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For many an age, a principal element of Britain’s strategy in its frequent wars with its Continental rivals was that of the naval blockade. 

Throughout the long years of increasing mastery of the High Seas, the nation’s fleet admirals, frigate captains and often forcibly-
impressed jack tars were frequently to be found, hovering just beyond the enemy’s horizon in order to deny their French, Dutch, or Spanish adversaries any freedom of navigation, 
whether for commercial or military purposes. Thus they aimed to limit their foes’ operational reach and slowly to bleed their economies dry.  

Indeed, the one great defeat suffered by the British in a quarter of a millennium of oceanic predominance was partly the result of the fleet’s rare inability to secure its grip on the 
coastline of the Crown’s rebellious subjects in the American colonies – a failure partly due to sheer logistical difficulties and partly to the confusion of purpose which the simultane-
ous defence of the then more highly-prized Caribbean sugar islands entailed. 

Nor was the lesson left unheeded by the newly-independent Americans whose Union forces employed the same approach to great effect during the bloody strife loosed by Southern 
attempts at secession, two generations after. Likewise, later still, Britain’s controversial ‘Hunger Blockade’ of Imperial Germany fostered - through its awful effects on a starving and 
disease-prone civilian populace - much of the latent ill-feeling which would erupt so horribly into a second, even less humane conflict, twenty-one years after the cessation of the first. 

Indeed, such was the potency of this practice, that the very declaration of intent to apply it was to be taken as an overt act of war, a status which it retains to this day, even as the de-
nial of international access has moved far beyond the merely physical and into the realms of the financial (and possibly the informational), as with present-day America’s aggression 
towards the likes of Russia and Iran. 

Given all this, how is it then that that same America which is so quick to deny its designated ‘pariah states’ the fruits of open exchange is also so ready to blockade its 
own harbours and to sink (metaphorically, at least) not ships heading for, but coming from, a foreign port? For this is exactly what is implied by the current effort to 
exclude – or at least to seriously disadvantage – the import of those goods whose purchase its 328 million consumers and 34 million businesses had otherwise freely 
decided were advantageous to them to make, often on a daily basis. 

Here, the parallel is perhaps best drawn with the truculent little Corsican whose spectacular series of battlefield triumphs, three centuries ago, had made him temporary master of all 
Europe. Frustrated that he could not come directly to grips with his inveterate British enemy, he thought to harm the interests of what he dismissed as ‘a nation of shopkeepers’ by 
interdicting their trade from the landward side, by means of the universal embargo he named his ‘Continental System’. 

It is only a slight exaggeration to say that this monumental act of folly was a major contributor to his eventual overthrow, for the commercial classes who most keenly felt its thrust 
were both his own and those of the subject nations who were already rankling beneath the local misrule of Bonaparte’s sprawling, corrupt, and largely undistinguished kin and cro-
nies.  

Whole industries failed; time-honoured trading houses were ruined; ancient entrepots fell into windswept decay. Smuggling was rife and so suppression became ever more severe. 
Corruption was endemic and so respect for authority quickly evaporated. Already unpopular, economic contractions made requisitions and tax burdens even more insupportable 
while many an entrepreneur, banker and industrialist simply upped sticks and moved to the flourishing City of London. It has been calculated that French trade fell from its peak in 
1806 – one attained just before the notorious Berlin Decrees promulgated the ‘System’ - to such a nadir that it was 1825 before it again reached the levels first seen in the last years of 
the Ancien Régime, way back in the late 1780s. 
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Worse yet, domestic discontent led the Russian Tsar to shake off his former personal infatuation with Napoleon and so take the first steps down the road to Borodino and beyond, a 
Via Dolorosa which would see the Corsican’s grandest of Grande Armées left shattered amid the icy blasts of the pitiless steppe winter – and all of Bonaparte’s vaulting ambitions along 
with it. 

Setting aside the sweeping historical parallels, there seems little to be said in favour of the Trump Administration’s policies in this regard, in marked contrast to the positive, if tenta-
tive, steps it has taken toward deregulation and to the major lightening of the burden of taxation recently enacted. 

Given that there can be no credible economist anywhere in the world who is in favour of the tariffs, there can only be two real motivations for what one might best greet – in a fur-
ther nod to Imperial France - with the dismissal, ‘C’est pire qu’un 
crime: c’est une faute’ (‘It is worse than a crime: it is a blunder.’) 

The first of these – by some way the more alarming of them – is 
that this is a manifestation of what the Chinese themselves have tak-
en as referring to the ‘Thucydides Trap’: the concept that the exist-
ing hegemon will not in any way tolerate the emergence of a poten-
tial rival for its supremacy but will rather seek to eradicate it at the 
earliest juncture.  

With China now in a position to pose just such a threat (as Beijing 
likes to flatter itself it does, to the avid endorsement of the Neocon 
armchair Attila’s who infest the Beltway), the US – some imagine – 
has therefore embarked upon the first phases of a prolonged at-
tempt at containing, if not actually humbling, the Middle Kingdom. 

For all our sakes – whether in terms of material prosperity or physi-
cal security – we must pray that those with their hands on the levers 
of powers (and their fingers on the Button) do not indulge in such 
rabid, think-tank paranoia or, just as bad, do not succumb to the 
temptation to harness it for short-term political ends. 

The second possibility – one which we can perhaps too readily per-
suade ourselves carries a small kernel of sense within it – is that all 
Trump is doing is drawing attention to the iniquities of the present 
system of ‘managed trade’ in the hope of provoking a bonfire of the 
rule-books and thus – somewhere in the not too distant future – to 
lower tariffs and lessened non-tariff impediments to trade in general. 
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Ironically, a relatively high proportion of “China’s” ex-
ports derive their value elsewhere: 29% of the total and 

37% of manufactures. The US, by contrast, only includes 
components amounting to 15% overall and to 22% of  its 

domestic manufactures. 
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Indeed, a sentiment of the sort was offered to us by the President himself at the beginning of his spat with those running that Continental System Mark II which is the European Un-
ion – a body whose hypocritical lip-service to the concept of ‘free trade’ is readily given the lie by the dire consequences which it and its many British hirelings warn will ensue for 
Perfidious Albion should she finally reject its smothering embrace and actually consummate the process of ‘Brexit’ after two long years of naked manoeuvring and determined obfus-
cation. 

Here, however, we must be careful not to let the wish become father to the thought. Mr. Trump – as we have come to know – is not a statesman to whom we should look for much 
consistency of expression. His modus operandi is provocation and the off-the-cuff pronouncements through which he prosecutes it may sometimes be highly pertinent but are just as 
readily rejected in full, mere moments later, with his own self-contradiction being lost amid that thorny tangle of accusations of ‘Fake News’ which he has been so careful to construct 
as a cover for himself. 

Is this, then, all merely a gambit? Is it just an attempt to call a spade a spade; to point out the cant and deceptive practices of the current order and hence to begin a move towards 
ameliorating some of its greater failings? Some small hint of that came when Secretary Mnuchin proposed a general abolition of all manner of barriers at the Buenos Aires G20. 

One would dearly love to think this is indicative of the underlying aim, but long years of vindicated scepticism about politicians’ perceptions and priorities, both, make us hesitant to 
espouse such a view. And even if one were to suspend disbelief and temporarily to give the Devil his due in this context, the problem remains that such a policy of confrontation can 
all too easily escalate into something irretrievably counter-productive. 

With paint-brushes everywhere moving firmly in the direction of corners, one must recall the feted aphorism of that most world-weary of political philosophers, Thu-
cydides himself. The principle motives for conflict he says, in the stark Realpolitik of the infamous Melian dialogue, are ‘times kai deous kai ophelias’ – ‘Fear, Honour 
and Self-interest’.  

In the modern world, the first we can allow to stand. For the second – not a word one might find wholly consonant with the holding of public office – we can substitute the loose 
synonym, ‘face-saving’. The third we can render as, ‘self-preservation’ – a skill at which such holders are usually most adept – or, worse, ‘self-advancement’, even ‘self-enrichment’ – 
also attributes not entirely foreign to those frequenting the corridors of power. 

Given such observations, we can argue that President Trump’s approach risks triggering all three of these emotions among the targets of his attack, as well as aggravating the en-
trenched vested interests whom they affect to represent. Even if they have been launched with the best of intentions, therefore, his rockets’ red glare could all too easily set a spark in 
the powder-room and so ignite a conflagration it will prove very hard indeed to extinguish, once started in this way. 

Let us hope cooler heads and more considered tactics soon prevail. 
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As the fears have mounted regarding the ‘Trade War’, China has naturally come under scrutiny, if not exactly into focus. As ever, the problem is not so 
much one of too many moving parts, but the fact that not all their motions are being correctly recorded and that certain unreported changes to the spec 
are also being made, just at the moment when a modicum of consistency would be helpful in trying o disentangle domestic from overseas factors. 

Some months back, we pointed out the glaring inconsistency in the NBS numbers for sales and earnings at ’above scale industrial enterprises’ and—worse still—in said 
enterprises’ assets, liabilities and net worth. As awareness of this spread and questions mounted, the Agency grudgingly admitted that they had changed the sample and 
had moved  to ‘eliminate double counting’! As the Nikkei Asian Review has since pointed out, much the same discontinuities are evident in data for retail sales, indus-
trial output and fixed investment. GDP, of course, came in where it always does, showing what an official spokesman described—presumably with a straight face—as 
a ‘stable operation in the mid-high speed range of 6.7% to 6.9% for  twelve consecutive quarters’. It’s amazing to realize just how closely 1.38 billion people can co-
ordinate their efforts, isn’t it? 

While traders and commentators have recently begun to 
chatter about the inverse movement of, say, copper, and the 
renminbi, our readers will be aware that we have been show-
ing successively update versions of the somewhat minatory 
relationship to the right. Slowing money supply—which we 
have also been at pains to explain—as the seeming inability 
of banks to generate the right kind of deposits has been a 
notable feature of the past year or so, together with the inor-
dinate, if inevitable, climb on prudential loan-to-deposit rati-
os which this has entailed. 

Given both the plunge in the currency and various com-
ments and policy announcements from the central bank, the 
pat response is to say that the PBOC has ‘eased’. MPC 
member Liu Wei made perhaps the least equivocal expres-
sion of this by saying that ’further measures to introduce 
liquidity’ may constitute a ’short-term contradiction’ (sic) 
with the avowed intent to ’deleverage;, but that it was some-
how ’consistent in the long run’.  

Having already cut RRR’s for a range of lenders and told 
banks to convert a proportion of the newly-freed MLF 
backed loans to equity, the Bank has also moved to squash 
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competition from the Fintech brigade by insisting their customers’ cash balances must be fully redeposited with bona fide banks; has issued directives—emanating 
straight from the highest levels of the CPC—to reduce costs for and concentrate resources on SMEs; regulations regarding ‘asset management’ have been clarified but 
their implementation also softened, in a parallel move; and banks have been directed to buy more bonds with ratings inferior to the  AA+ grade. In taking this latter 
step, the PBOC has promised MLF funding of up to 50% of the consideration with which to comply with the instruction. It should also be noted that, according to a 
study the Bank itself published last year, the disparity between Chinese and international ratings standards means that AA– there corresponds to BBB– elsewhere, 
meaning that, with private sector borrowers being scared off by rising defaults and with the effective closure of alternative sources of finance, the PBOC has essentially 
become a junk bond fund by proxy. How envious must Draghi and Kuroda be of Yi Gang, now? 

The proximate reason for this activity can be seen in the graph feature here showing that the moves to contain ‘shadow’ financing have been, if anything, 
too successful, with a full CNY1 trillion falling out of the market in just the past two months in what is an unprecedented jolt to the nation’s creaking fi-
nancial networks. No wonder rumours abound of large distress selling on the metals markets in Shanghai! 

More worryingly, a remarkably open spat has being fought out be-
tween the central bank—whose new management appears to feel too 
many conflicting demands are being made of it—and the Ministry of 
Finance. Sina Finance ran the exchange at some length, helpfully in-
terspersing it with its own, highly barbed glosses. Even allowing for 
the vagaries of Google’s translation, the exchange seemed extraordi-
narily brusque with insults being bandied about regarding the mis-
takes made ever since Zhu Rongji’s reform programme, twenty years 
ago. The invective employed was uniquely revealing abut the degree 
to which the authorities admit China’s problems are deep-seated—if 
not actively intractable. The State Council has since seemingly backed 
the Bank—but not before it undertook a record $78bln, one-day, 
cash injection. 

Commentators can be heard talking of the ‘Breaking of the Big Moth-
er’ (the Bank) and muttering about that hoary, old Keynesian chime-
ra, the ‘liquidity trap’ as well as ‘Minsky moments’. There has even 
emerged a background susurration of speculation that Xi Jinping 
himself might be starting to meet with some untoward criticism in the 
secret recesses of the party though whether this is any more than US 
think-tanker wishfulness at work is anyone's guess.  

It would not pay to ignore developments here in coming months. 
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WHAT THE FIRM OFFERS 

 

The fruits of a lengthy exercise of full intellectual independence, trading in, commenting upon, and 
analysing markets, placed fully at your disposal to help enhance your investment process. 

Dedicated personal interaction, as well as written assessments, to enliven the debate and to mitigate 
risks by broadening the circle of opinion. 

Detailed macro/market research with the possibility of undertaking special commissions upon re-
quest. 

Ideas and arguments to incorporate into your existing framework of client communication either as 
‘white-labelled’ material or, if you wish, to present as the stand-alone opinion of one of your firm’s 
expert counsellors. 

Assistance with content for reporting, proposals, marketing, etc. 

Education and training. 

Public speaking to entertain and inform you and your invited guests. 

For more information and to discuss the specifics of  what we can offer, please write to  

info[at]cantillon-consulting.ch 
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All content is intended to give general advice only. The investments and instruments mentioned therein are not necessarily suitable for every individual and you should use this information 
in conjunction with other advice and research to determine its suitability for your own circumstances and risk preferences. The value of all securities and investments, as well as the income 
derived from them, can fall as well as rise. Your investments may be subject to sudden, often substantial, declines in value which may not be recoverable; others may expire worthless after 
a specified period. You should not buy any of the securities or other investments mentioned with money you cannot afford to lose. In some cases there may be significant charges which 
may reduce the value of your investment. You run an extra risk of losing money when you buy shares in certain securities where there is a large difference or ‘spread’ between the buying 
price and the selling price, a circumstance which means that, should you sell them immediately, you may get back much less than you paid for them. In the case of investment trusts and 
certain other funds, these may use or propose to use the borrowing of money in order to increase the size of their exposures and/or invest in other securities with a similar strategy. As a 
result, movements in the price of the securities may be more volatile than the movements in the prices of those underlying investments. Some investments may involve a high degree of 
such borrowing (often referred to as ‘gearing’ or ‘leverage’) This means that a small movement in the price of the underlying asset may have a disproportionately large effect on that of your 
investment. Accordingly, a relatively small adverse movement in the price of the underlying asset can result in the loss of the entirety of your original investment. Changes in rates of ex-
change may have an adverse effect on the value or price of the investment and you should be aware that additional dealing, transaction, and custody charges for certain instruments may 
result when these are not traded in your home currency. Some investments may not be quoted on a recognised investment exchange and, as a result, you may find them to be ‘illiquid’. You 
may not easily be able to trade your illiquid investments and, in certain circumstances, it may become difficult, if not impossible to sell the investment in a timely manner and/or at its indic-
ative price. Investment in any of the assets mentioned may have tax consequences regarding which you should consult your tax adviser. All reasonable care has been taken to ensure that all 
statements of fact and opinion contained in the either written or spoken form are fair and accurate in all material respects. All data is from sources considered to be reliable but its accuracy 
cannot be guaranteed. Investors should seek appropriate professional advice if any points are unclear.  
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