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ClO expects solid economic growth despite aggressive tariffs, bolstered by continued Federal Reserve rate cuts and a positive US backdrop. (UBS)

Are tariffs the next risk catalyst?

29 January 2025, 2:44 pm CET, written by UBS Editorial Team US Editorial Team

Monday’s DeepSeek tech and Al retreat has made President Trump’s initial flurry of executive orders feel like
a distant memory.

Prior to the emergence of the low-cost DeepSeek R1 model, markets were focused on the positive aspects of Trump’s
initial policy, with the S&P 500 reaching all-time highs. Part of this optimism stemmed from a lack of “Day One” punitive
tariffs, with the president instead indicating a 1 February timeframe for measures on Mexico, Canada, and China. Trump's
subsequent commentary on European and Chinese tariffs also left space for a dovish market interpretation.

With a measure of calm returning to the tech sector on Tuesday, we think tariff concerns may yet come back to the fore.
The Financial Times this week reported US Treasury Secretary Scott Bessent is pushing for universal tariffs starting at 2.5%,
with a stepped monthly increment by this same amount until they reach as high as 20%. President Trump on Monday
suggested he'd like to see a sharper approach, and said he plans to impose tariffs on computer chips, medicine, and
metal imports in an effort “to bring production back to our country.” These headlines followed Sunday’s near trade war
between the US and Colombia over migrant deportation flights, with Trump’s threats of punitive tariffs and sanctions
pushing Bogota to reverse course.

While the specifics of Trump's tariff policy remain uncertain, we draw several insights from these latest developments:

Tariff risks to Europe, China may be underappreciated. Trump has taken a more diplomatic tone with China in recent
weeks, focusing on his personal relationship with President Xi. We note this comes as Trump seeks China’s near-term
support in pushing for a rapid Russia-Ukraine settlement. Still, there is a hawkish wing within the Trump administration
(Rubio, Navarro, Ratcliffe, Waltz) and a bipartisan anti-China consensus within Congress. The EU, meanwhile, imposes a
higher average tariff rate on US cars, chemicals, food, and agriculture products. It also has a long-standing trade surplus
with the US. Several countries have imposed Digital Services Taxes on US companies, and other countries offer preferential
corporate tax rates to large-cap tech companies, which drain US revenues. Europe will likely face non-trade related pressure
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on defense spending and NATO commitments. Adding to its problems, the EU has no direct negotiator, and has little
obvious to offer to entice a compromise.

Other countries can expect a strong-arm strategy after Colombia’s fast capitulation. In 12 hours, Colombia’s
government went from vowing to block the US repatriation flights to threatening 50% retaliatory tariffs on US goods, to
ultimately relenting to the original terms. Colombia was a relatively easy target as the United States’ third-largest trade
partner in Latin America. The signaling intent is clear, in our view; a White House source told Reuters that Trump was
“using Colombia as an example” and an official press statement later indicated that Trump “expects all other nations of
the world to fully cooperate.” Success with Colombia is likely to strengthen the administration’s conviction in taking a
strong hand when dealing with other partners.

Free trade agreements with the US are no shield against tariff threats. Though a relatively minor US trade partner,
Colombia has long allied with Washington to combat drug trafficking and gangs. A Colombia-US Free Trade Agreement
(FTA) was ratified in 2012, and Colombia is a major oil exporter to the US. Court challenges and trade dispute processes
may yet test tariffs where free trade agreements are in place. Likewise, Canada and Mexico are in a binding free trade
agreement negotiated by Trump’s team in his first term. However, we believe Trump can still find success in enacting
tariffs under the International Emergency Economic Powers Act (IEEPA) if the threat is based on immigration or national
security, as in the case with the threatened 25% blanket tariffs on Mexico. The case against Canada on these grounds
looks thinner, in our view. Regardless of legal outcomes, the economic damage incurred by Trump's tariffs will accumulate
through any challenge, providing Trump with a potent negotiating lever to force changes.

So, we anticipate more tariff threats and asset volatility ahead. Our base case on the severity of tariffs is for an aggressive
stance, in which the effective tariff rate on China rises to 30% (up from 11% now), and the US focuses on Rules of
Origin to limit transshipments of goods through third-party economies like Mexico, Vietnam, and others. Still, we expect
solid economic growth despite these aggressive tariffs, bolstered by continued Federal Reserve rate cuts and a positive US
backdrop. While market volatility may increase, we believe the risk-reward for equities remains attractive, with around 9%
upside for US stocks over the balance of 2025, thanks to robust economic growth, Al tailwinds, and gradually falling yields.

Original report: After the Al sell-off, are tariffs the next risk catalyst?, 29 January 2025.

Disclaimer

This document is prepared and published by the Global Wealth Management business of UBS Switzerland AG (regulated by
FINMA in Switzerland), its subsidiaries or its affiliates ("UBS"), part of UBS Group AG ("UBS Group"). UBS Group includes former
Credit Suisse AG, its subsidiaries, branches and affiliates. In the USA, UBS Financial Services Inc. is a subsidiary of UBS AG and a
member of FINRA/SIPC. Additional Disclaimer relevant to Credit Suisse Wealth Management follows at the end of this section.
This document and the information contained herein are provided solely for your information and UBS marketing
purposes. Nothing in this document constitutes investment research, investment advice, a sales prospectus, or an offer or
solicitation to engage in any investment activities. This document is not a recommendation to buy or sell any security, investment
instrument, or product, and does not recommend any specific investment program or service.

Information contained in this document has not been tailored to the specific investment objectives, personal and financial
circumstances, or particular needs of any individual client. Certain investments referred to in this document may not be suitable
or appropriate for all investors. In addition, certain services and products referred to in the document may be subject to legal
restrictions and/or license or permission requirements and cannot therefore be offered worldwide on an unrestricted basis. No
offer of any product will be made in any jurisdiction in which the offer, solicitation, or sale is not permitted, or to any person
to whom it is unlawful to make such offer, solicitation, or sale.

Although all information and opinions expressed in this document were obtained in good faith from sources believed to be
reliable, no representation or warranty, express or implied, is made as to the document’s accuracy, sufficiency, completeness or
reliability. All information and opinions expressed in this document are subject to change without notice and may differ from
opinions expressed by other business areas or divisions of UBS Group. UBS is under no obligation to update or keep current the
information contained herein. The views and opinions expressed in this material by third parties are not those of UBS.
Accordingly, UBS does not accept any liability over the content shared by third parties or any claims, losses or damages arising
from the use or reliance of all or any part thereof.


https://secure.ubs.com/public/api/v2/investment-content/documents/nn3S-CVP4-Qw3zVXotr6hg?apikey=1AS8wxGGWLjxy6J92ees52Uz5ZrWmy6m

;a ; UB S For UBS marketing purposes

All pictures or images ("images") herein are for illustrative, informative or documentary purposes only and may depict objects or
elements which are protected by third party copyright, trademarks and other intellectual property rights. Unless expressly stated,
no relationship, association, sponsorship or endorsement is suggested or implied between UBS and these third parties.

Any charts and scenarios contained in the document are for illustrative purposes only. Some charts and/or performance figures
may not be based on complete 12-month periods which may reduce their comparability and significance. Historical performance
is no guarantee for, and is not an indication of future performance.

Nothing in this document constitutes legal or tax advice. UBS and its employees do not provide legal or tax advice. This document
may not be redistributed or reproduced in whole or in part without the prior written permission of UBS. To the extent permitted
by the law, neither UBS, nor any of it its directors, officers, employees or agents accepts or assumes any liability, responsibility or
duty of care for any consequences, including any loss or damage, of you or anyone else acting, or refraining to act, in reliance
on the information contained in this document or for any decision based on it.

Additional Disclaimer relevant to Credit Suisse Wealth Management: Except as otherwise specified herein and/or
depending on the local entity from which you are receiving this document, this document is distributed by UBS Switzerland AG,
authorised and regulated by the Swiss Financial Market Supervisory Authority (FINMA). Your personal data will be processed
in accordance with the Credit Suisse privacy statement accessible at your domicile through the official Credit Suisse website
https://www.credit-suisse.com. In order to provide you with marketing materials concerning our products and services, UBS
Group AG and its subsidiaries may process your basic personal data (i.e. contact details such as name, e-mail address) until you
notify us that you no longer wish to receive them. You can optout from receiving these materials at any time by informing your
Relationship Manager.

Please visit https://www.ubs.com/global/en/wealth-management/insights/chief-investment-office/marketing-material-
disclaimer.html to read the full legal disclaimer applicable to this document.

© UBS 2025. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.



https://www.credit-suisse.com/
https://www.ubs.com/global/en/wealth-management/insights/chief-investment-office/marketing-material-disclaimer.html
https://www.ubs.com/global/en/wealth-management/insights/chief-investment-office/marketing-material-disclaimer.html

	Important Disclosures

