From: https://davidstockmanscontracorner.com/the-donalds-fake-trade-deal-part-1/
The Donald's Fake Trade Deal, Part 1

By David Stockman. Posted On Monday, December 16th, 2019

Call this the era of Fake Everything and be done with it.

In addition to a Fake Recovery, Fake Stock Market and Fake RussiaGate/UkraineGate/Impeachment, we now have a Fake Trade Deal to go along with the Donald's very real and infinitely destructive Trade War.

We will elaborate below on the content free "Fact Sheet" issued by the USTR last Friday, but you can reduce it to this: It's simply a giant Trump campaign billboard aimed at the farm states.
Still, the Donald's tweeted claim that American farmer's will "very soon" be shipping $50 billion per year of agricultural exports to China and that they will need to rush out and buy bigger tractors is plainly out of this world crazy:

"I suggest farmers have to go and immediately buy more land and get bigger tractors," Trump said at the time. "They will be available at John Deere and a lot of other great distributors."
Even if the Chinese make a legitimate effort to comply (not happening), the US would be lucky to ship $28 billion per year to China by 2021---- a level reached way back in 2013 and which had imploded to just $13 billion last year thanks to the Donald's so "easy to win" Trade Wars. As we explain below, in fact, just digging out of the very deep hole in farm exports that has been dug by the Donald reckless trade maneuvers will be a considerable feat in itself.

Meanwhile, it's been 526 days since the Donald's Trade War with the Red Ponzi incepted on July 26, 2018 with the imposition of tariffs on $34 billion of Chinese goods. It was designed to get Beijing's attention and it did: China immediately retaliated with counter-tariffs on the meager $120 billion of goods--mainly agriculture, energy and materials---that the US sold to China last year and its been off to the races ever since.

Prior to the last Friday's Fake Trade deal, the US had imposed 15-25% tariffs on $360 billion of Chinese goods (about two-thirds of total 2018 imports from China of $563 billion). Accordingly, the combined levies totaled $79 billion annualized---representing a 21.9% tax on American consumers and business importers.

Supposedly, one of the U.S. concessions in the ballyhooed Phase 1 deal is a roll-back of the 15% tariff to 7.5% on $110 billion of Chinese goods. If that were to happen, the levy on Chinese imports would drop to $71 billion or 19.8%
We can't imagine this marginal concession is going to make Emperor Xi get all warm and fuzzy about what is alleged to be his end of the bargain, such as the aforementioned giant farm goods purchases or the USTR's rubbery description of China's commitments on intellectual property and technology transfer (see below).

That's especially true because the USTR fact sheet is completely radio silent on the one thing Beijing insisted upon for a so-called Phase One deal and allegedly got according to leaked press reports. Namely, the above mentioned 7.5% rollback on $110 billion of existing tariff coverage, and even this Bob Lighthizer special was purportedly structured as a "snapback" mechanism. That means according to the USTR that if either side is dissatisfied with the other sides' compliance, why they are free to just grab their football and go home:

It also establishes strong procedures for addressing disputes related to the agreement and allows each party to take proportionate responsive actions that it deems appropriate.
Translation: There is really no written, contractually enforceable deal at all. What happened last Friday is that both sides issued separate aspirational press releases geared to domestic audiences that will only give rise to more "close to a trade deal" tweets right up to and through the 2020 election.

Needless to say, if any publicly traded company CEO engaged in the stunts documented in the chart below, he'd have swarms of SEC enforcers on his case and would be heading for a stint at Uncle Sam's hospitality suites in short order.

To be sure, we'd just as soon see the SEC and its idiotic disclosure standards blown to bits. Presumably, if you've got thousands, or millions or especially billions to invest in the stock casino, you ought to pay for your own due diligence and assessment of company prospects and take your lumps when you get taken.

But the present stock market is so dominated by Fed-following liquidity-gulping speculators that it can't be helped by either free market discipline or even the SEC's stock market nannies.

To wit, the Fed-addicted robo-machines and day traders are buying the trade deal scam when the very negotiations process itself is a flashing red warning sign that statist politicians on both sides of the table are fixing to monkey-hammer global commerce and thereby send growth, profits and prosperity southward.

Indeed, the Donald has essentially declared war not just on the global trading system, but on capitalist prosperity itself. The foolishness announced Friday plus all the protectionist nonsense that undergirds the Donald's Trade Wars amounts to a decisive GOP-led turn to statist economics.

And that baleful prospect is made all the worse by the fact that the only alternative to Trump is Elizabeth Warren's blatant socialism when it comes to health care, energy, education, financial markets and almost everything else upon which America's faltering prosperity still depends.



Needless to say, the Donald's Trade War is the anti-MAGA because from A-Z it puts Washington in the business of managing economic functions and outcomes which are properly the domain of the free market, not trade nannies and business lobbies bivouacked in the Imperial City.

For instance, one of the air balls in the USTR press release comes under the bolded heading "Technology Transfer" and reads:

... China has agreed to end its long-standing practice of forcing or pressuring foreign companies to transfer their technology to Chinese companies as acondition for obtaining market access, administrative approvals, or receiving advantagesfrom the government. China also commits to provide transparency, fairness, and dueprocess in administrative proceedings and to have technology transfer and licensing takeplace on market terms.
Here's the thing. What happens to American companies which freely choose to invest in the Red Ponzi in order to brag on bubblevision that they are part of the China "growth story" is none of Washington's frickin' business; and it has no bearing whatsoever on the economic well-being of the truck drivers, factory workers and insurance agents etc. who will still be paying the $71 billion Trump Tariff. The latter is remaining in place despite the purported deal and is intended, apparently, to help Emperor Xi get his head right and make good on the Donald's farm state billboards.

Still, the Chinese has been playing rope-a-dope with the above vaguely-worded pledge on "technology transfer" for years and will not likely adhere to it this time, either. But even if they did, why is it Washington's job to insure that " technology transfer and licensing take place on market terms" in the case of U.S. based multinationals who operate in China among dozens of jurisdictions around the planet?

In the first place, there are no honest "markets" in the Red Ponzi---so what's the point?

Moreover, if the "market" standard refers to practices commensurate with what occurs in the US, Europe, Japan, Singapore or India et. al., then U.S. companies are welcome to send their investments there rather than to a communist party-run economic hothouse which inherently operates by Red Rules.

Indeed, the whole "technology transfer" brouhaha is of zero interest or benefit to the broad electorate in America.

To the contrary, it was confected by corporate lawyers and K-Street lobbyists as a "give me". That is, it can't hurt to enlist the dumbkopf protectionist politicians like the Donald in the cause of pushing your own private commercial agenda if they are stupid enough to take the bait.

Self-evidently they are!

Indeed, insofar as we can read between the tweet-leafs, the Donald doesn't even care about technology transfer. He's actually maniacally obsessed with the current $443 billion bilateral trade deficit with China---something which we have demonstrated elsewhere is a function of bad money, not bad deals,  and which he wants even more of.

But in putting a lifetime Washington racketeer like Lighthizer in charge of trade negotiations, the Donald has made himself a handmaid of the Swamp Creatures. They are using his reckless tariff bludgeon to extract concessions from the Red Ponzi that will have virtually zero impact on the bilateral trade deficit.

That point is blatantly evident on another thin section of the USTR press release on "Financial Services".

The Financial Services chapter addresses a number of longstandingtrade and investment barriers to U.S. providers of a wide range of financial services,including banking, insurance, securities, and credit rating services, among others. These barriers include foreign equity limitations and discriminatory regulatory requirements.  Removal of these barriers should allow U.S. financial service providers to compete on a more level playing field and expand their services export offerings in the Chinese market.
So what?

Who in their right mind thinks helping Goldman Sachs and JPMorgan get more business in the Red Ponzi is a valid reason for throwing the proverbial bus driver in Racine (Wisconsin) under, well, the $71 billion tariff bus that remains in place?

The fact is, last year JPMorgan booked $32.5 billion of net income, while Bank of America scored $28.1 billion, Well Fargo $22 billion, Citigroup $18 billion and Morgan Stanley and Goldman Sachs another $30 billion between them.

That is, the big six US banks had more than a half trillion of combined revenue and $120 billion of net income, yet the Donald has thrown bus drivers in Minneapolis (and throughout the US) under their own busses so that these predatory creatures of the state can more easily nose their way into the Red Ponzi.

Beyond the complete inequity and inappropriateness of it, the end game of providing US banks with a "more level playing field" in the Red Ponzi is that when the latter crashes under its own mountain of debt, speculation and malinvestment, the US banks which got deeper in owing to the Donald's Trade War will end up losing their shirts to an even greater aspect than they already foolishly have at risk.

The same point is true with respect to the" intellectual property" section, which again consists of vague pie in the sky pursuit of objectives being peddled by the corporate bar and Washington racketeers that has nothing to do with the well-being of the main street citizenry. Still, the USTR boasts that in return for continuing to pay the Donald $71 billion per year Tariff Tribute, main street households and businesses will have the satisfaction of knowing that justice is being done with respect to the following:

The Intellectual Property (IP) chapter addresses numerouslongstanding concerns in the areas of trade secrets, pharmaceutical-related intellectualproperty, geographical indications, trademarks, and enforcement against pirated andcounterfeit goods.
Needless to say, Ralph Lauren, Nike, Louis Vuitton and Rayban,  among countless others, are grateful for Washington's helping hand in the enforcement of their copyrights, patents and trademarks in global commerce.

But again, how does that help the proverbial US bus driver, as opposed to hedge fund speculators in Nike stock who undoubtedly got a bump from Friday's announcement?

Indeed, your editor bought a pair of Nike's at a negligible price three years ago at a stall like this one in Shanghai. Mirabile dictu, we are still wearing them as we type and they are not any worse for the wear!

What we are saying is that our cheap knock-offs embodied the very same materials and craftsmanship that were in authentic Nike shoes made in the same factories in China. It is Nike's business model to price them massively above costs in order to fund its huge marketing campaigns and sports celebrity endorsements and make a goodly profit on its investment in branding and product differentiation.

Good for them. But that branding model inherently embodies risk of knock-offs sold under its high-price umbrella and the expense of worldwide efforts to protect brand integrity.

And the latter is their job, and is to be done on their dime, not by Uncle Sam's trade nanny payrollers, who are basically funding their "negotiations" with tariff extractions from the citizens of Flyover America. The latter, needless to say, have better things to do with their limited resources than t0 help Nike get a higher stock price.
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Likewise, the "theft" purportedly carried on by Chinese companies and government agencies when it comes to patents and knowhow is another K-street special. For crying out loud, "reverse engineering" is not a crime or an economic sin; it's what every aggressively competitive company does to the products of its competition.

That's why in the scheme of things business firms pay good money for competent legal counsel---so that in replicating and besting products already on the market they stay outside the four walls of any relevant patents which may be at issue.

Indeed, the entire intellectual property theft meme is just a racket under which the business lobbies have enlisted the FBI and other law enforcement branches to function as taxpayer-financed patent attorneys and litigants.

But that's not the state's job at all: Enforcement of intellectual property rights is a cost of doing business that should be born by patent owners; and not, again, by the proverbial bus driver shopping at Walmart's and finding the cost of his tariffed necessities rising because some company in China is allegedly stealing trade secrets.

The truth is, there are substantial opaque grey areas around the four corners of every patent, which explains why more than 6,000 patent infringement suits are filed in the US each year. And if you check the filing papers you will find that infringement allegations are what keep the patent bar in business, and that the accused consist of virtually every Fortune 500 company that's involved in the production of patentable products.

Stated differently, patent infringement is not some nefarious activity carried on exclusively by the Chicoms in the dark recesses of commerce, and in pursuit of world conquest or whatever similarly ludicrous objective that may be attributed to them by protectionists and neocons alike.

To the extent that Chinese companies are in the patent infringement fray along with most other South Korean, Japanese and European companies, among others, the remedy for American companies is to file cases in the US and elsewhere to enforce their patents and to absorb the cost of doing so. And if the patent enforcement laws are deemed too weak in China or other jurisdictions and cannot be adequately enforced that's the cost of operating in world commerce.

Recall, if a Chinese infringer attempts to sell infringed-upon products in the US or other jurisdictions with applicable patent laws, the US patent holder has every prospect of getting a court order estopping such sales and of collecting damages for the infringement.

What that means, of course, is that Lighthizer and his K-Steet confederates are attempting to impose U.S. patent law extraterritoriality on the Red Ponzi. Apparently, it is not enough to stop infringement in domestic US commerce; the Donald's crew wants to insure that the monopoly privileges of U.S. patent law are fully enforced in the Red Ponzi, too.

At the end of the day, the right answer is for U.S companies not to run to Washington, but to run their investments and production facilities toward nations which treat them better.

After all, the consumption dollars and the work hours and production talents that American citizens bring to the US economy belong to them, not the politicians and policy-makers on the Potomac. They are not pawns or economic bargaining chips to be thrown on the table by Washington negotiators---whether they be incompetents like the Donald or otherwise.

Moreover, the odds that policy-makers subject to the hideous money politics of present day Washington could possibly add net value to the US economy from global trade beyond what the free market would produce on its own are somewhere between slim and none.

We would be of a mind to say, good luck with that and move on. But these demented folks are conducting a trade war over that very principle. And sooner or later that campaign for sweeping managed trade by Washington will only fill the swamp deeper, even as it triggers ever greater barriers to the wealth-creating expansion of global commerce.

That gets us to the larger issue. The heart of the Donald's economic policy is the Trade War and the latter is predicated on politicizing virtually every aspect of America's $4.3 trillion of two-way trade, and, for that matter, virtually the entirety of the worlds  $19.3 trillion in global trade.

As a matter of principle, that is sure to lead to the impossibility of socialist calculation, as Hayek demonstrated a century ago. But as a practical matter, sheer mayhem which is certain to follow from the $200 billion increases in goods and services exports to China that the USTR claims has been agreed to and the $50 billion farm exports component touted by the Donald

As we indicated above, $28 billion of US farm exports to China was the high water mark back in 2013. But as shown by the chart below, that came after a 13-year ramp from just $2 billion per year in 2000; and it also materialized as a result of China's need for the products shown in the red, blue, purple and white sections of the chart, and the ability of US farmers to meet these needs in competition with suppliers in South America, Russia, Europe and elsewhere.

The important point is that China's alleged trade barriers and unfair practices did not prevent a 13X gain in US shipments in the span of just 13 years. After that, total volumes fell slightly between 2013 and 2017 to an average of $24 billion per year, but again it wasn't owing to the sudden emergence of nefarious Chinese trade practices.

Virtually the entire $5 billion per year lost of volume was due to reduced US soybean and feed grain exports to China as a result of Brazil expanding its production and offerings at compelling prices. Nevertheless, the USTR press release would have you believe that US farm exports are going to come soaring back by virtue of Beijing's bending to the Donald's will and removing trade barriers and unfair practices:

The Agriculture Chapter addresses structural barriers to trade and will support a dramatic expansion of U.S. food, agriculture and seafood product exports,increasing American farm and fishery income, generating more rural economic activity,and promoting job growth. A multitude of non-tariff barriers to U.S. agriculture and seafood products are addressed, including for meat, poultry, seafood, rice, dairy, infantformula, horticultural products, animal feed and feed additives, pet food, and products ofagriculture biotechnology.
That's unadulterated bull hunky. Yes, China has innumerable, foolish, self-defeating obstacles to trade. But they are the same ones that were in place when US exports hit $28 billion during 2012-2014. The reason the bar for 2018 plunged is no mystery whatsoever.

To wit, the Donald did it!

He invited the Chinese to retaliate and as we will show in Part 2, that's exactly what they did by massively switching their purchases of soybeans and other products to Brazil and Argentina.

More importantly, any Chinese attempt to come even close to the Donald's ballyhooed target will likely only cause a gargantuan reshuffling of world farm products trade, with disrupting costs to all parties and very little net gain for American farmers.

Stated differently, they won't be buying many more John Deere's. They will just be selling their products to former customers of China who would be displaced by the writ of Beijing.

If that doesn't sound like freer world trade or a stepping stone to MAGA, it's not.
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The Donald's Fake Trade Deal, Part 2

By David Stockman. Posted On Tuesday, December 17th, 2019

As we said in Part 1, the Donald's Trade War is the anti-MAGA. The latter can only happen when free markets are unleashed and the obstacles to prosperity posed by the state's bad money and regulatory and tax barriers are minimized.

Yet the Donald's Trade War is mercantilist and statist to the core. From A-to-Z it puts Washington in the business of managing economic functions and outcomes which are properly the domain of the free market, not that of the trade nannies and business lobbies bivouacked in the Imperial City.

In truth, however, the Donald's tariff-based blunderbuss is just an extreme form of the kind of "trade policy" which Washington has been practicing for decades. The fatal flaw of the latter---whether in mild multilateralist or radical Trumpian unilateralist form---is its assumption that the Federal government essentially owns the $4.3 trillion per year of merchandize trade transactions (imports plus exports) which US citizens and companies carry-on with the rest of the world.
Thus, a New York based wholesaler is free to buy cheap furniture made in rural Mississippi without tariffs and other Washington approvals, but when it comes to even cheaper stuff originating in China, not so much. If Washington claims to be pursuing some greater good, such as helping JPMorgan or Merck make more money in China, it can effectively put a lien on the procurement dollars of said wholesaler.

This arbitrary seizure of the wholesalers' property, of course, is not a matter of improving the economics of our hypothetical furniture market. After all, the genius of market capitalism is that entrepreneurs never stop seeking the least-cost solution to consumer wants---even if such pursuit takes them to the four corners of the planet.

To the contrary, what is involved in this illustrative case specifically and "trade policy" generically is the statist political proposition that other countries and their vendors must "earn" the right to sell goods here by following domestic economic and trade rules specified by Washington. In effect, only when foreign vendors get the Washington seal of approval are American citizens and companies allowed to freely purchase their goods.

That's not constitutional liberty and free markets, of course. After all, the consumption dollars and the work hours and production talents that American citizens bring to the US economy belong to them, not the politicians and policy-makers on the Potomac. They are not pawns or economic bargaining chips to be thrown on the table by Washington negotiators---whether they be incompetents like the Donald or otherwise.

Still, upon first blush the level playing field argument sounds "fair" and reasonable, even if it does abridge the commercial freedoms of Americans. In the old days, in fact, this form of protectionism was gussied up under the banner of "reciprocal trade" policy. It was based on the claim that reciprocal trade is a "win win" and therefore purportedly a step toward national economic betterment.

But here's the thing. Even apart from the matter of economic liberty, Washington p0licymakers and negotiators do not have sufficient information and knowledge to improve upon trade outcomes on the free market.

Likewise, they are not economic eunuchs immune to pressures from the beltway influencers and racketeers who flood them with self-interested complaints, briefs, studies and talking points. In fact, the odds that policy-makers subject to the hideous money politics of present day Washington could possibly add net value to the US economy from global trade beyond what the free market would produce on its own are somewhere between slim and none.

The spurious claim that the Donald's so-called Phase One trade deal will improve the American economy by forcing China to buy $50 billion per year of additional farm goods is an illuminating case in point.

On the one hand, it is evident that the White House has no intention of dropping the $71 billion per year of tariffs on Chinese imports that will remain after the minor abatement of the levy from 15% to 7.5% on one tier of Chinese goods. So US business which buy cheap components from China will continue to suffer the added tariff costs or the higher prices and transition costs which would result from re-sourcing to Vietnam, India, Mexico or come other foreign jurisdiction.

The usual protectionist theory, of course, is that the tariff on imports will cause production to be brought back to the USA----a claim the Donald is constantly peddling---and that the increased production here will compensate for the higher costs to domestic users of previously imported materials and components.

That's complete nonsense as a general matter---otherwise economic welfare would be advanced by 100% autarky (self-sufficiency) across the board. But when you begin to get pragmatic and pick and choose only some industries to tariff and thereby force sourcing and production back to the USA, you end up in a Washington influence peddling game.

In the current go round, for example, we got a 20% tariff on washing machines because Whirlpool's lobbyists prevailed in their claim that South Korea's LG and Samsung were "dumping" their products on the American market below cost.

By contrast, there has been no tariff imposed on iPhones, iPads and related products. That's because Apple's entire supply chain has been outsourced to Foxconn's hundreds of factories and 1.2 million workers in China, and CEO Tim Cook has persuaded the Donald that in this case all the nefarious devices China purportedly employs to steal America blind---cheap credit, subsidized infrastructure, low worker benefit costs and protections---are not so objectionable after all.

Then again, the Donald was gung ho for the domestic steel and aluminum industries and imposed a 25% tariff, which drove up raw material prices for domestic fabricators and users including, ironically, Whirlpool. The latter then proceeded to raise prices further in order to retain the better margins that resulted from lessened competition from the South Korean manufacturers, thereby hitting US appliance consumers with a double-whammy.

Ordinarily, on it goes in a billiard table fashion as one domestic industry's gain becomes another's cost burden. In the end, economic resources are dislocated, reshuffled and re-allocated based on political clout and influence rather than marketplace efficiencies, causing overall economic wealth to decline.

But the Donald's Trade War is sui generis because unlike most historic episodes of extreme protectionism---like the infamous Smoot-Hawley Act of 1930---it amounts to a giant tariff assault on one country.

And in the scheme of things, it's truly big. As we showed in part 1, even after the so-called Phase One deal, Washington will be taxing $360 billion of Chinese imports at a 19.8% average rate.

This is a huge intrusion on commerce because prior to the Donald's trade war the average US tariff was less than 2.0% of imported value, while the $360 billion of Chinese goods is more than the US receives from Japan, South Korea, Germany, the UK and France combined.

So here's the thing. The Donald's China tariffs are the greatest foreign aid program in recorded history. Over time, they will cause tens of billions of production to be moved out of China to the next lower costs countries on the global labor cost curve, such as Vietnam, Malaysia, India, Taiwan, Mexico and numerous others.

Stated differently, the production involved went to China in the first place owing to labor cost arbitrage more than any other factor including China's alleged state subsidies and unfair practices. So when US importers look to circumvent the Donald's massive China tariffs, they will be looking for next best deals in low labor costs countries, not the burned-out, high labor-cost industrial counties in Wisconsin, Michigan, Ohio and western Pennsylvania that elected the Donald in the first place.
In this context, it does take much insight to realize that Phase 2 is never going to happen, and that the next several years will give rise to the most massive sweeping, disorderly and costly re-location of manufacturing activities and supply chains in recorded history. That's what the Donald's permanent $71 billion tariff pile-driver will actually do, and with virtually no gain in US industrial production and jobs.

A mini-version of this grand (and pointless global shuffle) is already underway in the farm trade, where as we indicated in Part 1, the pending deal will be lucky to restore the status quo ante circa 2017, to say nothing of the high water mark of $28 billion of US farm exports to China in 2013.

As is evident from the chart covering the last 18 years, the overwhelming bulk of farm exports to China has been accounted for by bulk grains (red bars) of which soybeans accounted for more than 90%. But having put Brazil in the drivers seat during the past 18 months, clawing back the historical US market share won't be easy---since  Brazil has made major investments in production capacity including land, machinery and farm to market infrastructure.

So even if Beijing attempts to force feed its domestic market with US soybeans it really won't amount to, well, a hill of beans in terms of overall benefits to the US farm economy.
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We are referring to the fact that farm exports are totally fungible on the global market. The overwhelming share (85%) of the $59.3 billion of soybeans exported to world markets in 2018 were accounted for by Brazil at $33.2 billion and the US at $17.2 billion. The next two largest exporters were Canada and Paraguay with barely $4 billion between them.

So if China proceeds, ironically, to blatantly violate WTO rules and discriminate against Brazilian beans by state command,  and thereby boost its US soybean buy from last year's $4 billion to say $15 billion, it would only result in the swapping out of end markets between Brazil and the US.

That is, approximately $11 billion of Brazil's $27 billion of soybean exports to China last year would end up in other Asian and European markets, while virtually all of America's $17 billion of soybean exports would be shipped to China. Contrary to the Donald's ignorant tweets about US farmers needing more acreage and more John Deere's, they will simply be loading bulk grain carriers heading to different ports.

As we first demonstrated a few weeks back, the same reshuffling of end markets is true of the potential for beef and pork export increases (purple portion of the bars).

During 2018, the US exported $8.3 billion of beef to the world markets and $6.4 billion of pork. However, $9.0 billion (61%) of that $14.7 billion total went to Japan, South Korea and Mexico---the three leading US meat export markets. By contrast, only $1.8 billion went to Hong Kong/China.

Once again, the fungibility equation will come into play. Since the year 2000, combined US beef, pork and poultry production has risen by only 1.1% per annum, meaning that total supply is not likely to get up on its hind legs and suddenly leap higher.

Instead, if China's beef and pork imports were to quadruple, say from $1.8 billion to $8 billion, owing to orders from Beijing designed to keep the Donald off their back, most of that gain would come out of current U.S. exports to Japan, South Korea and Mexico. In turn, the latter would likely be supplied by other US meat export competitors who would be displaced from China (e.g. Argentina).

The US export of $920 million of cotton to China in 2018 provides still another case in point. Last year China's cotton imports from all other global suppliers totaled $2.245 billion. So even if Beijing risked a flurry of WTO suits from Egypt, Pakistan and other cotton suppliers and ordered 100% sourcing from the US, the result would be another grand shuffle.

Last year total US cotton exports, in fact, were $6.5 billion. So if 50% of that went to China rather than 15% per last year's trade, China's other cotton suppliers would merely backfill the market the US would be vacating.

The same is true for virtually every item in the above color-coded chart of US farm exports to China. For instance, in 2018 US exports of frozen fish n.e.c. totaled $162 million to China and $932 million to all other worldwide customers, while China's frozen fish imports in this trade code were $601 million.

Again, a state order from Beijing in behalf of Phase One compliance would simply cause most of US exports to other countries to end up in China, while $440 million of current frozen fish n.e.c  supply to China from other vendors would backfill the markets vacated by the US.

For crying out loud, that would even happen in the case of "fresh or dried pistachios, in the shell". During 2018 the US exported $1.44 billion of such pistachios, of which just $56 million went to China. So if China's entire annual buy of $350 million got ordered into the "buy America" category by Beijing, the $294 million of non-US supply would quickly end up in other global end markets vacated by US suppliers.

Stated differently, the Donald's writ that China's shall henceforth buy $50 billion of farm goods from the US will not raise total global demand for these commodities--even if Beijing does decree that domestic purchasers must buy American. But if there is no increase in global demand, there will be no change in global prices for soybeans, cotton or anything else, meaning no additional US planting and production.

In short, the Donald's $50 billion of farm export to China is a politically motivated chimera, not a step toward MAGA or even a stronger U.S. farm economy. In many instances, in fact, it would mainly involve a recouping of China markets the US has recently lost owing to the Donald's Trade War and a politically driven reshuffling of supplies currently on the global farm export markets.

The visible heart of the $50 billion farm export charade, of course, is the soybean market. But what is certain to happen there is clearly not a case of "winning so much you can't stand it".

During the 2016-2017 market year which the Donald inherited, the US got the lion's share of China's soybean imports, taking nearly 60% of the total compared to Brazil's 31%. And that was pretty much in line with the historical trend.

Needless to say, the green bar for the October 2018 to May 2019 period shown below is not a green shoot of progress. Brazil snagged 75% of China's soybean buy because the stable genius and un-paralled deal-maker in the Oval Office decided to turn the US grain belt into trading bait in his attack on China's $443 billion trade surplus with the USA.

And if as per above, the green and orange bars on the chart are reversed yet again by political orders from Washington and Beijing,  it truly will not amount to a hill of beans for American farmers and the 10 of millions of US consumers and business importers who will still be paying the Donald's $71 billion tariff.

There is a reason why the free market is the only route to prosperity, and the Donald's insane Trade War on China proves it in spades.
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At the end of the day, the the only thing that Trump's Trade War can do with the $4.3 trillion of US two-way trade and the $20 trillion of merchandise flowing through the global export markets is to throw some domestic producers and consumers under the bus--even as it invites the jackals of K-Street to extract concessions and benefits for special interests that have the money and political clout to effectively lobby the Washington Trade Nannies.

Of course, the ultimate case of Trade Nannyism is the perennial whining by the K-Street lobbies that nefarious trade abusers like China "subsidize" their exports.

Why, yes, they surely do.....send foreign aid to American consumers, that is!

To the contrary, if you want to level the playing field for American producers and manufacturers, instruct the Fed to stop targeting 2% inflation, and, in fact, to get out of the way entirely so that the domestic economy can deflate its high prices, wages and costs and thereby become more competitive on the global markets.

At the end of the day, the only "trade policy" America really needs is the natural workings of the free market operating under a regime of sound money.
Those particular ideas, of course, have never even remotely penetrated the considerable empty spaces under the Orange Combover.

 

