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Donald Trump on Sunday raised pressure on Beijing to strike a trade deal by announcing he would increase tariffs on $200 billion of Chinese imports to 25 
percent from 10 percent on Friday. He also floated the possibility of extending a new 25 percent duty on another $325 billion of imports not already covered. 
 
Mr Trump's latest move will raise duties on more than 5,000 products made by Chinese producers, ranging from chemicals to textiles and consumer goods. 
The US president originally imposed a 10% tariff on these goods in September that was due to rise in January, but postponed this as negotiations advanced. 
However, both US and international firms have said they are being harmed by the trade war. The IMF has warned a full-blown trade war would weaken the 
global economy. 
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This tweet comes yesterday night even though On Friday, Trump said talks with China were going well and U.S. Trade Representative Robert Lighthizer and 
Treasury Secretary Steven Mnuchin visited Beijing last week for talks they described as productive. The U.S. had been targeting May 10 to announce a deal, 
that would be finalized and signed by Trump and Chinese President Xi Jinping later at an official summit, people familiar with the negotiations said last week. 
 
This tweet has rattled the world financial markets: Stocks tumbled, the yuan fell and money flowed into safe-haven assets such as Treasuries and the yen. 
 S&P 500 futures fell 1.6 percent, tumbling the most since January and Japan’s Nikkei 225 sank as much as 2.5 percent. Then Chinese markets plunged, with 
the Shanghai Composite down 6%. Commodities were also swept up. WTI Crude Oil prices were 2.3 percent lower. Equity-market volatility soared. May-
expiry futures on the VIX, climbed as much as 18 percent in Chicago trading. In Asia, the Hang Seng Volatility Index surged 26 percent. Sovereign debt caught 
a bid, with Australian bonds climbing alongside U.S. Treasury futures.  
 
There could be two consequences from here 

1) China retaliates and a Trade war begins 

 Chinese Vice Premier Liu was scheduled to arrive in Washington on Wednesday with a delegation of about 100 people for what had been shaping 
up to be possibly the final round of negotiations. But now there are news that China is considering delaying a trip by its top trade negotiators to 
Washington this week, after U.S. President Donald Trump threatened the country with steeper tariffs over the pace of trade talks. 

 The trade war resulted in billions of dollars of losses for both sides in 2018, hitting industries including autos, technology - and above all, 
agriculture, while inflicting collateral damage on export-reliant economies and companies from Japan to Germany.  

 In the case that the US imposes 25% tariffs on all Chinese exports, it would be very difficult for China to keep its GDP growth above 6% even with 
more policy stimulus, and the CNY may weaken to 7.2 vs USD 

 India would be a relative beneficiary of this as there is limited trade links between China and India. Given the scale of China's manufacturing, India 
is potentially better placed to absorb any meaningful shift. While the scale of skilled labour required is present, even in Vietnam, the sheer scale in 
India may ensure competitive wages even if there is a big shift.  

 The development (Trump threat) is negative for global markets and Commodities, but I see it as a slight positive for India, as it caps the upside for 
crude oil in the near term. India’s trade deficit with China has reduced by $10 billion since the trade war started.  

https://www.bloomberg.com/news/articles/2019-05-05/trump-says-10-china-tariffs-will-rise-to-25-on-friday
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 So Indian Equity Markets could fall in tandem due to risk-off sentiment and spillover effect this week, but positive fundamentals still remain intact. 
Escalating trade war could have more negative impact on Basemetals and Crude Oil in commodities space and would be vulnerable for downfall. 
Gold is poised to benefit strongly from safe-haven flows as investors dump stocks and rotate into bonds and precious metals. 

 

2) Both countries come up with a trade deal in this week before Friday 

 The President has voiced his displeasure at the slow pace of the talks and apparent backtracking by Chinese officials while noting that the US 
economy is doing very nicely, even with the tariffs that are presently in place. 

 It may happen that this is one of the famous Trump negotiation tactics to scare China because it seems, Donald Trump is unsatisfied by the 
progress of the talks, as it has been almost 6 months, trade talks have begun and there is no conclusion till yet. So this tweet could be a warning 
for China to decrease their bargaining power in deal and they agree to the terms in this week. This renewed threat could be an attempt to extract 
a few more minor concessions in the final days of talks. 

 If trade deal comes up by the end of this week, we will see short-covering in all risky-assets and commodities space. 
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