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The U.S. trade war feels like a sequel to a successful blockbuster action
movie. Similar to the way producers try to outdo their own explosions and
car chase scenes in a second film, President Trump’s second trade war is
bigger and bolder than the first installment in 2018. By broadening the
number of targeted countries and the sheer scale of tariff rates, he is making
his own series of trade actions from seven years ago look almost tame.

The market response has, accordingly, been larger. The S&P 500 fell 12% from
April 2 to midday on April 9, bringing the cumulative loss from the February 19 peak
to just over 20%, with a broad selloff in U.S. Treasuries sending long-term yields
higher. The 90-day pause on “reciprocal” tariffs on April 9 stemmed the market
ructions and amounted to a détente during which trade deals could be struck.
Encouraged by the developments, investors pushed the S&P back up to just about
12% below its peak in mid-April.

But the current state is unlike a movie where all the issues are resolved. Trump’s
pause did not revert tariffs to pre-trade war rates, but instead to levels not seen
since the early 1900s. Investors have been left pondering whether the U.S.'s new
global minimum tariff of 10% is a ceiling—that successful trade deals could bring
down—or if it's a floor. To us, this is the critical consideration in determining
whether the U.S. and global economies are headed toward recession or continued
growth. We think a reasonable case can be made that we are at a ceiling, but

with President Trump keeping his cards so close to his vest, we place very little
conviction on that assessment.

What'’s the goal?

President Trump’s decision to give a 90-day pause on the jaw-droppingly high tariffs
all but removes the “armageddon” or worst-case scenario from the table, in our view.
A global minimum of 10% on all trading partners (excluding China, for the moment,
which we discuss below) would still likely lead to a recession, in our view, but it's a
close call, and it’s critical in determining whether this new rate is a ceiling or a floor.
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There is potential that
trade deals could be made
over the course of the
90-day pause, as well as
extensions of the pause if
progress is being made.

The challenge in judging the future of tariffs is that President Trump and
administration officials have given two different goals for this effort. For roughly

a month as he teased the April 2 announcement, President Trump presented
reciprocal tariffs as an effort to level the playing field. “They charge us, we charge
them,” he said multiple times in explaining that he would match all countries tariff-
for-tariff so that U.S. firms were facing fair competition. That says nothing of the
outcome; it just ensures the rules are fair and let the chips fall as they may.

The surprise from the April 2 Rose Garden announcement was not just the
astronomical tariffs being levied, but also that the administration had jettisoned
the level-playing-field approach in favor of a results-based approach geared toward
eliminating U.S. trade deficits with each country. That is in sync with the view that
Trump has consistently expressed over years and decades that trade deficits are
undesirable and should be eliminated.

Negotiating equal tariffs and fairness could be straightforward and potentially lead
to very low tariff rates, suggesting that today’s are a ceiling. It would require some
agreement on tariff rates and some admittedly thornier but manageable issues on
currency management and non-tariff barriers. There is potential that trade deals
could be made over the course of the 90-day pause, as well as extensions of the
pause if progress is being made. We think this would be supportive of equities and
risk assets.

However, if the administration insists on a trade policy that is designed to eliminate
all deficits, then today’s rates are more likely to be a floor. If this is the case, we
believe investors would need to prepare for disappointing news over the 90 days
and more market volatility.

China: A special case

The other key consideration is the evolution of trade relations with the world’s
second-largest economy. At each step of the way since taking office, President
Trump has been harsher on China—now reflected by the cumulative 145% tariff on
goods. Even as Trump paused the reciprocal tariffs on other nations he increased
tariffs on imports from China as the two countries retaliated back and forth. Our
estimates of the total tariff burden showed the additional levies on China actually
canceled out most of the reprieve from dropping all other countries down to 10%.
Trump later exempted all smartphones, tablets, semiconductors, and many related
items that amount to nearly a quarter of imports from China. That was accompanied
by messages that such goods would soon be subject to individualized tariffs.

That said, there are hopeful signs. Trump signaled the brinksmanship with China
had peaked, saying he “couldn’t imagine” raising tariffs any higher on the world’s
second-largest economy, and spoke about President Xi in flattering terms. But on
the same day Treasury Secretary Bessent indicated, perhaps, another goal of the
administration, saying “I think at the end of the day we can probably reach a deal
with our allies...and then we can approach China as a group.”

Ultimately, we expect some kind of deal with China that will reduce the exorbitant
rate. President Xi is not likely to back down for fear of losing face—and control—and
has tools at his disposal he can leverage during the talks. These include a massive
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Businesses small and

large will see significant
revenue declines if all
parties cannot obtain
needed componentry or
can only do so at costs that
are untenable.

hoard of U.S. Treasuries as well as control of most global production of rare earth
elements that are critical to high-tech products.

And let’s not forget inflation

In addition to echoing the first Trump presidency, the second trade war also

risks repeating its own form of the acute supply chain disruptions caused by the
pandemic. We have learned the hard way that supply chain chaos can lead to
unexpected and unwanted inflation. Here, we are particularly focused on the supply
chain implications of these tariffs for business activity, consumer confidence, and
inflation alike. Businesses small and large will see significant revenue declines if they
cannot obtain needed componentry or can only do so at costs that are untenable.
For some, the challenges will be existential. Consumers may confront bare shelves
for certain items, ranging from apparel to electronics. Last but not least, as
consumers have no choice but to pivot to domestic alternatives, price increases

in many areas of the economy could experience a temporary albeit acute upward
spiral. All of these effects would contribute to a downturn.

Where do we go from here?

We calculate today'’s tariff rates amount to an overall effective rate of 27%, using
2024 import levels (Figure 1). That is a ten-fold increase from where we started the
year and the highest in 120 years. We believe this would lead to a recession, but also
that it will be brought down soon. Additionally, we think trade flows from China will
be redirected through other countries and face the 10% rate.

Consider a hypothetical where the administration reaches agreements with China
where the tariff is reduced to 25% while all other countries successfully avoid their
reciprocal rate, and all face the 10% global minimum. This includes a 10% rate for
Mexico and Canada who are currently facing rates of 25% and 20%, respectively, but
with exemptions for some USMCA goods. We calculate that the resulting effective
tariff rate would be 13%, which combines the starting point from January 1, the

Figure 1
How low could tariffs go?
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incremental global minimum of 10%, and the additional tariffs on steel and aluminum
enacted in March, as well as a tax hike of $430 billion. When combined with the
impacts of uncertainty and wealth effects from equity market weakness, this would
likely lead to recession but is a close call.

If that hypothetical 13% is a ceiling and the administration negotiates rates down
to a fair and lower playing field, then the chance of recession is reduced with each
increment down. If the administration insists on the global minimum, then the
hypothetical line is a floor, and will only rise with failed trade deals and additional
(threatened) levies on products such as pharmaceuticals and semiconductors.
Recession risk, and severity, rises with each increment higher.

We think there’s a reasonable argument that negotiations will bring rates down
incrementally. The experience thus far in 2025 argues for caution. But this movie
producer is far too unpredictable, so we will watch how it plays out for now.

on
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Disclosures

Wilmington Trust is aregistered service mark
usedin connection with various fiduciary and
non-fiduciary services offered by certain
subsidiaries of M&T Bank Corporationincluding, but
not limited to, Manufacturers & Traders Trust
Company (M&T Bank), Wilmington Trust Company
(WTC) operating in Delaware only, Wilmington Trust,
N.A. (WTNA), Wilmington Trust Investment Advisors,
Inc. (WTIA), Wilmington Funds Management
Corporation (WFMC), Wilmington Trust Asset
Management, LLC (WTAM), and Wilmington Trust
Investment Management, LLC (WTIM). Such
servicesinclude trustee, custodial, agency,
investment management, and other services.
International corporate and institutional services
are offered through M&T Bank Corporation’s
international subsidiaries. Loans, credit cards, retail
andbusiness deposits, and other business and
personal banking services and products are offered
by M&T Bank. Member, FDIC.

Wilmington Trust Investment Advisors, Inc.,a
subsidiary of M&T Bank,isaU.S. Securities &
Exchange Commission-registered investment
adviser providing investment management
services to Wilmington Trust and M&T affiliates and
clients. Registration with the SEC does not imply any
level of skill or training. Additional Information about
WTIAis also available on the SEC's website at
https:// adviserinfo.sec.gov/.

Theinformationin Capital Perspectives has

been obtained from sources believed to be reliable,
butitsaccuracy and completenessare not
guaranteed. The opinions, estimates, and
projections constitute the judgment of Wilmington
Trust and are subject to change without notice. This
commentary is for information purposes only andis
not intended as an offer or solicitation for the sale of
any financial product or service or as arecom-
mendation or determination that any investment
strategy is suitable for a specificinvestor. Investors
should seek financial advice regarding the suitability
of anyinvestment strategy based on the investor’s
objectives, financial situation, and particular needs.
Theinvestments or investment strategies
discussed herein may not be suitable for every
investor.

Investinginvolves risks and you mayincur a

profit or aloss. Past performance does not
guarantee future results. Diversification does not
ensure a profit or guarantee against aloss. There
isnoassurance that any investment strategy
willsucceed.

These materials are based on public information.
Factsand views presentedin thisreport have not
beenreviewed by, and may not reflect information
known to, professionalsin other business areas of
Wilmington Trust or M&T Bank who may provide or
seek to provide financial services to entities
referred tointhisreport. Asaresult, M&T Bank and
Wilmington Trust do not disclose certain client

relationships with, or compensation received from,

suchentitiesintheir reports.

Any investment products discussed in this
commentary are not insured by the FDIC or any
other governmental agency, are not deposits of
or other obligations of or guaranteed by M&T
Bank, Wilmington Trust, or any other bank or
entity, and are subject torisks, including a
possible loss of the principal amount invested.

Allinvestments carry some degree of risk.
Returnvolatility, as measured by standard
deviation, of asset classesisoftenusedasa
proxy forillustrating risk. Volatility serves as a
collective, quantitative estimate of risks present
tovarying degreesinthe respective asset classes
(e.g., liquidity, credit, and default risks). Certain
types of risk may be underrepresented by this
measure. Investors should develop a thorough
understanding of the risks of any investment
prior to committing funds.

Limitations on use:

This publicationisintended to provide general
information only andis not intended to provide
specificinvestment, legal, tax, or accounting advice
for any individual. Although information contained
herein was prepared from sources believed to be
reliable, before acting onany informationincludedin
this publication you should consult with your
professional advisor or attorney.

Third-party trademarks and brands are the
property of their respective owners.

CFA®Institute marks are trademarks owned by the
Chartered Financial Analyst®@ Institute.

Reference to the company names mentionedin this
presentationis merely for explaining the market
view and should not be construed asinvestment
advice or investment recommendations of those
companies.
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Glossary

Drawdown is a peak-trough decline during a
specific period for aninvestment, trading account,
or fund andis usually quoted as the percentage
between the peak and the subsequent trough.

Price-to-earnings (P/E) ratio measures
acompany’s current share price relative toits
earnings per share (EPS).

S&P 500 index measures the stock
performance of 500 large companies listed on
stock exchangesinthe U.S.andis one of the most
commonly followed equity indices.

Short-duration Treasury securities
are backed by the full faithand credit of the U.S.
government. They typically maturein one year
orless.

Short, or short position, referstoatrading
technique inwhichaninvestor sells a security with
plans to buy it later; it is used when an investor
expects the price of a security to fallin the short
term.

Stagflationis persistent highinflation combined
with highunemployment and stagnant demandina
country’seconomy.

Tail risk is the probability that the asset
performs far below or far above its average past
performance. Investors are most concerned with
“left” tail risk, or the likelihood that observations
fallthree standard deviations below the average
expectedreturn.

Taxable equivalent yield (TEY) =the pretax
yield that must be received onataxable security to
provide the holder the same after-tax yield as that
earned on atax-exempt security. The TEY =muni
yield/1- highest tax rate.

Value sectors or stocks, generally refer to
those trading at levels perceived to be below their
fundamentals.

Yield curve plotsyields (interest rates) of bonds
having equal credit quality but differing maturity
dates. The slope of the yield curve gives anidea of
future interest rate changes and economic activity.

Yield to maturityis the estimated total return
onabondif the bondis held untilit matures.

Yield to worst measures the lowest possible
yield that can be received on abond with an early
retirement provision and must always be less than
yield to maturity becauseit representsareturn
forashortenedinvestment period.
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