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Many of our clients are asking about the implications of 

U.S. trade policies and why the United States would 

choose to engage in a trade war with China and some of 

our allies. This was a topic of discussion at a recent CFA 

Boston Society meeting as well and there were varying 

opinions presented. To get a more definitive answer, I 

consulted with a colleague of mine, Vitaly Veksler, CFA of 

Beyond Borders Investment Strategies, LLC. who manages 

global portfolios for institutions. He shared some valuable insight and research on the topic 

which presents a compelling picture of the global trade landscape. The following is an excerpt 

from his recent research report:   

 

“The U.S. Has Been Playing on an Uphill Trading Field Since WWII. On 

March 1, 2018, the President tweeted that the U.S. steel and aluminum industries 

need "free, fair and smart trade" before announcing 25% tariffs on steel imports 

and 10% tariffs on aluminum imports. Trade data provided by the World Trade 

Organization (WTO) shows why many believe that while free trade is good, 

it may not necessarily be fair and smart from the U.S. standpoint. The 

U.S. currently has the lowest tariffs on foreign imports in the world. It is also one 

of only two global economies, along with Japan, that have average Most Favored 

Nation (MFN) tariffs of less than 5.0% of imports. For comparison, let's look at 

the tariffs imposed by the world's top four economies, or the "economic 

engines" of the global economy that are each responsible for more than 5% of the 
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world's GDP. The U.S. imposes average "final bound" tariffs of 3.4%, Japan 4.5%, 

European Union (EU) 5.0%, and China 10%. The partners of the United States in the 

North American Free Trade Agreement (NAFTA) also impose higher tariffs: Canada 

6.5% and Mexico 36.2%.” 

 

Most Favored Nation (MFN) Tariffs, Simple Average, Final Bound 

The U.S. has long been an advocate for free trade, doing its part to help open global 

markets. Other countries have attempted to follow suit, but with varying degrees of 

participation and success. It is clear from the data that China, among others, has more 

work to do before they would also be considered advocates of free trade. The U.S. argues 

that China is using tariffs and subsidies to protect industries which should no longer need 

the protection, and this undermines the global competitive landscape. The report goes on 

to say that despite previous efforts made by the Bush and Obama administrations, trade 

policies have been mostly unchanged since the end World War II when Europe and Japan’s 

economies were decimated and needed support. He also noted that China should no longer 

be considered an Emerging economy (since currently it is the third largest economy in the 
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world). The point of the report is that it should  be time for China to “take the training 

wheels off” (as we suggested in our most recent quarterly letter) and reduce its 

protectionist trade practices. In prior administrations, diplomacy was less effective in re-

negotiating trade agreements. A “strong-arm” approach may be needed, but with it also 

comes great risk in the form of retaliatory measures. And it could escalate quickly into an 

all out trade war which could cause more harm than good. 

As asset allocators, we believe that despite the additional geopolitical risk and headline 

news affecting markets today, our investment models are designed to withstand the short 

term volatility resulting from this trade disruption.  In fact, if the U.S. is able to renegotiate 

more fair-trade relations with other nations it should help boost overall global production, 

and the investments in our portfolios would stand to benefit from that growth.  Moreover, 

the U.S. economy has substantially strengthened since the last recession in 2008, while 

interest rates have remained somewhat stimulative even with the Federal Reserve’s actions 

to normalize rates. With the additional boost from tax reform, this could help the economy 

continue to grow while the U.S. seeks to renegotiate trade agreements.  However as the 

situation develops, we may need to make adjustments to our models with a primary 

concern being the extent and duration of a possible trade war with China. If tensions 

continue to escalate or if it leads to a more permanent discord between the two countries, 

both economies would be negatively impacted.  Hopefully a more “fair, free and smart” 

trade deal occurs and it happens sooner, rather than later.        
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Disclosure: Claro Advisors, LLC ("Claro") is a registered investment advisor with the U.S. Securities 
and Exchange Commission ("SEC"). Information contained herein is for educational purposes only 
and is not to be considered investment advice. Claro provides individualized advice only after ob-
taining all necessary background information from a client. Information contained herein is taken 
from sources believed to be reliable, but cannot be guaranteed as to its accuracy. It is for informa-
tional and planning purposes. Nothing herein shall be construed as an offer or solicitation to buy 
or sell any securities. Nor is it legal or accounting advice. Investing carries risks and expenses and 

involves the potential loss of investment. Past results are not indicative of future results. 

Please contact us here with any questions.  
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