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Navigating Tariff Turbulence with Perspective

The securities markets are still focused on the bearish
implications of tariffs, rather than the bullish
possibilities of regulatory reform. The consensus thinks
tariffs are inflationary, but we believe the opposite is
true. The U.S. economy is huge and subject to
countless influences, so initial price shocks are likely
to be reversed as adjustments occur. Retaliatory tariffs
will likely come on and substitution effects should take
place, reducing incomes in both the exporting and
importing countries. This would be deflationary for
both. Demand is already weakening. Airfares, prices for
residential homes and agricultural commaodities, such
as oil and copper are already falling. Two years after
tariffs came on in 2017, the ten-year U.S. Treasury
bond yield was 1.8% and the two-year U.S. Treasury
bond yielded 1.6%%- 2. Here is our reasoning as to why
the selloff offers opportunities.

1. Tariff events are man-made and could turn on a
dime. Pushback against tariffs will intensify and the
administration will likely change its mind about the
more extreme tariffs, particularly if equities continue
to sell off. That happened in 2017. The sun had not
yet risen on April 3rd before foreign requests to
renegotiate Trump tariffs exploded, isolating China
and the mercantilist and authoritative economic
model it follows. In past instances, exceptions
evolved and increasingly importers were able to
reduce or avoid tariffs. The negative effect on
employment in industries like auto manufacturing
and construction quickly forced adjustments; tariffs
on consumer electronics have already been delayed.
In the meantime, consumer spending on electronics,
autos and other imported products should move
toward private label goods. Current auto prices are
already at the consumer’s fiscal breaking point. We
think inflation concerns are overstated.

1Source: Bloomberg

2. We believe the effect of tariffs on the overall price
level would be muted in any event. Manufactured
goods represent 30% of final sales in the U.S. and
30% of those are imported3. Since not all countries
that export goods to the U.S. will be subject to
increased tariffs, it works out that perhaps 4-5% of
total sales of manufactured goods will be subject to
higher tariff costs, reducing the amount of tariffed
goods to less than 3% of gross domestic product
(“GDP”). The biggest cost pressures would impact
goods imported from Mexico, largely automobiles
and farm produce. If fully passed through, we
estimate the net of new tariff charges would raise
the cost of imported goods by less than 1% of GDP.

3. Higher costs always spur substitution, so the cost
impact of higher tariffs will largely fall on companies
importing tariffed goods with many options for
substitution. Harley-Davidson Inc is a good example.
Today, the company is dependent upon low margin
sales of imported bikes as it loses sales of the high
profit “Hog” machines which were so popular with
aging baby boomers, so the company faces
increasing cost pressures with little flexibility to raise
prices. Few goods are totally price inelastic and with
consumers so stretched, importers cannot raise
prices simply because they want to.

4. A popular view is that investors are selling U.S.
securities to invest elsewhere, the so-called “sell
America” trade. This trade could be late in this game,
for two reasons. For one, the bear case for the dollar
rests on the concern heavy U.S. government
borrowings will drive U.S. interest rates higher and
the dollar downward. But this ignores the fact that a
rise or fall in dollar supply depends upon the rise in
credit creation by both government and private
borrowers, including households and businesses.

2Bond yield is the annual return from interest and price appreciation/depreciation, expressed as a percentage of the bond’s face value.

3Source: Federal Reserve Bank of St. Louis



This is important because the stock of private debt
is 35% higher than the government total and it has
slowed to the point where it is now growing at a rate
less than nominal GDP4. While both are falling as a
percentage of GDP, private debt is falling more
rapidly. If the total amount of U.S. dollar debt is
growing more slowly than domestic GDP, the supply
of dollars for global growth could easily fall behind
normal global trade needs. This suggests it is
possible that a shortage of dollars might emerge in
the years ahead.

The chart below demonstrates that the total level of
the business and household outstanding debt
exceeds government debt. Both are declining as a
percentage of GDP.

. The decline of mercantilism, the economic model by
which countries such as China sustain cheap
currencies and high tariffs to keep exports strong,
would support U.S. manufacturers, The more the
Chinese yuan and euro rise against the dollar, the
more attractive it is to invest in the U.S., and once a
final tariff structure is in place, a lower dollar would
be bullish for U.S. equities. Should the U.S. economy
weaken, interest rates would fall, the cost of
financing housing would decline, and given the

backlog of needs, that would spur demand for
housing and other interest rate sensitive goods and
provide an economic support.

6. Stockpiling to avoid tariffs may strengthen the
economy for a moment, allowing for an initial pass
through of imported cost increases, but final sales
will likely soon fall. Disinflationary pressures will
likely cause long-term interest rates to decline, and
the U.S. Federal Reserve (the “Fed”) to react to any
economic weakness. If foreign investors are really
selling U.S. assets out of pique, it could be a mistake.
A decline in the dollar’s foreign exchange value will
quickly improve the incentive to invest in U.S. assets
because the U.S. should become far more
competitive.

Equities declined into the beginning of April. Like so
many other selloffs, it is feeding on itself as the threat
of tariffs rise and repeated selling programs tethered
to quantitative strategies kick in. This decline is likely
to soon burn itself out. Far less attention is being paid
to the benefits coming from the elimination of
duplicative and often pointless regulations which are
tough on profits.
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This letter is provided for informational purposes only and is not an offer to sell or a solicitation of an offer to buy the securities, products or services
mentioned, and no offers or sales will be made in jurisdictions in which the offer or sale of these securities, products or services is not qualified or otherwise
exempt from regulation. The information contained herein should not be considered a recommendation, blanket or otherwise: (1) to purchase any specific
stock, index or equity-based product, or (2) to utilize any specific stock selection strategy.

These materials are owned by Clough Capital. This letter is for your personal and/or business use, depending on the prospective client relationship. You
may not modify, copy, distribute, transmit, display, reproduce, publish, license, create derivative works from, transfer or sell any information contained
herein.

This letter has been prepared from original sources and data believed to be reliable and current as of the date on the cover page but is not guaranteed as
to accuracy and completeness and does not purport to be a complete analysis of the materials discussed and is subject to change at any time without
notice to the recipients of this letter. The information set forth in this letter, including, without limitation, information relating to the investment process,
strategies, philosophies, portfolio composition and allocations, security selection criteria and other parameters, described herein is subject to change at
any time without notice to the recipients of this letter.

Although not generally stated throughout, the information in this letter is the opinion of Clough Capital, which opinion is subject to change and Clough
Capital has no obligation to inform you of any such changes. Opinions expressed herein are solely those of Clough Capital. Clough Capital is an investment
adviser registered with the U.S. Securities and Exchange Commission (the “SEC”). Registration with the SEC should not be construed as an endorsement
or an indicator of investment skill, acumen or experience.

Nothing contained herein constitutes investment, legal, tax, accounting, financial or other advice nor should be relied upon in making an investment or
other decision. Nothing herein should be considered an offer to sell, nor a solicitation of an offer to buy, any security in any fund managed or sponsored by
Clough Capital or any of its affiliates, or any other investment product or security. Offers to sell or solicitations to invest in any funds may be made only by
means of a prospectus or a confidential offering memorandum, and only in accordance with applicable securities laws. Investing involves risk, including
the risk that the entire amount invested may be lost. Investors should consider the investment objective, risks, charges and expenses of any investment
product carefully before investing and should consult their own professional advisors prior to making any investment decision. None of Clough Capital, its
affiliates nor any funds or products that they manage, or sponsor makes any representation or warranty, express or implied, as to the accuracy or
completeness of the information contained herein and nothing contained herein shall be relied upon as a promise or representation as to past or future
performance of any fund or product. Past performance is neither a guarantee, nor necessarily indicative, of future results, which may be significantly
affected by changes in economic and other conditions. Any outlooks or estimates contained herein, or any projections of future economic, financial or
other conditions, are forward-looking statements and, as such, are subject to change without notice and should not be construed as indicative of any actual
events that have occurred or may occur. No representations are made that any such forward-looking statements will prove to be accurate. There is a
substantial likelihood that at least some, if not all, of the forward-looking statements included herein may prove to be inaccurate, possibly to a significant
degree. Furthermore, there can be no assurance that any portfolio characteristics, holdings or targets referenced herein will be achieved or maintained
and any such information is subject to change without further notice.
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