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President Trump is nothing if not true to his election promises. With mid-terms looming, he’s focusing 
on getting voters to show up. This means his trade wars will likely continue, and something will have 
to give to get him back to the negotiating table. 
 

 
June was a challenging month as markets were buffeted by trade war tensions. Early in the month, 
President Trump imposed steel and aluminium tariffs on Europe, Canada and Mexico, prompting each 
country to retaliate with tariffs on US products. The Trump administration also announced a $US34bn 
list of Chinese goods that will be subject to tariffs beginning July 6.  
 
Diverging economic trends saw a widening gap between global central banks, with the US Federal 
Reserve signalling more aggression in its policy tightening, and while the European Central Bank 
indicated it will end its bond purchases in December, it made clear interest rates will remain at their 
present level until at least the middle of 2019, if not longer. The June quarter also saw Italian politics 
cause volatility in bond markets as anti-establishment parties formed a government.  
 
Developed market equities eked out modest gains in the month and the quarter, with emerging market 
equities suffering sharp falls in both time periods. The Australian equity market was the best performer 
returning 3.3% in the month of June and 8.5% over the quarter. This has been consistent with our view 
that the Australian equity market offers some of the best prospective returns, and an area we have had 
the most disagreement from clients. We have had a preference for the Australian equity market over 
global, and in particular the US market. Since end January the Australian equity market has returned 
4.8%, while the US equity market returned -2.9%.  
 
Global and Australian government bond yields closed June at similar levels to which they started. Over 
the quarter there were significant moves in German and US yields, with German yields lower and US 
yields higher. In global credit markets, poor performances were put in by emerging market bonds and 
to a lesser extent investment grade credit. Despite some volatility, high yield bonds unusually did well 
as lack of supply supported the market.  
 
The primary driver of returns over both the last month and quarter has been Australian Equities, which 
has outperformed as the Australian dollar has sold off, while expectations of any RBA rate hike continue 
to be pushed out even further in to the future. The strategy’s absolute return strategies, in particular 
the US inflation breakeven position also contributed to returns. Emerging market debt exposure was a 
moderate detractor as the sector comes under pressure from a strengthening US dollar and weaker 
investor sentiment. 
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US politics has been front and centre for around two years now, but more recently it has moved from a 
tailwind into a headwind. Donald Trump has shown himself to be very different from the usual 
politician, in that he is following through on his election promises. While markets initially focused on the 
“positive” policies, what we are now getting is the good with the bad. There were four key areas that 
Donald Trump focused on in the run up to the election: immigration, tax, trade and infrastructure. Tax 
and trade have been the key movers of markets recently. 
 
President Trump has asserted that if you are in a trade deficit, like the US, trade wars are “good and 
easy to win” — an assertion Bloomberg News has already labelled as “fake news”. The general view of 
economists is that everyone loses in a trade war, although markets have behaved more in line with 
President Trump’s views. While the US equity market has returned 2.6% year to date, the Chinese equity 
market (Shanghai Composite) returned -15.6%, and the Chinese currency has also fallen, while the US 
dollar is higher.  
 
Most modelling suggests the direct impacts of a trade war are small, and given that tit for tat tariffs 
reduce both imports and exports, the direct effect on GDP is small. However, for me it is the indirect 
costs that are the real risk. These are around the impact on confidence. For corporates there is the 
disruption to supply chains as many large firms now source parts globally, rising input prices, and 
uncertainty around export sales. This will have an impact on investment and hiring. The consumer will 
also be hit by rising prices which will reduce spending in real terms. 
 
This is in line with the economists’ view, so why the divergent market performance? First, the tax cuts in 
the US have been a positive for the US equity market, earnings are expected to be up 35% this year, 
supported by corporate tax cuts. Second, the full potential impact on corporations has yet to be priced 
in, but this will become more so as companies report on the impact to their businesses. 
 
The key question is: how far does this go? You have a President that acknowledges he does not admit 
he is wrong; and his Chinese counterpart who noted that when somebody hits you on the cheek “in our 
culture, we hit back”. This is not an environment that suggests an early breakthrough, so we have to 
think about a potential circuit breaker.  
 
Given this has been driven by the Trump administration, while China, Europe and other countries 
caught up in this have so far been measured in their retaliation, the key is the US political landscape. 
This year is a mid-term election year and while it is highly likely the Republicans will maintain control of 
the Senate, current polling suggests the Democrats will take Congress in the November election. Mid-
term elections are about turnout and President Trump has energised the Democrats. An early approach 
by Republicans to energise their base was to focus on the likelihood of impeachment if Congress was to 
fall to the Democrats, as this was the successful strategy used during President Clinton’s term.  
 
However, this approach was not favoured by President Trump, who believes he has a better political 
antenna than the establishment, and his belief is that immigration and trade will bring out his base. 
Given this, the trade war will most likely continue to grow, and the circuit breaker will be unintended 
consequences of this approach – a large confidence hit and dysfunctional markets, which will force 
President Trump back to the negotiating table. 
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Important Information  
 
Opinions, estimates and projections in this article constitute the current judgement of the author as of the date of this article.  
They do not necessarily reflect the opinions of Schroder Investment Management Australia Limited, ABN 22 000 443 274, AFS 
Licence 226473 ("Schroders") or any member of the Schroders Group and are subject to change without notice. In preparing this 
document, we have relied upon and assumed, without independent verification, the accuracy and completeness of all information 
available from public sources or which was otherwise reviewed by us. 
Schroders does not give any warranty as to the accuracy, reliability or completeness of information which is contained in this 
article. Except insofar as liability under any statute cannot be excluded, Schroders and its directors, employees, consultants or any 
company in the Schroders Group do not accept any liability (whether arising in contract, in tort or negligence or otherwise) for any 
error or omission in this article or for any resulting loss or damage (whether direct, indirect, consequential or otherwise) suffered 
by the recipient of this article or any other person. 
This document does not contain, and should not be relied on as containing any investment, accounting, legal or tax advice. Past 
performance is not a reliable indicator of future performance. Unless otherwise stated the source for all graphs and tables 
contained in this document is Schroders.  


