Trade Wars 2.0: When Tariffs Become the
New Monetary Policy

l Executive Summary

* U.S. announced 100% tariffs on most Chinese imports; Oct 10 selloff: S&P; -2.7%, Dow -1.9%,
Nasdaq -3.6%.

* Tariffs now operate like macro tightening - raising costs, disrupting supply chains, and cooling risk
appetite.

* Focus shifts from trade balances to strategic control of semis, EVs, critical minerals, and pharma

* Transmission channels: goods inflation (+0.4—0.6 pp, South Sigma estimate), FX funding stress,
commodities/logistics.

* Central banks face divergent dilemmas; policy divergence itself is becoming an asset-pricing

factor.
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* PMI 52.4 (Sep) VS 52.9 (Aug); IMF WEO (Oct 14) likely to flag downside risks from trade
fragmentation.

Portfolio Playbook: policy-risk VaR, barbell duration, real assets, and strategy—not geography—
driven diversification.

Base Cases: De-escalation 30%, Stalemate 50%, Escalation 20%.

I 1. A Policy Shock That Feels Like Tightening

Figure 1. Market Selloff Following Tariff Announcement (Oct 1
Expanded Index View
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Global markets ended the week reeling after Washington imposed 100% tariffs on most Chinese
imports, citing "industrial aggression"” and "strategic imbalance." The announcement on October 10
triggered the sharpest one-day selloff since April: the S&P; 500 fell 2.7%, the Dow 1.9%, and the
Nasdaq 3.6%. Semiconductors and mega cap technology stocks led declines, while defensive names such
as consumer staples and utilities managed to hold steady. In fixed income, Treasury yields flattened as
investors rotated toward safety; in currencies, the yen and Swiss franc gained while the yuan weakened
toward 7.40 per USD. What once might have been dismissed as a trade spat now acts as a genuine macro
tightening mechanism. By raising import costs, disturbing supply chains, and pressuring corporate

margins, tariffs are functioning like interest-rate hikes delivered through policy channels rather than
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central banks. The shift underscores a larger truth about 2025: geopolitics has re-entered the macro

toolkit, and trade policy is once again dictating liquidity, inflation, and sentiment.

I 2. From Tactical Tariffs to Strategic Competition

This escalation represents the third and most decisive phase of the U.S.-China economic rivalry. The
first, between 2018 and 2020, was largely tactical—tariffs used as bargaining chips during negotiations.
The second, from 2022 to 2024, coincided with Washington’s industrial-policy expansion and Beijing’s
self-sufficiency agenda, transforming decoupling from a talking point into a structural process. The third
phase, unfolding now, marks a permanent strategic realignment. The canceled APEC summit with Xi
Jinping and the absence of diplomatic backchannels confirm that this is no longer about temporary

leverage; it is systemic competition over control of technology and resources.

Figure 2. Global Composite PMI Trend (2023-2025)
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The latest tariffs focus squarely on high-value industries—semiconductors, electric-vehicle components,
critical minerals, and pharmaceuticals—sectors that determine future productivity and national security.
In this sense, the trade war has evolved from a dispute over trade balances into a contest over
technological sovereignty. Bloomberg and WS] both note that these industries, once symbols of

globalization’s efficiency, are becoming symbols of economic nationalism.
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I 3. How Tariffs Ripple Through the Global System

Tariffs transmit through multiple channels, intertwining supply chains, currency markets, and inflation
expectations. On the inflation front, South Sigma estimates the new duties could add 0.4-0.6 percentage
points to U.S. core-goods inflation over the next two quarters, assuming roughly one-third import-share
sensitivity and half-pass-through to prices. Should China retaliate with curbs on rare-earth exports or

intermediate components, the effect would spread to electronics, renewables, and EV manufacturing.

In currencies, the weaker yuan and stronger dollar echo the funding stresses of 2019, as corporates rush
to hedge settlement risk and secure USD liquidity. Emerging-market currencies tied to China's supply
chains—won, Taiwan dollar, ringgit—face renewed depreciation pressure, while the yen and franc
continue to attract safe-haven flows. Commodities reflect the same distortion: rerouted trade through
Vietnam, Mexico, and Eastern Europe has lifted freight rates and metal prices, and OPEC+'s modest 137

kb/d November output hike has failed to calm oil volatility.

Equities and credit tell a similar story. Investors are repricing policy risk into valuations, particularly for
cyclical sectors such as autos, machinery, and semiconductors. Earnings revisions are being trimmed, U.S.
high-yield spreads have widened by 15-25 basis points, and the Al-led rally of early 2025 is losing

breadth. The message is clear: political uncertainty has become a direct input into cost-of-capital models.

Figure 3. Tariffs’ Contribution to Core-Goods Inflation (Forecast, 2025)
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Note: South Sigma estimate assumes 35% import sensitivity and 50% cost pass-through.
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I 4. Central Banks and the Fragmented Policy Map

For the Federal Reserve, tariffs complicate an already delicate pivot. Goods inflation could re-
accelerate just as the broader disinflation trend gains credibility. Cutting rates too early risks
importing inflation; delaying too long could deepen a slowdown visible in manufacturing PMIs and
small-business surveys. The People’s Bank of China faces the mirror image—support growth
without unleashing capital flight. Its approach so far has been to provide targeted liquidity rather than

outright rate cuts, prioritizing exchange-rate stability over stimulus breadth.

This divergence reflects a broader fragmentation in the global monetary order. In the 2010s, policy
cycles were roughly synchronized; today they are asynchronous by design, each central bank
reacting to domestic political realities as much as macro data. The result is a world where cross-border
liquidity no longer moves in unison and where policy divergence itself has become a distinct asset-
pricing factor. For investors, the implication is profound: understanding rate differentials now

requires decoding geopolitics, not just inflation prints.
I 5. Growth, Inflation, and Market Psychology

Despite mounting tension, global growth remains resilient—for now. The J.P. Morgan Global
Composite PMI registered 52.4 in September, down slightly from 52.9 in August, indicating
continued expansion but fading momentum. The IMF’s World Economic Outlook, due October
14, is expected to maintain its 2025 global GDP forecast near 3 % while warning of downside risks

from trade fragmentation and policy errors.

Headline inflation in developed markets is easing, yet tariff-driven costs threaten to stall that progress.
Wage negotiations in Europe and Japan remain sensitive to any new cost shock, keeping alive the risk of a
stagflation-lite mix: modest growth, sticky prices, and volatile real yields. At the same time, markets
continue to price an optimistic narrative around Al productivity and capex strength. The paradox is

striking—optimism and caution now coexist in nearly equal measure.

Financial leaders mirror this divide. JPMorgan’s Jamie Dimon warns of a potential correction within 6-24
months if complacency persists, while Goldman Sachs argues the current rally is “higher-quality,” driven
by genuine earnings. Their opposing views capture the essence of 2025: investors are simultaneously

chasing innovation and hedging against policy error.
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I 6. Investing in the Age of Policy Risk

For global allocators, the lesson is unmistakable: policy risk has become endogenous to portfolio
construction. Large institutions now embed political scenarios into their Value-at-Risk models and
stress tests. South Sigma analysis suggests that a 20 % escalation in trade barriers could trim 0.4-0.6

percentage points from 2026 global GDP.

The portfolio implications are multifaceted. Geographic diversification no longer guarantees safety, since
correlations increasingly follow political alignment rather than business cycles. Commodities,
infrastructure, and real assets are regaining prominence—not only as inflation hedges but as convex
exposures that benefit from disruption. In fixed income, inverted yield curves favor barbell strategies
combining liquidity at the front end with long-duration sovereign exposure. And in private markets, the

cost of cross-border risk is rising, tilting deal flow toward domestic or “friend-shore” jurisdictions.

Looking ahead, South Sigma models three plausible paths: a De-escalation scenario (30 % probability)
with partial tariff rollback and renewed dialogue, allowing risk assets to rebound; a Stalemate (50 %) in
which tariffs persist and growth settles below 3 %, producing range-bound volatility; and an Escalation
(20 %) that extends to technology and capital controls, triggering a risk-off rally in the dollar and
Treasuries. These are not discrete outcomes but shades of the same structural shift—one where trade

policy and macro policy are intertwined.

I Conclusion: A New Macro Baseline

The tariff shock of 2025 is not an isolated event; it is the defining feature of the decade’s economic
architecture. Trade policy now shapes inflation, capital flows, and valuation as directly as interest-rate
decisions once did. The global economy has moved from integration to strategic interdependence,

where economic and political cycles are inseparable.

For investors, adaptation means three things. First, treat policy uncertainty as a core risk factor, not
background noise. Second, anchor portfolios to the reality of fragmented liquidity rather than the
assumptions of a synchronized world. Third, diversify by strategy, not geography—resilience stems from

flexibility, not footprint.

What began as a tariff headline has evolved into a new macro regime. As governments weaponize policy
tools once considered technocratic, the boundary between economic management and geopolitical
strategy has disappeared. Those who learn to price that fusion—quantifying policy risk alongside credit

and inflation—will define the next generation of global investing.
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This analysis is part of the South Sigma Insights series, providing comprehensive research and

strategic analysis for Accredited Investors.

I Disclaimer

South Sigma Consulting FZCO (“South Sigma”) is an independent investment research and
advisory firm providing consulting services to advisory groups, family offices, and institutional
investors. Our services include manager sourcing, strategy due diligence, and portfolio design,
with afocus onalternative investments such as hedge funds, private markets, real assets, and
infrastructure.

The information provided by South Sigma is intended solely for sophisticated and professional
investors and is for informational and discussion purposes only. It is not intended for retail
investors or the general public. South Sigma does not provide financial product advice, nor does it
offer, promote, or distribute specific investment products or securities. All research, opinions, and
assessments are provided on a non-reliance basis and should not be interpreted as a
recommendation to invest, hold, or divest from any particular fund, manager, or strategy.

Users are solely responsible for verifying the information provided and conducting their own due
diligence. Investmentdecisions should be made based onindependentjudgment and, where

appropriate, in consultation with qualified financial, legal, and tax advisors.

While South Sigma strives to ensure the accuracy and reliability of the information it provides, no
warranty or representation is made as to its completeness, accuracy, or fitnessforany particular
purpose.Theinformationis provided “asis,” and South Sigma disclaims all warranties, express or
implied, including but not limited to warranties of merchantability and fitness for a particular

purpose.

South Sigma does not act as a fiduciary or agent for any party and accepts no liability for any loss
arising directly or indirectly from the use of information provided in the course of its consulting

services. The information is not a substitute for professional advice.

All content is confidential and proprietary to South Sigma Consulting FZCO. It may not be
reproduced, distributed, or published without prior written consent from South Sigma.

Forinquiries, please contactinfo@southsigma.com
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