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Customs tariffs:

an insidious and damaging war
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CARLA DEL PONTE: SPECIAL
GUEST AT THE NEXT FORUM
BONHOTE

At our 22nd Forum Bonhéte for French-
speaking Switzerland, we will have the plea-
sure of welcoming former UN prosecutor
Carla Del Ponte, who will be making a rare
public appearance in her home country. This
one-off event will take place on Tuesday
4 December at Neuchatel's Theatre du Passage.
Places are limited, so we recommend that you
register early at www.bonhote.ch/forum.

Our Forum Bonhote for German-speaking
Switzerland will take place on Thursday
22 November at the Paul Klee Centre in Bern.
Our special guest will be Mr. Urs Kessler, CEO
of Jungfraubahn Holding AG, which runs Swit-
zerland's number one tourist destination — the
railway to the Jungfraujoch, Europe's highest
train station — and one of the best performers

on the Swiss stockmarket.

PENSIONS: TRENDS AND CHAL-
LENGES

For our sixth “Pensions: trends and challenges”
event this year, we will be one of the first
companies to use the ultra-modern facilities of
the brand new Agora building, located close to
Lausanne’s CHUV university hospital.

The Agora cancer research hub was created by
the ISREC Foundation and will house almost
300 researchers and clinicians, all specialising
in the field of cancer research. Our guests will
include Professor Francis-Luc Perret, Head of
the ISREC Foundation, and Roland Dominicé,
CEO of Symbiotics.

The tariff war is currently dominating the economic
headlines, and the customs standoff between the
USA and China is central to it. Raising tariffs is
insidious, because it will not necessarily deliver the
expected effects and could prove very damaging for
the global economy.

Raising customs duties is not a novel idea. Countries that
do so are seeking to make their domestic output more com-
petitive, which amounts to supporting inefficient industries
in the international markets. Customs tariffs are also a way
to discourage consumers from buying foreign products.

The USA is more protectionist than Europe, and is happy to
use this tool to seek to improve its situation. In the 1980s,
the USA’s target was Japan. In 2009, president Barack
Obama unearthed the 1933 Buy American Act, causing
him to be described as the “most protectionist president
in history”.

China in the firing line

Today, Donald Trump is waging a similar battle, mainly
against China. His aim is to reduce the USA’s huge trade
deficit, as he promised in his election campaign, by reduc-
ing imports (Fig. 1.). His aim is to please voters in Northern
US industrial states. He has plenty of scope to act, espe-
cially since imposing tariffs does not require the approval
of Congress.

The new customs regime is being introduced gradually.
The first target was steel imported from certain regions of
the world (Fig. 2.). Next, the president threatened to tear
up the North American Free Trade Agreement (NAFTA) and
impose tariffs on certain countries. Now China is in the fir-
ing line. President Trump’s preference for bilateral rather
than multilateral treaties means that the USA is clearly
backtracking on standard practices adopted in the last few
decades.

A source of uncertainty

This policy is having various consequences. As history has
shown, its impact is generally inconclusive, with a positive
effect in the short term but not in the long term. In 1689,
when the King of England imposed heavy customs duties
on French wine, British consumers started drinking gin
instead. Measures taken by the USA to protect agriculture
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in 1930 led to retaliation and a slump in global trade, which
seriously damaged the US economy.

The strategy engenders uncertainty, which reduces invest-
ment and therefore the pace of growth. Its effect may
be positive for some companies but negative for others.
For example, if China decides to raise duties on Alaskan
salmon, Chinese consumers will buy salmon from Norway
or Scotland instead. Some consequences are also difficult
to gauge, such as offshoring: for goods intended for the
US market, Chinese companies could shift production to
Vietnam. Consumers lose out as well. As intended, they
are discouraged from buying imported products, but may
be prepared to pay more for certain imported products
that are hard to substitute, giving them less money to buy
other locally produced goods. It is also worth noting that
many of the items affected by higher duties are used by US
companies as inputs in their production processes.

Risks of escalation

In addition, there is the risk that the trade war could esca-
late. China is a big provider of funding to the USA, hold-

ing more than $1,000 billion of Treasuries. Chinese people
could boycott US companies operating in China — such as
McDonald’s and KFC - despite the jobs they create. China
could limit exports of certain rare-earth elements on which
the electronics industry relies heavily. The USA could raise
duties on Chinese imports from 40% to 100%. And there
is nothing to suggest that Donald Trump will not then start
to attack Europe.

In conclusion, therefore, although the current trade war will
have little short-term impact on the global economy, the
resulting uncertainty will damage growth if it continues. An
open, global trade war would be a very bad thing. It would
create only losers, and the financial markets could sus-
tain serious damage. Since a rapid solution to the problem
looks unlikely, there is a clear risk of stalemate. Looking
beyond the impact on China, the trade war will probably
affect other Asian economies via global supply chains. By
increasing costs, it could derail the strongest global eco-
nomic expansion that we have seen for years.

Fig. 1. US trade deficit by country in 2017 (USD bn)
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Source: US Census Bureau, Banque Bonhote & Cie SA.

Fig. 2. USA vs. China: the stockmarket performance
gap is widening
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Source: Banque Bonhote & Cie SA.

Disclaimer

This document is provided for your information only. It has been compiledfrom information collected from
sources believed to be reliable and up to date, with no warranty as to its accuracy or completeness.By
their very nature, markets and financial products are subject to the risk of substantial losses which may be
incompatible with your risk tolerance.Any past performance that may be reflected in this documentis not a
reliable indicator of future results.Nothing contained in this document should be construed as professional
or investment advice. This document is not an offer to you to sell or a solicitation of an offer to buy any secu-
rities or any other financial product of any nature, and the Bank assumes no liability whatsoever in respect of
this document.The Bank reserves the right, where necessary, to depart from the opinions expressed in this

document, particularly in connection with the management of its clients’ mandates and the management of
certain collective investments.The Bank is a Swiss bank subject to regulation and supervision by the Swiss
Financial Market Supervisory Authority (FINMA).It is not authorised or supervised by any foreign regulator.
Consequently, the publication of this document outside Switzerland, and the sale of certain products to
investors resident or domiciled outside Switzerland may be subject to restrictions or prohibitions under for-
eign law.lt is your responsibility to seek information regarding your status in this respect and to comply with
all applicable laws and regulations.We strongly advise you to seek independentlegal and financial advice
from qualified professional advisers before taking any decision based on the contents of this publication.




BONHOTE IS MOVING BACK TO

1, RUE PURY!

The Bonhdéte Group is continuing to expand and is again
occupying its former premises at 1, rue Pury in Neucha-
tel, where its head office was located between 1929 and
1999. These fully refurbished offices will be the new home
of Bonhote Services SA, the Group’s subsidiary specialis-
ing in areas such as legal and tax advice, administration of
entities and art services. The inauguration took place on
October 4" in the presence of a hundred guests (photos
here below).

»,

Interview of Suzanne Lauritzen
Managing Director of Bonhéte Services SA

Can you briefly describe Bonhoéte Services SA and
your own role?

Bonhdte Services SA is part of the Bonh6te Group, but
remains an independent subsidiary.

Our services complement those offered by Banque
Bonhote & Cie SA. For example, we provide legal and tax
advice in areas including asset structuring, succession
planning, business transfers and administration of entities
such as companies, foundations and trusts.

We also offer services relating to works of art and in spe-
cific areas such as lasting powers of attorney and family
offices.

Why is Bonhéte Services SA moving to 1, rue Pury?

It's because the Bonhéte Group is growing. The bank has
more staff working at 2, quai Ostervald now and needs more
space, which is what we will also get at our new premises.
The move also creates a more obvious distinction between
the activities of Bonhote Services SA and those of the bank,
and clarifies our independent position in the market.

How many staff members will be working in the new
offices?

Bonhote Services SA currently has five staff members. We
are a specialist, multi-discipline and multilingual team. We
also work with notaries, attorneys and trustees to provide
our clients with all-in-one solutions.

What kind of clientsdo you have?

QOur clients are mainly private individuals, but our advice
covers both their private and business assets. They are
often entrepreneurs or investors who own companies and/
or real estate. They come to us to assess possibilities and
the consequences of the various changes they are con-
sidering, such as restructuring their assets, transferring
their company or planning for their retirement.

In addition, we often encounter clients who have assets,
income or family abroad. We advise them on international
matters that could affect them. It is fairly common for a
client to come to us for advice on tax aspects relating to
buying, owning or inheriting a house outside of Switzerland.




