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e President Trump unveiled tariffs in a Rose Garden speech Wednesday afternoon (link)

e US dollar weakens sharply after tariff announcements, and US risk assets sold off (link)

e Larger-than-expected tariff shock raised expectations for stimulus in China (link)

e Japan seeks tariff exemptions as export headwind trims rate hike expectations (link)

e Euro area bond yield curves bull-steepen on expectations of ECB cuts after US tariffs (link)
e Pound strengthens with gilts in demand as UK seeks tariffs negotiations with US (link)

Mature Markets | Emerging Markets | Market Tables

Larger than expected US tariffs are priced by the market as a lose-lose situation

Yesterday President Trump announced a tariff package that was larger than expected, roiling global
markets. The package consists of a 10% baseline tariff, as well as so-called reciprocal tariffs. The
“reciprocal’” tariffs were calculated as the tariff rate necessary to balance bilateral trade deficits between the
US and each of its trading partners, according to a note. Market reports broadly considered the package to
be larger than expected; Asian countries were seen to be hit particularly hard by the new tariffs, while some
Latam countries were on the lower end of the spectrum. US risk assets underperformed, and the dollar
weakened sharply, with S&P 500 futures down 3.4% and the US dollar index down by 2% since the tariff
announcements. The sharp US dollar weakening stands in contrast with the market response to earlier
tariff news flows. Equities sold off globally, while government bond yields fell across the board. The
European Union considers retaliation, but only by late April at the earliest, in case further negotiations do
not lead to a solution. The euro strengthened by 2.2% versus the US dollar. Oil prices declined by around
5%, reflecting concerns about the significant impact that a trade war can have on global growth.
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United States

President Trump unveiled tariffs in a Rose Garden speech Wednesday afternoon (link). The new
tariffs would apply widely not only to the group of countries with the largest trade imbalances with the US
but also to those who do not have large trade imbalances, imposing a minimum of 10% on all exporters to
the US, effectively at 12:01am EST April 5. The new tariffs are in addition to the 25% tariff on foreign-made
automobiles announced last week. An individualized reciprocal higher tariff will be scheduled to take effect
April 9 at 12:01am EST, aiming to raise $700bn annually in tariff revenue. The reciprocal tariff rate will be
imposed at 34% for China, 20% for the EU, and 24% for Japan. According to Barclays analysts, all these
tariffs equate to a 20+% weighted average global tariff, which is the upper end of their expected range.

The US dollar weakened sharply after yesterday’s tariff announcements, while risk assets sold off.
The US dollar index declined by 2%, while S&P 500 futures are down 3.4%, putting the US equity index
among the worst performers globally. Bank of America (BofA) notes that the US dollar did not rally amid
the broader global “risk off” move. The Mexican peso and Canadian dollar strengthened against the US
dollar as both countries are not subject to additional reciprocal tariffs for now. BofA analysts consider that
markets view tariffs of these “kitchen sink” magnitudes—and the uncertainty they bring—as a potential US
policy error. Morgan Stanley sees increased downside risks to US growth and upside risks to US inflation.

Exhibit 2: Dollar mostly net lower on back of the sweeping tariff Exhibit 3: EUR traded higher vs. USD as S&P futures sold off
announcements notably post announcement
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Europe

European equities plunged this morning, on the back of global risk-off mode triggered by
yesterday’s US tariffs announcements, mirroring the decline of Asian stocks and US equity futures
overnight. The STOXX 600 index dropped by -2.2% this morning, dragged by severe losses in the sectors
more exposed to US tariffs, with the technology (-4.1%), consumer discretionary goods (-3.4%) and the
industrials (-3.3%) sectors down the most. The banking sector was also deep in the red (-3.9%).

European Stocks (Sept 2024= 100)
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The euro advanced (+2%) against a globally weaker dollar this morning after yesterday’s tariffs,
trading at around $1.1077/€. Analysts at ING see some major investors, such as FX reserve managers,
reducing the dollar share in their portfolios in the coming weeks, with the euro finding however a resistance
at $1.11/12€ in the short term. Money markets have scaled up expectations of further ECB rate cuts.

Euro-Dollar exchange rate and Volatility
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Market contacts foresee significant risks to growth from US tariffs. HSBC cites ECB staff estimates
that a 25% blanket tariff could reduce Eurozone GDP by 50bps, and risks to inflation depending on EU
retaliation with a 20% reciprocal tariff possibly adding around 15bps to Eurozone inflation; HSBC expects
the ECB to cut rates in April, followed by a pause as the ECB assesses fiscal and tariffs impacts. Bloomberg
estimates that 20% US tariffs might reduce EU exports to the US by over 50%, potentially putting 1.1% of
EU GDP at risk. Analysts expect rate cuts by the ECB in April and June due to tariffs impacts on demand
along with modest inflationary pressures from EU retaliation.

European government bond yields were sharply lower this morning across tenors, with the curve
bull-steepening. The 2y Bund yields dropped by -11bps down to 1.92% while the 10y yields declined by -
8bps to 2.64%. On the credit side, Bloomberg sees that the cost of insuring European non-investment grade
corporate debt from default has risen today by the most since September on an intraday basis, with the
iTraxx Crossover index sharply up amid concerns on sectors like autos, chemicals, and industrials.

10y Bund-swap and Southern spreads
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Switzerland

The Swiss franc strengthened by +1.8% as investors searched haven assets on trade war fears. The
US administration announced yesterday reciprocal tariffs of 31% on Swiss imports while today’s data
showed headline and core inflation steady in March at respectively 0.3%y/y and 0.9%yly, in line with
expectations. Bloomberg reports estimates that US tariffs could reduce the Swiss GDP by about 1% over
the next 18 months, with economists believing that this could prompt the central bank (SNB) to take its
policy rate down to 0% (currently at 0.25%) or even in the negative territory. Analysts at Commerzbank
highlight that given Switzerland’s small open economy a strong franc may reduce inflationary pressures
significantly if protracted over time and note that the SNB has remained open to the possibility of further
intervening in FX market to release pressure on the currency.
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Switzerland: Policy rate, Inflation and Currency
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United Kingdom

The pound continued to strengthen (+1.2%) this morning against the dollar after US tariffs, trading
at $1.3164/£. UK equities fell by 1% today, while gilt yields dropped across tenors, with the curve bull-
steepening slightly as the 2y yields lowered by -7bps to 4.09% while the 10y yields moved down by -6bps
to 4.58%. The UK appears poised to not retaliate against the US 10% tariffs announced yesterday on all
UK imports, as Prime Minister Starmer said today that the government is trying to secure an “economic
prosperity deal” with the US, adding that “nothing is off the table”. According to Bloomberg, economists
estimated that US 10% tariffs on UK goods would reduce exports by about 20% and put Britain® GDP at
risk directly by up to -20bps, while the indirect impact from changes to global trade flows could further erode
economic output and reduce it cumulatively by up to -50bps.
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Japan

Japanese authorities push for tariff exemptions as export headwind trims rate hike expectations.
In a press conference following the announcements of a new 24% reciprocal tariff on Japan, Trade
Minister Yoji Muto noted the “extremely regrettable” nature of the levies and pushed for an exemption.
Meanwhile, the authorities have refrained from taking retaliatory steps against previously announced auto
tariffs, while PM Ishiba pledged to protect jobs in the auto sector. The government also announced plans
to set up about 1,000 consultation centers for concerned companies and provide loan support. The US is
Japan’s biggest export destination; cars and car parts accounted for about a third of Japan’s exports to
the US last year and employ about 8.3% of the total workforce (or 5.58 million people in the country),
according to the Japan Automobile Manufacturers Association.

The yen outperformed regional peers following the US tariff announcements. Safe-haven flows
boosted the yen (+1.4%) to JPY/$ 147.33, the biggest advance since last October. Japanese government
bonds also rallied; the 10-year yield fell 11 bps to 1.35%, the largest drop since last August. Equities, by
contrast, underperformed regional peers with the Topix index (-3%) down by more than 4% intraday.
Investors have pared back expectations for rate hikes this year. The implied probability of a 25bps rate
hike in September fell from 92% on Wednesday to 80%, based on overnight index swaps.
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Trump's Tariffs Boost Haven Demand for Yen
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Emerging Markets back to top

EMEA equities were lower while currencies were mixed after yesterday’s US tariff announcements.
The announcements saw South Africa hit with a 30% tariff, while other countries including Turkiye and
Egypt were exposed to the minimum threshold of 10%. On the data front, headline inflation in Turkiye
slowed to 38.1%yl/y in March (38.7% exp, 39.1% prior). The Turkish lira was trading steady against the
dollar at around 37.93/$. Analysts at ING note that the decline in inflation will likely help restore investor
confidence and will show that disinflation remains on track, despite the FX sell-off last month. Elsewhere,
Poland kept its policy rates unchanged at 5.75% yesterday, in line with expectations.

Asian equities suffered broad-based declines (EM Asia: -1.0%), to lowest level since February 4,
due to concerns over the new US tariff announcement. Consumer discretionary and financials were
the worst-performing sectors on the regional index. Vietnamese equities led the declines (-6.7%), the
biggest drop in 24 years, after being hit with one of the highest “reciprocal” rates. Chinese equities
showed resilience (CSI300: -0.6%) on bets that authorities will support the economy, while India equities
also outperformed (SENSEX: -0.4%) most Asian peers as market sees the levies as “reasonable from a
relative perspective”, helped by the unexpected tariff exemption on pharma. Viethamese dong also led
the declines (-0.6%) among Asian currencies, followed by onshore CNY (-0.3%), but changes in those
other currencies were limited.

LATAM equity markets rallied prior to Trump administration’s tariff announcements. Some
jurisdictions were on the lower end of the reciprocal tariff rate spectrum (10%), but the full extent of the
tariff announcements will only be reflected in the market today. The Brazilian real (+0.4%) and the
Mexican peso (+0.8%) appreciated against the dollar, while the Chilean peso underperformed (-0.9%).

China

The bigger-than-expected tariff shock raised expectations for more stimulus measures in China.
The new 34% reciprocal tariff on China, in addition to tariffs imposed earlier and the potential termination
of the de minimis exception raise the average tariff rate from 11% in 2024 to around 66% after May 2,
according to estimates from Barclays, Citi and Nomura. The scale and speed of the new tariffs far
exceeded market expectations. By Bloomberg’s estimate, the new tariff level could erase most US-China
trade by the end of this decade. Nomura noted that the latest tariff announcement also raised the
possibility that the US administration could revoke China’s Most Favored Nation trade status.

The estimated drag of the new tariff measures could put the 5% growth target at risk. Market
observers expect the authorities to focus their response on supporting domestic demand. The authorities
could accelerate implementation of the RMB 2trn National People’s Congress (NPC) stimulus announced
in March and introduce new supportive measures. In the near term, the People's Bank of China (PBoC)
might guide funding costs lower by increasing its bonds purchases; it could also lower the reserve
requirement ratio and policy rates. On net, market consensus suggests that domestic measures could
only partly offset the negative tariff shock on growth.
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The onshore renminbi (RMB) underperformed regional currencies (-0.5%) while the offshore CNH was
little changed. The PBoC set the RMB reference exchange rate at 7.1889 per US dollar, its weakest level
since January but is nonetheless 735 pips stronger than the average estimate from a Bloomberg survey.
The wide gap between the fixing and the market estimate suggests the PBoC’s preference for staving off
rapid RMB depreciation. Equity market reaction was similarly limited, with the CSI index ending the day
0.5% lower. The yield on 10-year Chinese government bonds fell 5 bps to 1.73%, a level last seen in March.

PBOC Retains Yuan Support Through Fixing on Thursday
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Mexico

The Mexican peso rallied as United States—Mexico—-Canada Agreement (USMCA) compliant goods
retain their tariff exemption. Non-USMCA complaint goods will still be subject to 25% tariffs and non-
USMCA compliant energy and potash will see a 10% tariff. The rally in the currency was broad based
across short-term forwards. Given the market reaction, the announcement by investors is seen to be better
than expected for Latin American countries. The region appears to have lower reciprocal tariffs because of
its lower trade deficit with the US compared to other regions such as Asia.
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Source: Bloomberg, IMF Staff Analysis.
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Global Financial Indicators
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Emerging Market Financial Indicators
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