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Another escalation in the US-China trade war led the S&P 500 to fall 2.6%
today. Global equities dropped 2.1%, and yields on all US Treasury maturities
fell at least 8 basis points.
News broke early in the day that China would impose additional tariffs
on USD 75 billion of American goods. Some of the measures will be
implemented 1 September, including an additional 5% tariff on US soybeans
and crude oil. Then on 15 December, China will also resume the previously
suspended 25% levy on US autos and an additional 10% on certain vehicles.
This timing matches the recently announced US tariffs on imports from China.
But this wasn’t the catalyst for the market sell-off, as the S&P 500 was flat for
the day as of 11 a.m. The sell-off began after a series of tweets from President
Donald Trump, in which he said that a US response to China’s actions would
be coming later in the day. After the market close, the president tweeted that:
1) tariffs would rise from 25% to 30% effective 1 October on the USD 250
billion of goods already subject to levies; and 2) a tariff of 15% rather than
10% will now be levied against the remaining USD 300 not already subject
to tariffs (just under half will be effected 1 September, with the remainder
implemented on 15 December).
Our base case was for mild escalation in the form of a proportionate
retaliation from China before 1 September, which is in line with China's
announcement today. The US administration’s response late today stretches
the boundaries of that base case and moves us closer to our downside
scenario of a 25% tariff on all remaining untaxed Chinese exports. We expect
China to respond to this latest US action, as they have always done so far.
Beijing's response may include restrictions on US aircraft purchases and travel
to the US, and US companies being added to the “unreliable entity” list. The
good news in all this is that the US economy still looks fairly solid, supported
by a healthy consumer.
The market focus today was supposed to be Federal Reserve Chair Jay
Powell’s speech at the Jackson Hole central bank conference, where investors
were hoping for clues about the Fed’s likely path of future rate cuts. Instead,
the speech broke little new ground and reinforced our view that the Fed will
cut rates by enough to get the yield curve out of inversion—at current market
pricing, that would require an additional 75 basis points of cuts. The market

This report has been prepared by UBS AG and UBS Financial Services Inc. (UBS FS). Please see important disclaimers
and disclosures at the end of the document.
01

seemed to agree, as there was a relatively muted response in both stock and
bond markets to the speech.
But the speech came before the latest trade escalation threats from President
Trump, which may change the Fed’s calculus. While acknowledging a
favorable baseline growth outlook and inflation moving back up, Powell
reinforced the “risk management” case for additional rate cuts in the face of
a long list of downside risks. Today’s news on tariffs increases the downside
risks and may encourage the Fed to act more aggressively.
The risk for the economy and financial markets is that even a more aggressive
Fed rate-cutting policy would likely be “too little, too late” in the downside
scenario of a 25–30% tariff on all US imports from China. Consequently,
we believe trade policy, not monetary policy, is the biggest factor driving the
market outlook in the near term.
For now, we expect the US to avoid a recession next year, but the
risks are tilted to the downside. Overall, this is an environment that
warrants a balanced approach to risk-taking in portfolios. Near-term upside
looks limited, but central bank easing provides market support and we
can’t rule out a pause, or even reversal, of escalating US-China trade
tensions. Therefore, in our tactical asset allocation, we recommend US versus
international developed market equities, and Treasury Inflation-Protected
Securities (TIPS). For more aggressive portfolios, we continue to recommend
long-duration Treasuries to help manage downside risk. And for investors
who are able to purchase options, we recommend considering a small
allocation to a protective put strategy tied to the S&P 500, where appropriate.
Within our US equity exposure, we have recommended avoiding those
sectors that are more vulnerable to escalating trade tensions and a global
slowdown, such as industrials, technology, and energy, in favor of those more
closely aligned to the US consumer including consumer staples, consumer
discretionary, and communication services.
Best regards,
Mark Haefele, Jason Draho
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Appendix
UBS Chief Investment Office's ("CIO") investment views are prepared and published by the Global Wealth Management
business of UBS Switzerland AG (regulated by FINMA in Switzerland) or its affiliates ("UBS").
The investment views have been prepared in accordance with legal requirements designed to promote the independence
of investment research.
Generic investment research – Risk information:
This publication is for your information only and is not intended as an offer, or a solicitation of an offer, to buy or sell
any investment or other specific product. The analysis contained herein does not constitute a personal recommendation or
take into account the particular investment objectives, investment strategies, financial situation and needs of any specific
recipient. It is based on numerous assumptions. Different assumptions could result in materially different results. Certain
services and products are subject to legal restrictions and cannot be offered worldwide on an unrestricted basis and/or may
not be eligible for sale to all investors. All information and opinions expressed in this document were obtained from sources
believed to be reliable and in good faith, but no representation or warranty, express or implied, is made as to its accuracy
or completeness (other than disclosures relating to UBS). All information and opinions as well as any forecasts, estimates
and market prices indicated are current as of the date of this report, and are subject to change without notice. Opinions
expressed herein may differ or be contrary to those expressed by other business areas or divisions of UBS as a result of using
different assumptions and/or criteria.
In no circumstances may this document or any of the information (including any forecast, value, index or other calculated
amount ("Values")) be used for any of the following purposes (i) valuation or accounting purposes; (ii) to determine the
amounts due or payable, the price or the value of any financial instrument or financial contract; or (iii) to measure the
performance of any financial instrument including, without limitation, for the purpose of tracking the return or performance
of any Value or of defining the asset allocation of portfolio or of computing performance fees. By receiving this document
and the information you will be deemed to represent and warrant to UBS that you will not use this document or otherwise
rely on any of the information for any of the above purposes. UBS and any of its directors or employees may be entitled at
any time to hold long or short positions in investment instruments referred to herein, carry out transactions involving relevant
investment instruments in the capacity of principal or agent, or provide any other services or have officers, who serve as
directors, either to/for the issuer, the investment instrument itself or to/for any company commercially or financially affiliated
to such issuers. At any time, investment decisions (including whether to buy, sell or hold securities) made by UBS and its
employees may differ from or be contrary to the opinions expressed in UBS research publications. Some investments may not
be readily realizable since the market in the securities is illiquid and therefore valuing the investment and identifying the risk
to which you are exposed may be difficult to quantify. UBS relies on information barriers to control the flow of information
contained in one or more areas within UBS, into other areas, units, divisions or affiliates of UBS. Futures and options trading
is not suitable for every investor as there is a substantial risk of loss, and losses in excess of an initial investment may occur.
Past performance of an investment is no guarantee for its future performance. Additional information will be made available
upon request. Some investments may be subject to sudden and large falls in value and on realization you may receive back
less than you invested or may be required to pay more. Changes in foreign exchange rates may have an adverse effect on
the price, value or income of an investment. The analyst(s) responsible for the preparation of this report may interact with
trading desk personnel, sales personnel and other constituencies for the purpose of gathering, synthesizing and interpreting
market information.
Tax treatment depends on the individual circumstances and may be subject to change in the future. UBS does not provide
legal or tax advice and makes no representations as to the tax treatment of assets or the investment returns thereon both in
general or with reference to specific client's circumstances and needs. We are of necessity unable to take into account the
particular investment objectives, financial situation and needs of our individual clients and we would recommend that you
take financial and/or tax advice as to the implications (including tax) of investing in any of the products mentioned herein.
This material may not be reproduced or copies circulated without prior authority of UBS. Unless otherwise agreed in writing
UBS expressly prohibits the distribution and transfer of this material to third parties for any reason. UBS accepts no liability
whatsoever for any claims or lawsuits from any third parties arising from the use or distribution of this material. This report is
for distribution only under such circumstances as may be permitted by applicable law. For information on the ways in which
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CIO manages conflicts and maintains independence of its investment views and publication offering, and research and rating
methodologies, please visit www.ubs.com/research. Additional information on the relevant authors of this publication and
other CIO publication(s) referenced in this report; and copies of any past reports on this topic; are available upon request
from your client advisor.
Important Information about Sustainable Investing Strategies: Incorporating environmental, social and governance
(ESG) factors or Sustainable Investing considerations may inhibit the portfolio manager’s ability to participate in certain
investment opportunities that otherwise would be consistent with its investment objective and other principal investment
strategies. The returns on a portfolio consisting primarily of ESG or sustainable investments may be lower than a portfolio
where such factors are not considered by the portfolio manager. Because sustainability criteria can exclude some investments,
investors may not be able to take advantage of the same opportunities or market trends as investors that do not use such
criteria. Companies may not necessarily meet high performance standards on all aspects of ESG or sustainable investing
issues; there is also no guarantee that any company will meet expectations in connection with corporate responsibility,
sustainability, and/or impact performance.
Distributed to US persons by UBS Financial Services Inc. or UBS Securities LLC, subsidiaries of UBS AG. UBS Switzerland
AG, UBS Europe SE, UBS Bank, S.A., UBS Brasil Administradora de Valores Mobiliarios Ltda, UBS Asesores Mexico, S.A. de
C.V., UBS Securities Japan Co., Ltd, UBS Wealth Management Israel Ltd and UBS Menkul Degerler AS are affiliates of UBS
AG. UBS Financial Services Incorporated of Puerto Rico is a subsidiary of UBS Financial Services Inc. UBS Financial Services
Inc. accepts responsibility for the content of a report prepared by a non-US affiliate when it distributes reports
to US persons. All transactions by a US person in the securities mentioned in this report should be effected
through a US-registered broker dealer affiliated with UBS, and not through a non-US affiliate. The contents of
this report have not been and will not be approved by any securities or investment authority in the United States
or elsewhere. UBS Financial Services Inc. is not acting as a municipal advisor to any municipal entity or obligated
person within the meaning of Section 15B of the Securities Exchange Act (the "Municipal Advisor Rule") and the
opinions or views contained herein are not intended to be, and do not constitute, advice within the meaning
of the Municipal Advisor Rule.
External Asset Managers / External Financial Consultants: In case this research or publication is provided to an External
Asset Manager or an External Financial Consultant, UBS expressly prohibits that it is redistributed by the External Asset
Manager or the External Financial Consultant and is made available to their clients and/or third parties.For country disclosures,
click here.
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