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Markets have been volatile after President Trump announced retaliatory
tariffs on trade partners around the world and then announced a 90-day

pause on most of them.

The 90-day pause in reciprocal

tariffs (ex-China) and the 10% flat

tariff in the interim came as the
market was showing signs of
sovereign market and FX stress,
highlighting where some

of the sensitivities of the US
administration lie. “The tariff-
induced volatility is likely not
over yet. The effective tariff rate
remains very elevated. While
smaller countries have been
queuing up to strike a deal

with the US, what the EU,
Mexico, Canada and China
(largest trading partners) do
over the coming months will be
key in determining the macro
impacts,” says Seb Vismara,
Head of Research at the BNY
Investment Institute.

Takeaways

* We believe a highly unequal tariff rate
(with China at 125% vs. rest of the
world at 10%) would incentivize trade
diversion but it’s unlikely that this
would happen so rapidly to avoid
a meaningful impact on gross
domestic product (GDP).

® In our view, US tariffs are likely
disinflationary for Europe as China
may look to reroute trade to more
friendly buyers. We expect the
European Central Bank to remain
on an easing trajectory.

* |t’s our base case that tariffs are
negotiated down. However, in our view,
there is a floor to the tariff rate and
it’s higher than what was previously
expected as the administration looks
to use tariffs as a revenue source for
extending the Tax Cuts and Jobs Act
and other pro-growth policies.

* The market is currently pricing in
five rate cuts in 2025. In our view,
this seems overly optimistic.

We believe the path to avoiding
arecession would get narrower if
the paused tariffs are implemented
after 90 days. Monetary policy isn’t
going to be enough and we look for
pro-growth tax cuts, similar in size
to the tariff burden and quickly,

to avoid a recession.
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Positioning amid volatility

Trade policy is likely to remain fluid,
and the volatility of portfolio positions
may be elevated.

Historically, companies that grow
and pay dividends tend to be more
resilient in downturns. Read more
in Why dividends are set to shine.

We see potential opportunities
and value in value stocks. See our
report: Inflation and Magnificent 7
volatility could point to large cap
value opportunities.

Meanwhile, diversification is key.

We believe in seeking international
equity opportunities in Europe, Japan
and China. Read more in our report:
The “Golden Age.”

Finally, this could be a particularly
meaningful time to consider global
fixed income, given it’s likely that a
number of global central banks will
lower rates more substantially than in
the US. Investing in global fixed income,
particularly on a hedged basis, can
provide diversified sources of return to
a domestic-only fixed income portfolio.
See our report: Vigilantes stay home.

BNY Investments will continue to
monitor the situation and bring you
our latest analysis.
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About the BNY Investment Institute

Drawing upon the breadth and expertise of BNY Investments, the Investment
Institute generates thoughtful insights on macroeconomic trends, investable
markets and portfolio construction.

IMPORTANT INFORMATION

All investments involve risk including loss of principal. Certain investments involve greater or unique risks that should be
considered along with the objectives, fees, and expenses before investing.

Past performance is not necessarily indicative of future results.

Gross domestic product, or GDP, is a monetary measure of the market value of all goods and services produced by a nation
in a given period of time.

The Tax Cuts and Jobs Act (TCJA) was a major overhaul of the tax code in 2017, impacting taxpayers and business owners,
particularly through tax cuts.

This material has been provided for informational purposes only and should not be construed as investment advice or a
recommendation of any particular investment product, strategy, investment manager or account arrangement, and should not
serve as a primary basis for investment decisions. Prospective investors should consult a legal, tax or financial professional in
order to determine whether any investment product, strategy or service is appropriate for their particular circumstances.

Views expressed are those of the author stated and do not reflect views of other managers or the firm overall. Views are current
as of the date of this publication and subject to change. This information may contain projections or other forward-looking
statements regarding future events, targets or expectations, and is only current as of the date indicated. There is no assurance
that such events or expectations will be achieved, and actual results may be significantly different from that shown here. The
information is based on current market conditions, which will fluctuate and may be superseded by subsequent market events

or for other reasons. References to specific securities, asset classes and financial markets are for illustrative purposes only and
are not intended to be and should not be interpreted as recommendations. Information contained herein has been obtained from
sources believed to be reliable, but not guaranteed. No part of this material may be reproduced in any form, or referred to in any
other publication, without express written permission.

Statements are current as of the date of the material only. Any forward-looking statements speak only as of the date they are
made, and are subject to numerous assumptions, risks, and uncertainties, which change over time. Actual results could differ
materially from those anticipated in forward-looking statements. No investment strategy or risk management technique can
guarantee returns or eliminate risk in any market environment and past performance is no indication of future performance.

BNY Investments is one of the world’s leading investment management organizations, encompassing BNY’s affiliated investment
management firms and global distribution companies. BNY is the corporate brand of The Bank of New York Mellon Corporation
and may be used to reference the corporation as a whole and/or its various subsidiaries generally.

BNY Investment Institute consists of BNY Mellon Advisors, Inc’s (BNY Advisors) macroeconomic research, asset allocation,
manager research and operational due diligence teams. BNY Advisors is an investment adviser registered as such with the
US Securities and Exchange Commission (“SEC”) pursuant to the Investment Advisers Act of 1940, as amended. BNY Advisors
is a subsidiary of The Bank of New York Mellon Corporation.
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