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US President de-escalates tariffs

On 9 April, Donald Trump ordered that the higher
‘reciprocal’ tariffs would be paused for 90 days, and a
10% minimum blanket tariff would be applied instead.
There is an exception for China that now has an even
higher 125% tariff, while Canada and Mexico still face
25% tariffs on goods that are not covered by the
existing USMCA. The 25% tariffs on autos, steel, and
aluminium are also left in place.

It is key that US Treasury Secretary Scott Bessent is
now intimately involved with tariff negotiations - it
has been stated that Bessent will lead trade
negotiations with Japan. This has served to reassure
financial markets, implying that some of the most
experienced members of the Trump administration are
now closely involved in driving trade policy.

But economic damage is already done

The announcements provide some temporary relief.
They suggest that the tariffs announced on 2 April
“Liberation Day” (approx. 24%) could be seen as an
upper limit for the future (except for China). The 10%
mentioned previously by Trump could then be the
lower limit. This still represents a huge increase
compared with an average import tariff rate close to
2.5% before Liberation Day.

Keep in mind that Donald Trump still sees the tariffs as
a recurrent source of income which will allow him to
finance a tax cut that would limit the negative effects
on the purchasing power on low- to medium-income
households.
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All in all, the impact thus remains negative on US and
global growth, even though the probability of a full-
blown recession has fallen somewhat. A self-inflicted
recession is probably an outcome that the US
administration still wants to avoid. That should be a
key indicator for the pain threshold and future
measures. Damage on the economy is already done,
and policy uncertainty will remain a lot higher than
prior to January. Even if economic policy uncertainty
declines from peak, job losses and thus initial jobless
claims, should rise sharply in the coming weeks.
Medium term, we expect to see measures announced
by the European Union aimed at both diversifying
trade away from the US and making the region less
reliant on external demand.

Market reactions - focus on the US bond market

What has triggered this change of stance on tariffs
has been notably the rising recession and inflation
risks as well as the reaction of financial markets,
particularly the US Treasury bond market. The 10-
year bond yield had risen sharply in the last few days
to as high as 4.5% from a low of under 4%
immediately following so-called Liberation Day.

Given the need for the US Treasury to refinance up to
USD 9 trillion of Federal debt by 2026, the Trump
administration is extremely sensitive to any rise in
long- and short-term interest rates.
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FLASH: US TARIFFS - A FIRST DE-ESCALATION

Too early to pronounce the end of the current stock
market correction

Recall that three of the main economic objectives
outlined by Treasury Secretary Bessent to boost US
long-term growth were:

a) lower oil prices to reduce costs to households and
companies,

b) a lower US dollar to encourage reshoring of
manufacturing, and

¢) lower US interest rates to stimulate housing
demand and corporate investment.

While lower oil prices (WTI crude oil close to USD
60/barrel) and a lower US dollar (the EUR/USD
exchange rate now exceeds USD 1.10 per euro) have
been achieved, lower US interest rates remain Kkey to
lowering borrowing costs for the US government as
well as for companies and households.

The immediate response of stock markets has been one
of relief: the S&P 500 rose 9.5% and the Japanese
Nikkei 225 index gained 8.2% between 9-10 April
following this tariff suspension announcement. This
represents the third-largest daily rise in the S&P 500
index since 1990.

Note, however, that the best two days for the S&P 500
since 1990 occurred during the 2008 Financial Crisis,
so this is not a conclusive sign that the current stock
market fall has run its course.

The S&P 500 remains over 11% below its mid-
February high at the close of 9 April, and we expect US
companies to revise their earnings guidance lower in
the upcoming quarterly earnings season to reflect the
impact of tariffs on end-demand and on profit
margins.
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Conclusion: too early to change asset allocation
views at this stage

Geopolitical uncertainty will remain elevated despite
this temporary suspension of certain tariffs. The
ongoing climate of policy instability will put a brake on
US and global growth, as companies will remain
hesitant to invest and consumers will likely be more
reluctant to spend, choosing instead to save.

We expect the US Federal Reserve will likely react to a
worsening job market outlook in the coming months
by lowering the Fed funds rate twice to 4.0% by year-
end. Other central banks including the ECB and PBOC
in China should follow suit.

Against this backdrop, we do not change our key asset
market views. We remain Positive on sovereign
bonds, Neutral on equities and Positive on precious
metals including gold (retaining our USD
3200/ounce year-end target).

We retain a 4.0% 3-month target on 10-year US
Treasury bond yields. Within equities, we remain
Neutral on Europe, Negative on the US and Positive
on the UK Japan and China.

The key indicators we monitor that will allow us to
potentially change our asset allocation views are:

a) the US economic policy uncertainty
(published by Baker, Bloom & Davis), and

index

b) the US high yield corporate bond spread (which has
widened sharply from under 3% in mid-February to
4.7% as of 9 April).

It is important that those indicators decline steadily
from their current elevated levels and that we have
more evidence that job losses remain moderate. If
these conditions are satisfied, we may then have
greater confidence that risk assets like stocks can
rebound further on a medium-term basis.
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DISCLAIMER

This marketing document is communicated by the Wealth
Management Métier of BNP Paribas, a French Société
Anonyme, Head Office 16 boulevard des Italiens, 75009 Paris,
France, registered under number 662 042 449 RCS Paris,
registered in France as a bank with the French Autorité de
Controle Prudentiel et de résolution (ACPR) and regulated by
the French Autorité des Marchés Financiers (AMF). As
marketing material, it has not been prepared in accordance
with legal and regulatory requirements aimed at ensuring the
independence of investment research and is not subject to any
prohibition on dealing ahead of its dissemination. It has not
been submitted to the AMF or any other market authority.

This document is confidential and intended solely for the use
of BNP Paribas SA, BNP Paribas Wealth Management SA or
their affiliates (“BNP Paribas”) and the persons to whom this
document has been delivered. It may not be distributed,
published, reproduced or disclosed by any recipient to any
other person, nor may it be quoted or referred to in any
document, without the prior consent of BNP Paribas.

This document is provided solely for information and shall not
constitute an offer or solicitation in any state or jurisdiction in
which such an offer or solicitation is not authorized, or to any
person to whom it is unlawful to make such offer, solicitation
or sale. It is not, and under no circumstances is it to be
construed as, a prospectus.

Although the information provided herein may have been
obtained from published or unpublished sources considered to
be reliable and while all reasonable care has been taken in
the preparation of this document, BNP Paribas does not make
any representation or warranty, express or implied, as to its
accuracy or completeness and does not accept responsibility
for any inaccuracy, error or omission. BNP Paribas gives no
warranty, guarantee or representation as to the expected or
projected success, profitability, return, performance, result,
effect, consequence or benefit (either legal, regulatory, tax,
financial, accounting or otherwise) of any product or
transaction. Investors should not place undue reliance on any
theoretical historical information regarding such theoretical
historical performance. This document may contain or refer to
past performance; past performance is no guarantee for future
performance.
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The information contained in this document has been drafted
without prior knowledge of your personal circumstances,
including your financial position, risk profile and investment
objectives.

Prior to entering into a transaction each investor should fully
understand the financial risks, including any market risk
associated with the issuer, the merits and the suitability of
investing in any product and consult with his or her own legal,
tax, financial and accounting advisors before making his or her
investment. Investors should be in a position to fully
understand the features of the transaction and, in the absence
of any provision to the contrary, be financially able to bear a
loss of their investment and willing to accept such risk.
Investors should always keep in mind that the value of
investments and any income from them may go down as well
as up and that past performance should not be seen as an
indication of future performance. Any investment in a product
described herein is subject to the prior reading and
understanding of the legal documentation concerning the
product, and in particular the one which describes in details
the rights and obligations of investors as well as the risks
inherent to an investment in the product. Save as otherwise
expressly agreed in writing, BNP Paribas is not acting as
financial adviser or fiduciary of the investor in any transaction.
The information, opinions and projections expressed herein
reflect the opinion of their author at the time of writing; they
are not to be relied upon as authoritative or taken in
substitution for the exercise of judgment by anyone, and are
subject to change without notice. Neither BNP Paribas nor any
BNP Paribas Group entity accepts any liability whatsoever for
any consequences that may arise from the use of information,
opinions or projections contained herein.

As distributor of the products described herein, BNP Paribas
may receive distribution fees on which you can obtain more
information upon specific request. BNP Paribas, their
employees or administrators may hold positions in these
products or have dealings with their issuers.

By accepting this document, you agree to be bound by the
foregoing limitations.
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