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On the Margin: Well, We Said “Brace Yourself”

Wednesday, December 5, 2018

Developing items of interest and deeper color on themes from our regular reports.

A US/China trade deal will be done. For 90 days volatile markets will be told it won't.

In our “TrendMacro Live!” note following the trade negotiation breakthrough
agreed by President Donald J. Trump and Chinese President Xi Jinping, we
said, “Brace yourself over the coming 90 days of negotiations for stall-outs in
the process, or even out-right walk-aways. All that is a perfectly expectable
and normal part of the theatrics of negotiation” (see “On the US/China Trade
Breakthrough” December 2, 2018). We should have also mentioned that the
media, whose business model relies on churning out bad news about Trump,
would dump on the breakthrough and sow doubts about the negotiations
before they even begin. That has to be a big part of the markets’ sell-off
yesterday. In a report tomorrow, we'll deal separately with the matter of the
yield curve.

In the immediate aftermath of the Trump/Xi agreement in Buenos Aires, the
breakthrough was universally characterized as a mere “truce” or “ceasefire”
in virtually every media account. No, this agreement is in fact what we called
it: a "breakthrough.” It was only weeks ago that Chinese vice-minister of
commerce Wang Shouwen was saying China wouldn't even negotiate with
the US while Trump holds “a knife at its throat.” Now China is negotiating.
That's a breakthrough. And the US has not rescinded one single tariff
currently in effect. That's no “ceasefire.” It's ongoing pressure is what will
keep the Chinese negotiating.

Next, media accounts doubled down by claiming the Trump/Xi agreement is
“mired in confusion,” casting doubt on whether the two presidents actually
agreed to anything at all. “Trump’s advisers are scrambling to explain a trade
deal he claimed he'd struck.” China “isn’t yet able to formulate its response
to the summit on trade. ..as senior officials are still out of the country.”
Oddly, China did produce an official statement immediately, and indeed many
media accounts cite the differences in US and Chinese statements in their
respective languages as evidence that there is no agreement. But we pointed
to these differences as features, not bugs. They are necessary to allow both
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The media is falsely
characterizing the
Trump/Xi trade negotiation
breakthrough as a mere
“truce” or “ceasefire,”
indeed claiming that there
isn’t even any actual
agreement arising from the
Buenos Aires summit. This
is no “ceasefire,” as no
existing US tariffs are
being withdrawn. And
there is an agreement —
both sides officially say so.
The differences between
official statements reflect
domestic political needs to
save face. The
appointment of “hard-liner”
Lighthizer to negotiate for
the US is not remarkable —
he is US trade
representative, and it is
smart to have a tough
negotiator at the table.
Trump’s tweet about being
“a Tariff Man” has been
taken out of context.
Market volatility will
continue to be driven both
by the theatrics of
negotiation, and the media
business model based on
bad news about Trump. A
deal will get done.
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presidents to save face despite compromises they had to make to each other
(see “On the US/China Trade Breakthrough”). Now, overnight, the Chinese
finance ministry has issued a statement resolving some of those differences
and committing to implementation “the soon the better.”

This statement comes despite the fact that virtually every major US media
outlet wrung its hands about Trump’s appointing Robert Lighthizer to lead the
negotiations — in every case calling him a “hard-liner.” What can we say? He
is the US Trade Representative. Wouldn't we expect him to represent the US
in a trade negotiation? As to his being a “hard-liner,” wouldn't we expect any
US president to appoint a strong negotiator? Besides, Mister Rogers isn't
available.

@ Donald J. Trump

...l am a Tariff Man. When people
or countries come in to raid the
great wealth of our Nation, | want
them to pay for the privilege of
doing so. It will always be the best
way to max out our economic
power. We are right now taking in
$billions in Tariffs. MAKE AMERICA
RICH AGAIN

Finally, much is being made of a Trump tweet
yesterday — particularly his self-characterization as
“a Tariff Man.” As always, the media fails to put
this remark in its context — as a threat, in order to
drive the negotiation forward forcefully. It was the
third part of a four-part tweetstorm, the rest of
which was devoted to optimistic expectations for
the negotiations. Remember, Trump is also a Wharton Man. He said in June,
“...you go tariff-free, you go barrier-free, you go subsidy-free. That's the way
you learned at the Wharton School of Finance. | mean, that would be the
ultimate thing.” Hey, that gives Trump and Xi @
something in common, at least accordingto | Chine docs not want Tariffel
another Trump tweet yesterday.

Again, “brace yourself.” This is going to go on for a while. Game theory
dictates that any negotiation must go all the way to its deadline, and usually
a little beyond. That means three months of the media and the “Washington
shops” telling you there can be no deal and never was going to be a deal —
right up until the moment there /sa deal, and they'll pretend they knew it all
along (yeah, but it's not a gooddeal). Just as with the enactment of last
year's landmark corporate tax cuts, we're the ones saying there will be a deal
and that it will be good. ¥

Contact
TrendMacro

On the web at
trendmacro.com

Follow us on Twitter at
twitter.com/TweetMacro

Donald Luskin
Chicago IL

312 273 6766
don@trendmacro.com

Thomas Demas
Charlotte NC

704 552 3625
tdemas@trendmacro.com

Michael Warren

Houston TX

713 893 1377
mike@trendmacro.energy

About us

Recommended
Reading

The First Book Written
About a Stock Market Is
Selling for $300,000
James Tarmy

Bloomberg

December 4, 2018

I’'m a Democrat and a
Feminist. And | Support
Betsy DeVos’s Title IX
Reforms.

Lara Bazelon

New York Times
December 5, 2018

Reading home


https://tmac.ro/2Q5ZzHk
http://www.mofcom.gov.cn/article/ae/ag/201812/20181202813512.shtml
https://www.washingtonpost.com/news/powerpost/paloma/the-finance-202/2018/12/04/the-finance-202-china-hawks-applaud-choice-of-lighthizer-to-lead-negotiations/5c056d551b326b60d12800eb/
https://www.nytimes.com/2018/12/03/us/politics/trump-china-trade-war.html?smid=nytcore-ios-share
https://www.wsj.com/articles/trump-says-u-s-china-relations-have-taken-big-leap-forward-1543847551
https://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=1&cad=rja&uact=8&ved=2ahUKEwi89PTX_ojfAhUR84MKHf4xC5gQFjAAegQIERAB&url=https%3A%2F%2Fen.wikipedia.org%2Fwiki%2FFred_Rogers&usg=AOvVaw3HRaKwOiifP4nXHs0bWi-p
https://www.washingtonpost.com/news/powerpost/paloma/the-finance-202/2018/12/05/the-finance-202-stocks-tank-as-tariff-man-sows-confusion-over-u-s-china-trade/5c0705161b326b60d128011e/
https://twitter.com/realDonaldTrump/status/1069970500535902208
https://twitter.com/realDonaldTrump/status/1069970500535902208
https://twitter.com/realDonaldTrump/status/1069962093301022720
https://twitter.com/realDonaldTrump/status/1069968462724980736
https://twitter.com/realDonaldTrump/status/1069972093301862406
https://www.whitehouse.gov/briefings-statements/press-conference-president-trump-g7-summit/
http://www.trendmacro.com/
https://twitter.com/#!/TweetMacro
https://twitter.com/#!/TweetMacro
mailto:don@trendmacro.com
mailto:tdemas@trendmacro.com
mailto:mike@trendmacro.energy
http://trendmacro.com/about/what-we-do
https://www.bloomberg.com/amp/news/articles/2018-12-04/the-first-book-written-about-a-stock-market-is-selling-for-300-000
https://www.bloomberg.com/amp/news/articles/2018-12-04/the-first-book-written-about-a-stock-market-is-selling-for-300-000
https://www.bloomberg.com/amp/news/articles/2018-12-04/the-first-book-written-about-a-stock-market-is-selling-for-300-000
https://www.nytimes.com/2018/12/04/opinion/-title-ix-devos-democrat-feminist.html
https://www.nytimes.com/2018/12/04/opinion/-title-ix-devos-democrat-feminist.html
https://www.nytimes.com/2018/12/04/opinion/-title-ix-devos-democrat-feminist.html
https://www.nytimes.com/2018/12/04/opinion/-title-ix-devos-democrat-feminist.html
http://trendmacro.com/recommended-reading

