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No clear winners from trade tensions

Trump’s protectionist policies will heighten the elevated US-China trade tension

History shows higher tariffs only mean lower GDP growth and higher inflation for the US

Trade tension poses risks to Malaysia’s growth; impact varies by sectors

Background

Former president/presidential candidate Donald Trump has pledged to scrap
the federal income tax and replaced it with revenue from a flat 10% tariff on
all imports, and 60% tariff on Chinese imports in a fiscal swap with lower
taxes, if he is re-elected. The objectives for these moves were to protect
domestic industries, particularly those vital to national security and to
incentivize foreign countries to change their unfair practices (specifically
directed to China - Figure 1), and NOT to raise revenue.

While we do not have clarity on likely Democrat nominee Kalama Harris’ view
on this, the Biden administration has recently in May 2024, introduced a slew
of strategic and targeted tariff hikes on Chinese imports.

History repeating itself

For recap purposes, US tariff rates have been on a downward trend since the
1947 General Agreement on Tariffs and Trade (GATT) was enacted (Figure 2),
only reversing when the Trump administration took over in 2017. He raised
tariffs on several products, especially those imported from China and sparked
a trade war. The tariff hikes stalled temporarily when the Biden
administration took over (although he kept Trump-era tariffs in place), before
increasing again in May 2024 when the Biden administration slapped more
tariffs on products like steel, aluminium, medical equipment, electric
vehicles, lithium-ion batteries and solar cells.

China was the target of most of Trumps’ trade war

Targeted at solar panels (30%) and washing machines (20-50%),

Jan-18 carve-outs for small number of developing countries

Mar-18 Tariffs on all steel (25%) and aluminium (10%) imports, carve-
outs for a handful of trading partners

Jul-18 Covering $34bn of Mainland Chinese goods, focused on industrial
products (25%)

Aug-18 Targeting an additional $16bn of Chinese industrial exports (25%)

Sep-18 10% tariff on $200bn of Chinese exports

May-19 Tariffs on Chinese exports targeted in September 2018 raised to
25%

May-19 Proposed 5% tariff on all imports from Mexico, rising by 5ppts
monthly to 25% (never implemented)

Aug-19 10% tariff remaining $300bn not covered, only partially

implemented
Source: Brookings, Congressional Research Service, BMI

Figure 1: China tariffs (towards US and rest
of the world) were higher

US-China trade war tarlffs: An up-to-date chart
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Source: Brookings, Peterson Institute of International
Economics

Figure 2: US tariff rates have steadily
declined since the 1947 GATT was enacted;
higher again since the Trump era
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Figure 3: Tariffs have not provided
meaningful share of revenue to the US
since 1900s up till 2023
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What to expect

In a scenario where Donald Trump is re-elected (Fitch Solutions BMI polls:
61%, Reuters: 44% to Harris and 42% to Trump) and the tariff hikes will no
longer be just a bark but a bite, there is a risk that US economy may face a
stagflation.

First and foremost, the burden of tariffs in the US, if implemented, will
fall on both the consumers (who has to pay higher prices) and on
importers (who may absorb the additional cost by not passing it to
consumers, reducing their profits), with varying degree depending on the
level of pass-through in terms of prices.

Some consumers may switch to domestic goods, which is positive for the
economy. On the other, the purchasing power of consumers goes down
as imported goods become more expensive, a negative for the economy.

The fiscal swap (from income tax to tariff) would shift the burden from
the upper-income Americans to those who don’t make enough income
to pay much, if any, income taxes, and those who have the higher
marginal propensity to spend (Figure 4).

According to the White House’s calculation, Trump’s across-the-board
tariff rates would likely need to be much larger than 70%, to plug the
loophole from the income tax (Figure 3), potentially sending inflation
rate up by about 0.75ppts, and resulting in a more hawkish Fed again,
sell-offs in the Treasury and a firmer USD. (Figure 5).

No doubt, tariffs could lead to a narrower US trade account deficit, which
is positive on GDP calculation but historical data proved otherwise or
temporarily. US goods trade deficit fluctuated from an average of
$66.0bn in 2017 to $72.5bn in 2018, $70.5bn in 2019 and $75.1bn in 2020
(Figure 6).

Allin, the impact on GDP is ambiguous, but most believe that a free trade
policy is positive for economic growth, more than a protectionist policy.
In an article dated August 2019, the Congressional Budget Office (CBO)
estimated that the trade barriers imposed since January 2018 cut both
real output and real household income by 0.3ppts and $580 respectively
by 2020. The Tax Foundation estimated that the Trump-Biden tariffs will
reduce long-run GDP by 0.2% and employment by 142k full-time
equivalent jobs (negligible compared to 168m civilian labour force).

Potential beneficiary sectors, if Trump is to win, include the targeted auto
and manufacturing industries, critical supply chain-related sectors, and
because of his buying American and hiring Americans manifesto,
potentially consumers, or not.

Impact for Malaysia neutral-to-mildly negative

Broadly speaking, trade tensions will definitely be detrimental to world trade
(Figure 7). That said, several countries like Malaysia, which are not directly
linked to these 2 giants, could be less impacted as conduits are sought.

Total exports amounted to 66% of Malaysia’s GDP in 2023 and the duo
—US and China — accounted for approximately 25% of our total exports.
Our exports will be affected directly by any lower demand and slower
economic growth from these affected countries as well as indirectly from
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Figure 4: Lower-and middle-income
Americans would lose more in the fiscal
swap from tax cuts to higher tariffs
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Source: Brookings, Peterson Institute of International
Economics

Figure 5: Theoretically speaking, higher
risk of stagflation with tariff hikes
I Private consumption (g/g%) (LHS) === Headline inflation (y/y%) (LHS)
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Source: Bloomberg

Figure 6: US goods trade deficit did not see
significant improvements post tariff-hikes
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Source: Bloomberg

Figure 7: World trade volume slowed from
+4.0% y/y in 2018 to 1.3% y/y in 2019

Source: IMF



any disruptions and/or shifts in the global supply chain from trade
tension and any spillover to employment and income growth from the
export-oriented industries in Malaysia. A BNM stimulation showed that
trade tensions in 2018 were estimated to have shaved Malaysia’s GDP
by at least 0.3-0.5ppt in 2019.

As mentioned earlier, several sectors and regional countries,
nonetheless, could stand to benefit from trade diversion from China (but
bearing in mind that Trump is eyeing for an across the board 10% tariff
on all imports) but this is not expected to fully offset the negative impact
from slower global trade activities.

For Malaysia, the impact on various sectors from the trade tensions will
also vary (Figure 8):

» In our research alert entitled “Positive on electronics and electrical
sector” dated 27™ March 2024, we have already pointed out that US
and European tech companies have started to diversify its supply
chains from China to regional peers and Malaysia could benefit from
this. Already, US Commerce Secretary Gina Raimando has already
urged the doubling of chip plants in the Philippines, A&T will
officially open its first plant in Kulim, Malaysia while TSMC opened
its first chip plant in Japan as it diversifies supply chains away from
Taiwan amid intensifying U.S.-China trade tensions (Figure 9).

Malaysian rubber glove manufacturers have faced intense
competition from China due to its lower average selling prices. With
the Biden administration raising the tariffs on Chinese rubber
medical and surgical gloves from 7.5% to 25% in 2026, this will make
Chinese gloves more expensive in about 2 years’ time, a positive for
domestic rubber glove makers.

Impact on other industries varied. History showed that local
manufacturers stopped exporting to the US following the blanket
tariff on steel imports (Figure 10), but impact on solar panels were
highly dependent on demand.
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Figure 8: Malaysia’s exports to the US and

potentials gains from trade substitution
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Figure 9: US’ FDI into Malaysia has picked

up since 2019 (RMbn)
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Figure 10: US imports of Malaysian steel

has stalled since the tariff hikes

Source: CEIC

Q:

2

=



3% HongLeong Bank

Hong Leong Bank Berhad

Fixed Income & Economic Research, Global Markets
Level 8, Hong Leong Tower

6, Jalan Damanlela

Bukit Damansara

50490 Kuala Lumpur

Tel: 603-2081 1221

Fax: 603-2081 8936

Email: HLMarkets@hlbb.hongleong.com.my

DISCLAIMER

This report is for information purposes only and does not take into account the investment objectives, financial situation or particular needs of any
particular recipient. The information contained herein does not constitute the provision of investment advice and is not intended as an offer or solicitation
with respect to the purchase or sale of any of the financial instruments mentioned in this report and will not form the basis or a part of any contract or
commitment whatsoever.

The information contained in this publication is derived from data obtained from sources believed by Hong Leong Bank Berhad (“HLBB”) to be reliable
and in good faith, but no warranties or guarantees, representations are made by HLBB with regard to the accuracy, completeness or suitability of the
data. Any opinions expressed reflect the current judgment of the authors of the report and do not necessarily represent the opinion of HLBB or any of
the companies within the Hong Leong Bank Group (“HLB Group”). The opinions reflected herein may change without notice and the opinions do not
necessarily correspond to the opinions of HLBB. HLBB does not have an obligation to amend, modify or update this report or to otherwise notify a reader
or recipient thereof in the event that any matter stated herein, or any opinion, projection, forecast or estimate set forth herein, changes or subsequently
becomes inaccurate.

HLB Group, their directors, employees and representatives do not have any responsibility or liability to any person or recipient (whether by reason of
negligence, negligent misstatement or otherwise) arising from any statement, opinion or information, expressed or implied, arising out of, contained in
or derived from or omission from the reports or matter.

Potential and actual conflict of interest may arise from the activities of HLB Group. HLB Group constitute a diversified financial services group. These
entities engage in a wide range of commercial and investment banking, brokerage, funds management, hedging transactions and other activities for their
own account or the account of others. In the ordinary course of their business, HLB Group may effect transactions for their own account or for the
account of their customers and hold long or short positions in the financial instruments. HLB Group, in connection with its business activities, may possess
or acquire material information about the financial instruments. Such activities and information may involve or have an effect on the financial
instruments. HLB Group have no obligation to disclose such information about the financial instruments or their activities.

The past performance of financial instruments is not indicative of future results. Whilst every effort is made to ensure that statements of facts made in
this report are accurate, all estimates, projections, forecasts, expressions of opinion and other subjective judgments contained in this report are based
on assumptions considered to be reasonable as of the date of the document in which they are contained and must not be construed as a representation
that the matters referred to therein will occur. Any projections or forecasts mentioned in this report may not be achieved due to multiple risk factors
including without limitation market volatility, sector volatility, corporate actions, the unavailability of complete and accurate information. No assurance
can be given that any opinion described herein would yield favorable investment results. Recipients who are not market professional or institutional
investor customer of HLBB should seek the advice of their independent financial advisor prior to taking any investment decision based on the
recommendations in this report.

HLBB may provide hyperlinks to websites of entities mentioned in this report, however the inclusion of a link does not imply that HLBB endorses,
recommends or approves any material on the linked page or accessible from it. Such linked websites are accessed entirely at your own risk. HLBB does
not accept responsibility whatsoever for any such material, nor for consequences of its use.

This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any state, country
or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation. This report is for the use of the
addressees only and may not be redistributed, reproduced or passed on to any other person or published, in part or in whole, for any purpose, without
the prior, written consent of HLBB. The manner of distributing this report may be restricted by law or regulation in certain countries. Persons into whose
possession this report may come are required to inform themselves about and to observe such restrictions. By accepting this report, a recipient hereof
agrees to be bound by the foregoing limitations.
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