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What Happened With the Tariff Announcements?
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¢ President Donald Trump recently announced a sweeping tariff package targeting key
U.S. trading partners, including China, Canada and Mexico. The most aggressive
measures were initially set to take effect immediately, with a 25% tariff on Canadian
and Mexican imports and a 10% tariff on Chinese goods. The move, one of the most
significant protectionist policies in modern history, immediately raised concerns about
potential retaliation from these nations and broader economic repercussions.

¢ Despite previous trade agreements that established highly integrated supply
chains across North America, Trump’s administration has framed these tariffs as a
necessary measure to curb migration, tackle drug trafficking and address trade
imbalances. The sudden announcement sent global markets into turmoil, with equities
declining, emerging market currencies weakening and U.S. treasury yields rising in
response to inflationary concerns.

¢ China swiftly vowed to retaliate with "corresponding countermeasures," while Canada
and Mexico threatened reciprocal tariffs on American goods. Additionally, Trump
warned the European Union that they, too, could face tariffs if trade imbalances were
not addressed.

Why Were Tariffs Against Canada and Mexico
Delayed, and What Compromise Was Reached?

In a significant shift, President Trump agreed to postpone the 25% tariffs on Canada and
Mexico for one month, following negotiations with Canadian Prime Minister Justin
Trudeau and Mexican President Claudia Sheinbaum. The delay allows time for both nations
to implement border security and drug enforcement measures in exchange for avoiding
immediate economic disruption.

Key Concessions from Canada and Mexico:

e (Canada: Agreed to appoint a new fentanyl czar, designate drug cartels as terrorist
organizations and commit C$1.3 billion ($901 million) toward enhancing border
security efforts, including additional surveillance and law enforcement coordination.

¢ Mexico: Pledged to deploy 10,000 National Guard troops to help curb migration
flows and fentanyl trafficking across the U.S. border.

While these commitments were enough to secure a temporary reprieve, Trump made it
clear that the tariffs could snap back if he does not see tangible progress over the next
month. The situation remains highly fluid, and further developments are expected in the
coming weeks.



China Retaliated: What Does That Mean?

¢ China moved forward with selective tariffs on U.S. imports and put several
companies, including Google, on notice for possible sanctions. President Trump and
Chinese President Xi Jinping are slated to speak today, in a similar move to the
conversations between the U.S. administration and Canada and Mexico.

¢ For the time being, these additional Chinese tariffs will have a marginal impact on the
trade relationship between the U.S. and China. However, the 10% tariffs levied by the
U.S. will increase the cost of Chinese goods in the U.S. by a more significant margin.
These new tariffs are likely to remain in place while the two countries engage in
negotiation over the long-term trade relationship.

¢ China’s more cautious approach reflects its efforts to diversify imports from trading
partners outside of the U.S. and it also has more to worry about within its economy
with growth expected to slow and continued issues within the property sector.
However, China continues to carry a large trade imbalance with the U.S. and resolving
these issues is likely to be a top priority.

What Does This Mean for Our Outlook?

Despite the short-term volatility introduced by tariff announcements, our fundamental
economic outlook remains unchanged. The U.S. economy continues, in our view, to
display strong underlying momentum, supported by:

¢ Resilient consumer spending, bolstered by a strong labor market and steady wage
growth.

e Arobust corporate earnings outlook, with expectations for double-digit profit
growth in 2025.

e Easing inflationary pressures, with the core consumer price index (CPI) trending lower,
suggesting that price stability remains within reach.

¢ A broadly supportive monetary policy stance, as the Federal Reserve remains
measured in its approach to rate cuts while allowing for continued economic
expansion.

While tariff-related uncertainties could affect individual sectors, they have not yet
materially altered these economic pillars. The latest ISM Manufacturing Index, which moved
into expansionary territory at 50.9, and the Senior Loan Officer Survey, which

showed stronger loan demand and increased willingness to lend, further reinforce the real-
time strength of economic activity.



On the risk side, we are closely watching the potential for tariffs to create inflationary
pressure through supply chain disruptions and higher input costs. However, it remains far
too soon to assess the ultimate impact, particularly given the possibility of continued
negotiations and policy adjustments.

One key takeaway: Trump has demonstrated a willingness to negotiate and adjust trade
policy in response to diplomatic discussions. While this situation remains fluid, his decision
to delay tariffs on Canada and Mexico suggests flexibility, reducing the likelihood of an
immediate, full-scale trade conflict.

Conclusion: A Market That Must Adapt to Rapid Policy Shifts

This latest episode underscores the importance of allowing trade policy to
evolve before reacting too quickly. As we've seen, initial headlines often change
dramatically, and knee-jerk reactions in financial markets can be premature.

While tariffs introduce uncertainty, the strength of the broader economy
remains intact. The job market, corporate earnings, inflation trends and
monetary policy environment continue to provide a constructive backdrop for
economic stability. Additionally, the upcoming Trump-Xi conversation will be
critical in determining China’s response, but it remains clear that negotiations
are ongoing rather than fixed in stone.

Ultimately, our market stance remains unchanged. We believe this situation is
manageable, and while we will continue to monitor developments, the broader
economic fundamentals still support a constructive long-term outlook.
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