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U.S./CHINA TRADE RELATIONS MOVING IN THE
WRONG DIRECTION

Following a bare minimum rate cut from the Fed last week,
President Trump announced that the U.S. would proceed with a
10% tariff on the remaining $300bn billion in goods from China
effective September 1st. Up until this point, consumers were spared
from the trade dispute but that will change with this latest round.
The tariffs on China’s goods would be a large tax increase, which is
digestible when growth is robust but should the state of the
economy weaken it becomes problematic.
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China’s response to the President’s tariff threat was to allow the
Yuan to weaken and asking state-owned companies to suspend
imports of U.S. agricultural products. The Yuan has weakened
versus the dollar from roughly 6.25 in April 2018 to over 7.00 today.
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The markets reacted swiftly with equities tumbling and bonds
rallying as the flight to safety trade took over. With earnings
hanging in for now, the equity risk premium spiked. History shows
that when the ERP is near levels seen today the forward 12-month
returns are double digits.

S&P 500 Equity Risk Premium
(Earnings Yield less 10-Year Treasury Yield, bps)
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However, not all is well and the odds of a recession are on the rise.
The back-and-forth during this past week between the US/CN
leads us to believe it may be difficult to reach a deal before the next
U.S. election in 2020. China does not have the same political
urgency, and is unlikely to back down quickly. The continued
protests in Hong Kong suggest China’s leadership will need to
project a tough image. Remaining trade issues such as intellectual-
property protection are complex. China also wants existing tariffs
removed, which simply does not fit with the current U.S.
administration’s strategy. As global growth continues to trend
downward and central banks appear to be starting a rate cutting
cycle, in a world of already low/negative rates, the odds are not
zero that we see negative rates in the U.S. during the next recession.
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This begs the question what should you own or look to buy? As it
stands now, it’s probably too late to overweight defensive sectors
with a 10-year Treasury yield of 1.70% and perhaps a bit too early
to leg into cyclical sectors like Financials and Industrials without
greater clarity on global growth. Financials and Industrials had
started to outperform in July only to be drawn asunder by the new
concerns about trade and a race to the bottom for global long-term
interest rates. From a valuation perspective, Financials are
undoubtedly cheap with a PEG ratio of 1.3x and the defensive
sectors like Utilities and Consumer Staples are undoubtedly
expensive with PEG ratios of 3.4x and 2.9x respectively. Still, in a
TINA market, assets with yield and with growth become
extraordinarily expensive. Some stabilization of Fed policy and
long-term interest rates are likely natural prerequisites for a
resumption of cyclical sectors outperforming. Strategas’ “New
Sovereign” basket of stocks can be seen as proxies for sovereign
debt has outperformed as the amount of negative yielding
government debt has surged.

Strategas' "New Sovereigns" Strategy vs.
S&P 500 Total Return Index
(Indexed to 100,1/1/2017)
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IMPORTANT DISCLOSURES

This communication was prepared by Strategas Asset Management, LLC (“we” or “us”). Recipients of this
communication may not distribute it to others without our express prior consent. This communication is provided
for informational purposes only and is not an offer, recommendation or solicitation to buy or sell any security. This
communication does not constitute, nor should it be regarded as, investment research or a research report or securities
recommendation and it does not provide information reasonably sufficient upon which to base an investment
decision. This is not a complete analysis of every material fact regarding any company, industry or security. Additional
analysis would be required to make an investment decision. This communication is not based on the investment
objectives, strategies, goals, financial circumstances, needs or risk tolerance of any particular client and is not presented
as suitable to any other particular client.

For investors subject to MiFID II (European Directive 2014/65/EU and related Delegated Directives): We classify
the intended recipients of this communication as “professional clients” or “eligible counterparties” with the meaning
of MiFID II and the rules of the UK Financial Conduct Authority. The contents of this report are not provided on
an independent basis and are not “investment advice” or “personal recommendations” within the meaning of MiFID
IT and the rules of the UK Financial Conduct Authority.

The information in this communication has been obtained from sources we consider to be reliable, but we cannot
guarantee its accuracy. The information is current only as of the date of this communication and we do not undertake
to update or revise such information following such date. To the extent that any securities or their issuers are included
in this communication, we do not undertake to provide any information about such securities or their issuers in the
future. We do not follow, cover or provide any fundamental or technical analyses, investment ratings, price targets,
financial models or other guidance on any particular securities or companies. Further, to the extent that any securities
or their issuers are included in this communication, each person responsible for the content included in this
communication certifies that any views expressed with respect to such securities or their issuers accurately reflect his
or her personal views about the same and that no part of his or her compensation was, is, or will be directly or
indirectly related to the specific recommendations or views contained in this communication. This communication is
provided on a “where is, as is” basis, and we expressly disclaim any liability for any losses or other consequences of
any person’s use of or reliance on the information contained in this communication.

Strategas Asset Management. LLC and Strategas Securities, LLC are affiliated with Robert W. Baird & Co.
Incorporated (“Baird”), a broker-dealer and FINRA member firm, although the firms conduct separate and distinct
businesses. A complete listing of all applicable disclosures pertaining to Baird with respect to any individual
companies mentioned in this communication can be accessed at http://www.rwbaird.com/research-
insights/research/coverage/third-party-research-disclosures.aspx. You can also call 1-800-792-2473 or write: Robert
W. Baird & Co., PWM Research & Analytics, 777 E. Wisconsin Avenue, Milwaukee, WI 53202.
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