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Trade uncertainty impacted global trade much more than tariffs via
three channels: investment (delays in investment plans), consumption
(sawving rates increased globally) and inventories and prices. We asti-
mate that while US tariffs hampered global trade growth by -0 3pp
in 2018, US-lad trade uncertainty cost -0.5pp.

Today the evolution of inventories in the US relative to Ching, o good
advanced indicator of o deterioration in global trade growth,
recched o historically high level of 45 as per our proprietary indica-
tar If China and the US fail to find an agresment in G2, uncertainty
would remain and both global trade and global econamic growth
could slow further. Foreach two months of trade uncertainty, we esti-
mate the cost to be -0.1pp of global trode growth, and for each four
maonths, -0 1pp of global economic growth.

Frovided that there is an agreement between the US and China in
Q2 2019, we expect global trade growth to slow to +3% in 2019, and
+2. 7% in 2020 as global economic growth decelerotes and corpo-
rates have little pricing power.
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THE COST OF UNCERTAINTY IS

"The biggest issue here is the uncer-
tainty. Uncertainty is causing prob-
lems with planning, " Sanjeev Gandbhi,
o membaer of the board of executive
directors at German chemicals firm
BASFE.

After months of tensions, China and
the US reached o trade truce at the
end of 2018 While the two countries
arewarking on o way to resolve their
disagreements and certain tariffs
have been slashed (on cars imported
by Ching from the US fore.g.), global
trade growth continues to slow. In
2018, it decelerated to +3.8% (after
+5.2% in 2017} and advanced indica-
tors for Q1 suggest more decelera-
tion coming.

This is becouse remaining tariffs con-
tinue to weigh on growth. Secondly,
the cost of trade uncertainty is build-
ing up. We estimate that while S
tariffs hampered global trode growth
by 03pp, US-led uncertainty cost -
05pp lost year.

Uncertainty hinders growth through
three channels:

e Investment - Companies delay
their investments and decisions
on hiring while waiting for clarity
on the outcome of US-Chinag
trade talks.

e Consumption — Consumers in-
credse pracautiondry savings
and delay purchase decisions.

Inventories and prices - As de-
mand slows and trade barriers
increase in the largest econo-
mies, the least competitive cor-
porates struggle to sell their
goods This leads to an incregse
of inventories and o slowdown of
production, but alse to avicious
circle where corporotes start to
decrease their prices to be able
ta sell their goods.

Phata by Unsplash



Figure 1 Demand indicators and US Trade Policy Uncertainty Index
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Figures 1 and 2 provide an illustration
of these three sequences of impact
Figure 1 shows that investment
growth in established exports markets
(Japan, Germany and South Korea)
slowed rapidly, especially in the sec-
ond half of 2018, as Us-lad trade poli-
oy uncertainty escalated. Consumer
spending growth slowed, too, as
households envisioned o bleaker fu-
ture in the wake of rising trade ten-
sians.

Figure 2 shows how the development
of inventory imbalances is impacting
the global business cycle To have o
proxy of these imbalances, we devel-
oped an indicator based on the differ-
ential between the inventories built in
the US (o less competitive market for
merchandise export) and those built
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Figure 2 Inventories and global business cycle

Inventory tension (ISM sub index US- Manufacturing PM| sub index Ching;

12m average, right)
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in China {more competitive). This vari-
ableis o good marker of global trode
disruption, being particularly sensitive
to rising economic palicy uncertainty.

In o context of weaker growth of glob-
aldemand and rising trade barriers,
less competitive companies (here the
USY built up inventories as they could
not sell their products, while the most
competitive oneas {in Ching) reduced
theirinventories. Figure 2 shows that
the spread between US inventories
and Chinese inventories hit its higheast
level since 2005 in Januany 201%.

This “inventony glut” has material im-
plications for the global trode outlook.
First it means that corporates will
have to scale down their production in
the nearterm and focus on selling

theirinventory It also means that
global trade prices will be depressed
as corporates will probably use them
as o fool to gain competitivenass. Chi-
na already opened the door on that
front Producer prices hove decelerat-
ed rapidly since lost year and other
Asicin markets are following suit
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Thesize of the inventory glutis a
reminder of the need for a US-Ching
agreament as early as Q2 2019

If Ching and the US fail to sign an
agreement in Q2, uncertainty would
remdin and both global trade and
global economic growth could slow
further. We estimate that for each
twao maonths of trade uncertainty we
could lose -0 1pp of global trade

growth and foreach four months we

could lose -0.1pp of global econom-
ic grawth.

On top of trade-related issues, three

factors could further prolong negaoti-

ations:

1

Economic and political influ-
ence Both markets are looking
for pelitical and economic influ-
ence even though they are not

2.

T

af the same stage. And while
the USis gradually withdrawing
from its role of provider of pub-
licgoods, China is gradually
trying to fill the void with new
propositions of multilateralism
(Belt and Road Initiotive) and a
new modelof growth.

MNon-complionce by China to Us
demands China will likely make
concassions (i) on trade by offer-
ing to buy more US goods and
(i} on investment flows by open-
ing its market further Yet, itis
unlikely that these will reverse
massively the imbalances that
exist between the two countries
and solve highly strategic issues
(Monufacturing 2025, IP rights,
fair treatment),

MNegotiotion fatigue: It has been
o year since tensions betweean
Ching and the US started to es-
colote Negotiations hove seen
several ups and downs and
these hove led to o strong vola-
tility in global sentiment The
difference of appraach (tough
stancein the US, mare cancilia-
tory tone in Ching) makes the
negotiations difficult. Forin-
stance, President Trump’s prop-
osition to keep tariffs in place
even with o dealin place shows
how complicated negotiations
could be going forward. It is also
hard to belizve that China will
make concassions without get-
ting anything in return.
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GLOBAL TRADE GROWTH TO SLOW

We expect global trade growth to
slow to +3% and +2.7% in 2015 and
2020. If we break down these num-
bers in semeasters, we see d sharp
slowdown in H1 (=2% growth), reflect-
ing continued uncertainties and pre-
vailing tariffs; o normalization in H2
2019, inthe 2-4% range, as trade un-
certainties wane, and Chinda’s stimulus
gets tangible impacts and another
deceleration in H1 2020 (<32%5) as Chi-
na and the US growth decelerates -
we currently forecast a technical re-
cession inthe USin Q12020

Emerging markets will likely became
the largest contributor to global im-
ports growth in both 2019 and 2020,
They will account for 553 of global
trade compared to 45% in 2017-18.
The first reason relates to the resili-
ence of Emerging Asia (thanks to Chi-
na’'s stimulus) and the grodual recow-
ery in Latin America (as new leader-
ship raises the hope of stronger pri-
vate demand) The second regson is
bosad on the stabilization (or appre-
ciation) of exchange rates as the Fed

Figure 3 Yolume of global imports growth (%) with contributors {pp)

signals o more gradual approach to
its tightening cycle The same dovish
Fed may help loosen monetary poli-
cies in emerging markets, as price
and currency pressures dre con-
tained. India cut its policy rate by
25bp in Februany on the back of low-
erinflation. Going forward, the likeli-
hood of a rate cut has also increased
in markets such as Indonesia and Ma-
laysia.

Mote that here we gssume that Chinag
and the US reach an agreement in
Q2 2019 This will provide more clarity
about the future and help corporates
start to reinvest We also toke for
granted that China’s stimulus will
partly offset the cost of uncertainty.
Indeed, the equivalent to 5% of GDP
in additional fiscal spending, associ-
ated with generous monetany condi-
tions will help kick start a mini baom
cycle in China and thus boost global
trade around +3%.

Though ongoing trade talks could
temporarily put an end to fears of o
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trade war, it isimpartant to keepin
mind that Ching-US relations hove
dlready moved from engagement to
rivalny. Hence the need to keep an
eyve an both: protectionism at-large
(beyond trode tariffs, it could be regu-
latorny shocks, for eq.), and very frag-
mented (ond distended) supply
chains, spanning both regions. The
car industry is o cose in peint, cumu-
lating both vulnerabilities.

Last, interestingly enough, trade price
growth will be limited: we indead
forecast +4 2% growth in value terms
in 201%, and +2. 9% growth in 2020
Stabilizing commedity prices and o
slightly weaker US dollar explains this
lack of a price effect in global trade.
Microeconomically, we may see stag-
nating export turnover growth
among corporates, aswell as a lock
of pricing power as they desperately
seek to reduce the backlog of inven-
tories that have been built over the
post 12 maonths and re-start a normal
production cycle.

Figure 4 World trade growth {volume and value)
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FORWARD-LOOKING STATEMENTS

The statements contained herein may include prospects, statements of future expectations and other forward-looking
statements that are based on management's current views and assumptions and involve known and unknown risks and
uncertainties. Actual results, performance or events may differ materially from those expressed or implied in such forward-

looking statements.

Such deviations may arise due to, without limitation, (i) changes of the general economic conditions and competitive situa-
tion, particularly in the Allianz Group's core business and core markets, (i) performance of financial markets {(particularly
market volatility, liquidity and credit events), (iii} frequency and severity of insured loss events, including from natural ca-
tastrophes, and the development of loss expenses, (iv) mortality and morbidity levels and trends, (v) persistency levels, (vi)
particularly in the banking business, the extent of credit defaults, (vii) interest rate levels, (viii) currency exchange rates
including the EUR/USD exchange rate, (ix) changes in laws and regulations, including tax regulations, (x) the impact of
acquisitions, including related integration issues, and reorganization measures, and (xi) general competitive factors, in
each case on a local, regional, national and/or global basis. Many of these factors may be more likely to occur, or more
pronounced, as a result of terrorist activities and their consequences.

NO DUTY TO UPDATE

The company assumes no obligation to update any information or forward-locking statement contained herein, save for

any information required to be disclosed by law.
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