurance Agency, Inc. (CIA), a
licensed insurance agency, doing business as Chase Insurance Agency Services, Inc. in Florida. JPMCB, JPMS and CIA are affiliated companies under the
common control of JPMorgan Chase & Co. Products not available in all states.
In Luxembourg this material is issued by J.P. Morgan Bank Luxembourg S.A (JPMBL), with registered office at European Bank and Business Centre, 6
route de Treves, L-2633, Senningerberg, Luxembourg. R.C.S Luxembourg B10.958. Authorised and regulated by Commission de Surveillance du Secteur
Financier (CSSF) and jointly supervised by the European Central Bank (ECB) and the CSSF. J.P. Morgan Bank Luxembourg S.A. is authorized as a credit
institution in accordance with the Law of 5th April 1993. In the United Kingdom, this material is issued by J.P. Morgan Bank Luxembourg S.A– London
Branch. Prior to Brexit, (Brexit meaning that the UK leaves the European Union under Article 50 of the Treaty on European Union, or, if later, loses its
ability to passport financial services between the UK and the remainder of the EEA), J.P. Morgan Bank Luxembourg S.A– London Branch is subject to
limited regulation by the Financial Conduct Authority and the Prudential Regulation Authority. Details about the extent of our regulation by the Financial
Conduct Authority and the Prudential Regulation Authority are available from us on request. In the event of Brexit, in the UK, J.P. Morgan Bank
Luxembourg S.A– London Branch is authorised by the Prudential Regulation Authority, subject to regulation by the Financial Conduct Authority and
limited regulation by the Prudential Regulation Authority. Details about the extent of our regulation by the Prudential Regulation Authority are available
from us on request. In Spain, this material is distributed by J.P. Morgan Bank Luxembourg S.A., Sucursal en España, with registered office at Paseo de la
Castellana, 31, 28046 Madrid, Spain. J.P. Morgan Bank Luxembourg S.A., Sucursal en España is registered under number 1516 within the administrative
registry of the Bank of Spain and supervised by the Spanish Securities Market Commission (CNMV). In Germany, this material is distributed by J.P.
Morgan Bank Luxembourg S.A., Frankfurt Branch, registered office at Taunustor 1 (TaunusTurm), 60310 Frankfurt, Germany, jointly supervised by the
Commission de Surveillance du Secteur Financier (CSSF) and the European Central Bank (ECB), and in certain areas also supervised by the Bundesanstalt
für Finanzdienstleistungsaufsicht (BaFin). In Italy, this material is distributed by J.P. Morgan Bank Luxembourg S.A– Milan Branch, registered office at Via
Cantena Adalberto 4, Milan 20121, Italy and regulated by Bank of Italy and the Commissione Nazionale per le Società e la Borsa (CONSOB). . In
addition, this material may be distributed by JPMorgan Chase Bank, N.A. (“JPMCB”), Paris branch, which is regulated by the French banking
authorities Autorité de Contrôle Prudentiel et de Résolution and Autorité des Marchés Financiers or by J.P. Morgan (Suisse) SA, which is regulated in
Switzerland by the Swiss Financial Market Supervisory Authority (FINMA).
In Hong Kong, this material is distributed by JPMCB, Hong Kong branch. JPMCB, Hong Kong branch is regulated by the Hong Kong Monetary
Authority and the Securities and Futures Commission of Hong Kong. In Hong Kong, we will cease to use your personal data for our marketing purposes
without charge if you so request. In Singapore, this material is distributed by JPMCB, Singapore branch. JPMCB, Singapore branch is regulated by the
Monetary Authority of Singapore. Dealing and advisory services and discretionary investment management services are provided to you by JPMCB, Hong
Kong/Singapore branch (as notified to you). Banking and custody services are provided to you by JPMCB Singapore Branch. The contents of this
document have not been reviewed by any regulatory authority in Hong Kong, Singapore or any other jurisdictions. For materials which constitute
product advertisement under the Securities and Futures Act and the Financial Advisers Act, this advertisement has not been reviewed by the Monetary
Authority of Singapore. You are advised to exercise caution in relation to this document. If you are in any doubt about any of the contents of this
document, you should obtain independent professional advice.
With respect to countries in Latin America, the distribution of this material may be restricted in certain jurisdictions. We may offer and/or sell to you
securities or other financial instruments which may not be registered under, and are not the subject of a public offering under, the securities or other
financial regulatory laws of your home country. Such securities or instruments are offered and/or sold to you on a private basis only. Any communication
by us to you regarding such securities or instruments, including without limitation the delivery of a prospectus, term sheet or other offering document, is
not intended by us as an offer to sell or a solicitation of an offer to buy any securities or instruments in any jurisdiction in which such an offer or a
solicitation is unlawful. Furthermore, such securities or instruments may be subject to certain regulatory and/or contractual restrictions on subsequent
transfer by you, and you are solely responsible for ascertaining and complying with such restrictions. To the extent this content makes reference to a
fund, the Fund may not be publicly offered in any Latin American country, without previous registration of such fund´s securities in compliance with the
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laws of the corresponding jurisdiction. Public offering of any security, including the shares of the Fund, without previous registration at Brazilian
Securities and Exchange Commission – CVM is completely prohibited. Some products or services contained in the materials might not be currently
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