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Key points

The US announcement of 10% tariffs on
US$200 billion in additional Chinese exports
US was politically shrewd suggesting a shift from
tz't—for—mt retaliation to a now more strategic
confrontation

By imposing 10% tariffs through year-end rather
than the expected 25% the Trump administration
limits the impact on the US economy ahead of
important mid-term elections in November

For investors, the announcement suggests that
[further escalation of trade tensions is unlikely
going into November. However, the risk of rising
trade tensions in 2019 seems likely to have
increased

We expect Chinese equities to rebound following
their summer sell-off. Risk-off trades including
10-year Treasuries should likewise reverse looking

abead.

US Tariffs signal a shift to a more strategic confrontation

When US President Donald Trump began his trade
broadsides in early-2018, many assumed this was a
negotiating stance — with Trump simply seeking to extract
‘deals’ from trading partners to fulfil campaign promises
made during his 2016 election run.

With progress towards reshaping the North American Free
Trade Agreement (NAFTA), we believe the hardline US

stance on trade with China signified by the structure of this
latest move highlights a more strategic approach on trade.

The announcement of a second round of tariffs on imports
from China earlier this week outlines both the political as
well as the strategic objectives being pursued by the Trump
administration.

By imposing tariffs of 10% rather than the widely predicted
25% on US$200 billion in Chinese goods bound for the
US, the US has ostensibly provided US companies with
an opportunity to find alternative suppliers to cushion the
potential impact on the domestic economy.

Just as important, by choosing a lower tariff rate until the
end of 2018, the US president has signalled a desire to limit
the potential near-term impacts, pushing them to after the
politically important November Congressional elections.

The move, as constructed, allows Republicans running in
November to campaign on ‘being tough on China’ while
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minimising the risk of political fallout should consumer prices
rise and/or jobs get affected by the policy.

However, looking into 2019, the tariffs on the US$200 billion
announced earlier this week are set to rise to 25% at year-
end. In addition, President Trump’s has threatened to extend
tariffs to the full complement of Chinese exports to the US
(appx US$500 billion per annum) should China retaliate.

The US has also signalled a willingness to re-engage and
potential extend (in the absence of concessions from China
on its industrial policies) this conflict into 2019 once the
politically sensitive November period has passed.

Near-term calm should return to equity markets...

The lower than expected tariff rates initially imposed by the
US on Chinese imports suggest relative calm should return
to Chinese equity markets following a tumultuous summer.
Indeed, the sell-off among China’s domestically focused
companies has reached a point where they are close to
pricing a downturn similar to those seen in China in 2008-09
or 2015 (chart).

HK-listed China equities close to pricing a ‘growth’
recession
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Though investors will probably continue to see deteriorating
economic data from China in the months ahead, this data
better reflects the de-leveraging focus in place in China in
early-2018 ahead of the flare-up in trade tensions over the
summer.

Since then, however, China has begun easing monetary
policy in particular which should see economic data as
well as corporate earnings rebounding moving into 2019,
providing some much-needed relief to investors.

Sectorally, this should benefit domestically focused names.
We expect Chinese banks to benefit from policy easing with
a cyclical rebound in ROE and earnings in early 2019. Over
the longer term, however, we favour healthcare, education,
[T/internet tech and domestic consumption-driven sectors.
These areas will not only be better shielded from direct
trade war risk but will also capture ‘China’s new economy’
transformation.
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In particular, China’s healthcare sector has yet to reach
its full potential with medical spending lagging that of
developed countries. The sector is set to grow along with
China’s rising living standards and be particularly boosted
by the government’s policy of extending coverage and
reimbursement of hospital and drug expenses.

The education sector is a likely beneficiary of urbanisation
and consumption upgrades. Over the past two decades,
discretionary spending on education has grown to 56% of
wallet share while staples spending fell to 44% (from 75%).
This secular trend will have further room to grow as incomes
rise and is set to benefit education services providers.

On technology, we expect that China will become

more determined to forge ahead with its home-grown
technological development especially if the trade war
lingers. Official interest in promoting national winners in

the tech segment should particularly favour Al and FinTech
developers as part of the national commitment to accelerate
the sector’s secular growth.

...but watch out for a return of rising US bond yields

As worries have built surrounding growing trade tensions,
investors have sought refuge in ‘risk-off’ havens, pushing
US 10-year Treasury yields lower. We believe this expected
pause in trade tensions between the US and China should
allow the underlying fundamental economic pressures to
reassert themselves.

Indeed, despite the fact that wage inflation in the US has
accelerated to the fastest rate since 2008-09 and core
inflation has similarly reached 2.4%, US 10-year yields have
remained range bound since February.

Should the application of tariffs expand in 2019, the
prospect of inflation remaining elevated should grow and, in
our view, underpins the continued long-cycle reversal in the
downward trend in US bond yields begun with the Federal
Reserve’s ‘tapering’ of Quantitative Easing policy back in
2018.

We continue to believe that evolving trade tensions between
the US and China combined with a normalisation of US
monetary policy should push yields towards 3.5%, or
inflation-adjusted yields closer to our target of 1-1.5%
moving into year-end.

Normalisation of long-term US interest rates should
resume
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In the China fixed income space, China’s USD high yield
bonds offer better relative value in the aftermath of the sell-
off in 1H/2018. The sector should perform well as continued
monetary easing reduces immediate credit default concerns.
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Disclaimer

This document is a marketing communication containing GENERAL INFORMATION on the financial services and/or financial instruments, and reflecting the sole opinion
of Union Bancaire Privée, UBP SA and/or any entity of the UBP Group (hereinafter “UBP”) as of the date of issue. It may contain generic recommendations but should not
be deemed an offer nor a solicitation to buy, subscribe to, or sell any currency, product, or financial instrument, make any investment, or participate in any particular trading
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This document is meant only to provide a broad overview for discussion purposes, in order to determine clients’ interest. It does not replace a prospectus or any other legal
document relating to any specific financial instrument, which may be obtained upon request free of charge from UBP or from the registered office of the fund concerned,
where applicable. The opinions herein do not take into account individual clients’ circumstances, objectives, or needs. In this document UBP makes no representation as to
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more information about any specific financial instruments can request it from UBP and/or their Relationship Manager. Where an investment is considered, the information
on the risks linked to each financial instrument shall be provided in good time by separate means before the investment decision is taken. In any case, each client must
make his/her own independent decisions regarding any securities or financial instruments mentioned herein and regarding the merits or suitability of any investment. Before
entering into any transaction, clients are invited to carefully read the risk warnings and the regulations set out in the prospectus or other legal documents and are urged to
seek professional advice from their financial, legal, accounting and tax advisors with regard to their investment objectives, financial situation and specific needs. This generic
information is therefore not independent from the proprietary interests of UBP or connected parties, which may conflict with the client’s interests. UBP has policies governing
cases of conflicts of interest. The investments mentioned herein may be subject to risks that are difficult to quantify and to integrate into the valuation of investments. Generally
speaking, products with a high degree of risk, such as derivatives, structured products or alternative/non-traditional investments (such as hedge funds, private equity, real
estate funds, etc.) are suitable only for clients who are capable of understanding and assuming the risks involved. The value of any capital investment may be at risk and
some or all of the original capital may be lost. The investments are exposed to currency fluctuations and may increase or decrease in value. Fluctuations in exchange rates
may cause increases or decreases in the client’s returns and/or in the value of the portfolio. The client may be exposed to currency risks if a financial instrument or the
underlying investment of a financial instrument is denominated in a currency different from the reference currency of the client’s portfolio or from the currency of his/her country
of residence. For more information on risks, the brochure called “Characteristics and risks of certain financial operations” should be consulted. The information contained
in this document is the result neither of financial analysis within the meaning of the Swiss Banking Association’s “Directives on the Independence of Financial Research” nor
of independent investment research as per the EU’s regulation on MiFID provisions. In principle, EU regulation does not govern relationships entered into with UBP entities
located outside the EU, including but not limited to Union Bancaire Privée, UBP SA in Switzerland, which is subject to Swiss law and Swiss regulation, in Hong Kong, and in
Singapore, and the subsidiary in Dubai. Reasonable efforts have been made to ensure that the content of this document is based on objective information and data obtained
from reliable sources. However, UBP cannot guarantee that the information the Bank has gathered in good faith is accurate and complete. Circumstances may change and
affect the data collected and the opinions expressed at the time of publication. Therefore information contained herein is subject to change at any time without prior notice.
UBP makes no representations, provides no warranty and gives no undertaking, express or implied, regarding any of the information, projections or opinions contained herein
nor does it accept any liability whatsoever for any errors, omissions or misstatements in the document. UBP does not undertake to update this document or to correct any
inaccuracies which may have become apparent after its publication. This document may refer to the past performance of financial instruments. Past performance is not a
guide to current or future results. The value of financial instruments can fall as well as rise. All statements in this document, other than statements of past performance and
historical fact, are “forward-looking statements”. Forward-looking statements do not guarantee future performances. The financial projections included in this document do
not represent forecasts or budgets, but are purely illustrative examples based on a series of current expectations and assumptions which may not happen as forecast. The
actual performance, results, market value and prospects of a financial instrument may differ materially from those expressed or implied by the forward-looking statements
in this document. The projected or targeted returns are inherently subject to significant economic, market and other uncertainties that may adversely affect performance.
UBP also disclaims any obligation to update forward-looking statements, as a result of new information, future events or otherwise. Any performance data included in this
document does not take into account fees, commissions, expenses charged on issuance and redemption of securities, or any other costs, nor any taxes that may be
levied. The tax treatment of any investment depends on the client’s individual circumstances and may be subject to change in the future. This document does not contain
any tax advice issued by UBP and does not necessarily reflect the client’s individual circumstances. This document is confidential and is intended to be used only by the
person to whom it was delivered. This document may not be reproduced, either in whole or in part. UBP specifically prohibits the redistribution of this document, in whole
or in part, without its written permission and accepts no liability whatsoever for the actions of third parties in this respect. This document is not intended for distribution in
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