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The U.S. and China Reach a Truce on Trade 
 
President Trump and President Xi Jinping have agreed to a cease-fire in a 
trade battle that has rattled investors for many weeks.  The U.S. will now 
delay plans to increase tariffs on $200 billion in Chinese goods that were 
scheduled to take effect on January 1, 2019. 
 
At a dinner meeting between the two nations, the Presidents, along with 
their respective trade delegations discussed a range of issues including 
Chinese economic policy, including forced technology transfer, intellectual-
property protection, non-tariff barriers, cyberintrusions and cybertheft, 
services and agriculture.   
 
Over the next 90 days, American and Chinese officials will continue to 
negotiate.  If no deal is reached over this period of time, President Trump 
has indicated that he will proceed with raising the 10 percent tariffs 
(currently in place) to the planned 25 percent threshold. 
 
China has also agreed to purchase a “very substantial” amount of 
agricultural, energy, industrial, and other product from the United States to 
reduce the trade imbalance between the two countries.  China’s trade 
surplus hit a record $375 billion last year and amounted to $261 billion in the 
first eight months of 2018, according to US government data. 
 
De-escalating tensions between the world’s two largest economies is very 
good news.  Both sides appeared satisfied at the end of the gathering, with 
applause heard in the room as the dinner drew to a close.  Investors have 
grown hopeful in recent days that progress might be made between the two 
countries.  It is now likely that this truce will be a catalyst for higher equity 
prices in the days ahead.  
 
In another important development, Federal Reserve Board Chairman Powell 
eased worries about higher interest rates by indicating in a speech that 
interest rates are now “just below” neutral; an apparent dovish shift 
compared to his characterization that rates were “a long way from neutral”  
nearly two months ago.   
 
Powell’s less hawkish comments were only the latest in a series of comments 
from FOMC officials who have sounded a less hawkish tone.  Not surprisingly, 
this backdrop helps explain why the yield on the 10-year Treasury bonds is 
near a 10 week low. 
 
Immediately following Powell’s comments, the Dow Jones Industrial Average 
climbed over 600 points, or 2.5 percent, posting its biggest one-day gain 
since March.  
 
Economic fundamentals also remain strong.  According to the "second" GDP  
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estimate released by the Commerce Department’s Bureau of Economic 
Analysis, real gross domestic product (GDP) increased at an annual rate of 
3.5 percent in the third quarter of 2018.  In the second quarter, real GDP 
increased 4.2 percent.  Economic momentum is now likely strong enough to 
reach our 3 percent growth target for the year. 
 
 
 
 
 
 
 
 
 
 
 
 
 

Strong corporate profits have been the cornerstone of our 2018 economic 
thesis.  Pre-tax corporate profits rose 3.4% in the third quarter marking the 
fastest quarterly growth rate since Q2 2014.   Corporate  profits are now up 
10.3% in the past year (the largest four-quarter increase since mid-2012) 
with after-tax profits rising nearly 20% in the past year (First Trust).  
 
Following a difficult market correction in October, U.S. equity markets are 
attempting to stabilize.  The S&P 500 finished the month of November about 
half a percent higher than where it began the month.  In the final week of 
the month, both the S&P and the NASDAQ had their best week in seven 
years. 
 
Importantly, the S&P 500’s most recent leg lower did not make a new low on 
an intraday basis and traders will be watching to see if the index can push 
through the 200-day moving average (DMA).  Should the market trade above 
this threshold, we believe we could then move above the November highs.  
 

It has been a painful couple of months for U.S. 
equities and a very tough year for global equities, 
but relative to other periods in the last ten years, 
the magnitude of the drawdown has been relatively 
mild.  In terms of the percentage decline from 52-
week highs for global equity market capitalization, 
both the 2011 and 2016 pullbacks were larger than 
the recent decline (Bespoke).  
 
With trade tensions between the U.S. and China “on 
hold” and concerns about rapidly rising interest rates 
receding, we believe investors will begin to focus on 
the strong fundamentals.  Accordingly, we believe 
there is a case to be made for a year-end rally.   
 
The sharp correction we experienced in October now appears to be more of an “emotional” event, rather than 
the beginning of a new bear market.  We believe the bull market remains very much intact and that we will see 
fresh new highs in the months ahead.  
 
Thank for your continued confidence. 
             
John E. Chapman 
December 2018 

Key Takeaways 
· · · 

 President Trump and 
President Xi Jinping have 
agreed to a cease-fire in a 
trade battle that has 
rattled investors for many 
weeks. 

 

 De-escalating tensions 
between the world’s two 
largest economies is very 
good news.   

 

 Fed Chairman Powell 
eased worries about 
higher interest rates by 
indicating that interest 
rates are now “just 
below” neutral. 

 

 With trade tensions 
between the U.S. and 
China “on hold” and 
concerns about interest 
rates receding, we believe 
investors will begin to 
focus fundamentals.   

 

 Accordingly, we believe 
there is a case to be made 
for a year-end rally.   



IMPORTANT DISCLOSURES 
THIS COMMENTARY HAS BEEN PREPARED BY CLEARWATER CAPITAL PARTNERS. THE OPINIONS VOICED IN THIS MATERIAL ARE FOR GENERAL INFORMATION ONLY AND ARE NOT INTENDED TO PROVIDE OR BE CONSTRUED AS PROVIDING SPECIFIC INVESTMENT ADVICE OR RECOMMENDATIONS FOR ANY 

INDIVIDUAL.  

ALL ECONOMIC DATA IS DERIVED FROM PUBLIC SOURCES BELIEVED TO BE RELIABLE. TO DETERMINE WHICH INVESTMENTS MAY BE APPROPRIATE FOR YOU, PLEASE CONSULT WITH US PRIOR TO INVESTING. INVESTING INVOLVES RISK WHICH MAY INCLUDE LOSS OF PRINCIPAL. 

This material is not intended to be relied upon as a forecast, research or investment advice, and is not a recommendation, offer or solicitation to buy or sell any securities or to adopt any investment strategy. The opinions expressed are as of December 2018 and may change as subsequent 

conditions vary. The information and opinions contained in this material are derived from proprietary and nonproprietary sources deemed by Clearwater Capital Partners to be reliable, are not necessarily all-inclusive and are not guaranteed as to accuracy.  

Past performance is no guarantee of future results. There is no guarantee that any forecasts made will come to pass. Reliance upon information in this material is at the sole discretion of the reader. Investment involves risks. International investing involves additional risks, including risks 

related to foreign currency, limited liquidity, less government regulation and the possibility of substantial volatility due to adverse political, economic or other developments.  Index performance is shown for illustrative purposes only. You cannot invest directly in an index. S&P 500 is a 

registered trademark of Standard & Poor’s Financial Services , a division of S&P Global (“S&P”) All Russell US Indexes are subsets of the Russell 3000® Index, which includes the well-known large cap Russell 1000® Index and small cap Russell 2000® Index. DOW JONES, DJ, DJIA and DOW JONES 

INDUSTRIAL AVERAGE are registered trademarks of Dow Jones Trademark Holdings  (“Dow Jones”).  

The two main risks related to fixed-income investing are interest rate risk and credit risk. Typically, when interest rates rise, there is a corresponding decline in the market value of bonds. Credit risk refers to the possibility that the issuer of the bond will not be able to make principal and 

interest payments. 

 

 

 

 

www.ccpwealth.com   (847) 841-8650 

Investment Advice offered through Clearwater Capital Partners a Registered Investment Advisor. 


