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A huge shock - first thoughts on the 
tariff announcements

We offer a few thoughts on the tariff announcements from President Trump this 
weekend. If these tariffs go ahead, we see them as constituting the largest shock in 
global trade policy since the collapse of Breton Woods. We see immediate 
recessionary consequences for some of the economies involved and broad-based 
negative read-across to the world economy.

First, we consider the announcements to be at the most hawkish end of the 
protectionist spectrum we could have envisaged. The speed of implementation 
(Tuesday 12:01am EST), the scope (all goods are covered, including small parcel 
goods previously exempted) and the breadth (approximately 44% of total US 
imports) are all aggressive. It is especially notable that energy imports from Canada 
are in scope. Even if at a reduced rate of 10%, that the administration is willing to 
impose tariffs on energy pushes back against the market narrative that cost-of-
living considerations would act as a restraint. The macroeconomic implications of 
such tariffs are likely to be wide-ranging and materially disruptive, especially 
outside of the US.

Second, the market needs to structurally and significantly reprice the trade war 
risk premium. We have been writing for a while that the market was underpricing 
these risks. We have also been warning about the negative read-across tariffs on 
Canada - America's closest ally - would imply for the rest of the world. By our 
estimates, the market was roughly pricing the equivalent of a 5% universal tariff 
being enacted in coming months, equivalent to a 30bps "hump" in the US inflation 
curve. The announcements this weekend are roughly three times larger with 
reasonable passthrough assumptions, i.e., we would expect a 1% US headline 
inflation impact if tariffs are sustained. These tariffs are also roughly five times as 
large as the cumulative sum of trade actions taken under the first Trump 
administration measured in terms of average tariff increases. For Canada and 
Mexico, we see this trade shock - if sustained - as being far larger in economic 
magnitude than that of Brexit on the UK and would expect both countries to enter 
a recession in coming weeks.

Third, and by extension of the above, we would expect a large and volatile market 
reaction on the open this Sunday evening. We would be focused on three near-
term drivers.
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n The magnitude of the market reaction itself and the extent to which the 
Trump administration proves responsive to it. Note that the President 
sounded dismissive of the market reaction in comments to the press corp 
on Friday night, as well as a social media post this morning, yet the market 
has been assuming an embedded "Trump put" in the S&P. As per our 
scenario analysis, we expect USD/CAD to trade potentially to as high as 
1.50 after the market open (a +3% move) with larger moves in USD/MXN 
given the inadequate risk premium priced in. In China, the onshore market 
is closed due to the Lunar New Year holidays until Wednesday 5th of 
February complicating things. The absence of an anchor from the daily 
USDCNY fix and/or liquidity operations will create additional pressure on 
the authorities and may encourage the markets to test all-time highs on 
USDCNH at 7.36. The market will be closely watching official-sector 
behaviour. A EUR/USD move closer to parity would fully capture the risk 
premium around these tariffs, without any euro-specific tariffs on top. 
Beyond FX, a tariff war should be interpreted as a combination of fiscal 
tightening (a consumption tax) and a negative supply shock. It is therefore 
clearly negative for equity markets. The fixed income response is more 
complicated given opposing inflationary/growth drivers. It is crucially 
dependent on the market's assumption on offsetting fiscal easing. Tariffs, 
though, should clearly lead to widening interest rate differentials between 
the US and the rest of the world given the negative hit on the latter is going 
to be bigger: for context, trade of impacted goods as a share of GDP is 45% 
in Mexico, 33% in Canada and only 9% in the US.

n Attempts to block President Trump's tariffs in US courts. Given the highly 
expansive use of presidential authority under the IEEPA, impacted parties 
are highly likely to seek an immediate temporary injunction, similar to the 
restraining order on federal spending last week. The use of National 
Emergency powers has not been tested in this way before, so it is highly 
uncertain what the court reaction might be. The next few days will be a 
major test of presidential power and potentially cause additional market 
volatility. Still, even if an injunction is granted, President Trump also holds 
authority to impose tariffs over multiple other executive avenues, as per our 
analysis of the trade memo that was released on the first day of the 
Administration.

n The response from affected countries and "tit-for-tat" escalation. Canada 
has already announced reciprocal tariffs of 25% on $155bn of US goods 
with a staggered implementation period and with the country having the 
greatest scope to retaliate given more balanced trade with the US. During 
the announcement, PM Trudeau confirmed that President Trump has not 
met with him since inauguration day, implying that there are no high-level 
communications. With the US Executive Order already embedding a cross-
retaliation provision, there is an immediate question mark on whether this 
is activated. Both China and Mexico have also threatened retaliation but 
with no firm announcements yet. This leaves some space for de-escalation, 
but with a negative time decay: the longer time goes by without signs of 
constructive engagement and retaliation from the other countries, the 
longer these tariffs are likely to be assumed to be permanent – and by 
extension the more negative the market reaction.

To conclude, given the magnitude of the economic impact involved, we hesitate to 
assume that the announced tariffs will be permanent. On the flipside, we have long 
been arguing that the market has been severely under-estimating revenue-raising 
considerations, and this will incentivize the administration to have tariffs in place 
ahead of the US budget negotiations in coming months. We expect the market 
reaction to at least in part shape the US reaction function, and this will be a reflexive 
learning process both for markets and the Administration in coming days. 
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Irrespectively, the most long-lasting impact is likely to be a structurally more 
elevated tariff risk premium in coming months impacting all of America's trading 
partners.
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Appendix 1

Important Disclosures

*Other information available upon request

*Prices are current as of the end of the previous trading session unless otherwise indicated and are sourced from local 
exchanges via Reuters, Bloomberg and other vendors . Other information is sourced from Deutsche Bank, subject companies, 
and other sources. For further information regarding disclosures relevant to Deutsche Bank Research, please visit our global 
disclosure look-up page on our website at https://research.db.com/Research/Disclosures/FICCDisclosures. Aside from within 
this report, important risk and conflict disclosures can also be found at https://research.db.com/Research/Disclosures/
Disclaimer. Investors are strongly encouraged to review this information before investing.

Analyst Certification
The views expressed in this report accurately reflect the personal views of the undersigned lead analyst(s). In addition, the 
undersigned lead analyst(s) has not and will not receive any compensation for providing a specific recommendation or view 
in this report. George Saravelos.
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Additional Information
The information and opinions in this report were prepared by Deutsche Bank AG or one of its affiliates (collectively 'Deutsche 
Bank'). Though the information herein is believed to be reliable and has been obtained from public sources believed to be 
reliable, Deutsche Bank makes no representation as to its accuracy or completeness. Hyperlinks to third-party websites in this 
report are provided for reader convenience only. Deutsche Bank neither endorses the content nor is responsible for the 
accuracy or security controls of those websites.

If you use the services of Deutsche Bank in connection with a purchase or sale of a security that is discussed in this report, or 
is included or discussed in another communication (oral or written) from a Deutsche Bank analyst,  Deutsche Bank may act as 
principal for its own account or as agent for another person. 

Deutsche Bank may consider this report in deciding to trade as principal.  It may also engage in transactions, for its own account 
or with customers, in a manner inconsistent with the views taken in this research report.  Others within Deutsche Bank, 
including strategists, sales staff and other analysts, may take views that are inconsistent with those taken in this research 
report. Deutsche Bank issues a variety of research products, including fundamental analysis, equity-linked analysis, 
quantitative analysis and trade ideas. Recommendations contained in one type of communication may differ from 
recommendations contained in others, whether as a result of differing time horizons, methodologies, perspectives or 
otherwise. Deutsche Bank and/or its affiliates may also be holding debt or equity securities of the issuers it writes on. Analysts 
are paid in part based on the profitability of Deutsche Bank AG and its affiliates, which includes investment banking, trading 
and principal trading revenues.

Opinions, estimates and projections constitute the current judgment of the author as of the date of this report. They do not 
necessarily reflect the opinions of Deutsche Bank and are subject to change without notice. Deutsche Bank provides liquidity 
for buyers and sellers of securities issued by the companies it covers. Deutsche Bank research analysts sometimes have 
shorter-term trade ideas that may be inconsistent with Deutsche Bank's existing longer-term ratings. Some trade ideas for 
equities are listed as Catalyst Calls on the Research Website (https://research.db.com/Research/) , and can be found on the 
general coverage list and also on the covered company's page. A Catalyst Call represents a high-conviction belief by an analyst 
that a stock will outperform or underperform the market and/or a specified sector over a time frame of no less than two weeks 
and no more than three months. In addition to Catalyst Calls, analysts may occasionally discuss with our clients, and with 
Deutsche Bank salespersons and traders, trading strategies or ideas that reference catalysts or events that may have a near-
term or medium-term impact on the market price of the securities discussed in this report, which impact may be directionally 
counter to the analysts' current 12-month view of total return or investment return as described herein. Deutsche Bank has 
no obligation to update, modify or amend this report or to otherwise notify a recipient thereof if an opinion, forecast or estimate 
changes or becomes inaccurate. Coverage and the frequency of changes in market conditions and in both general and 
company-specific economic prospects make it difficult to update research at defined intervals.  Updates are at the sole 
discretion of the coverage analyst or of the Research Department Management, and the majority of reports are published at 
irregular intervals. This report is provided for informational purposes only and does not take into account the particular 
investment objectives, financial situations, or needs of individual clients. It is not an offer or a solicitation of an offer to buy or 
sell any financial instruments or to participate in any particular trading strategy. Target prices are inherently imprecise and a 
product of the analyst's judgment.  The financial instruments discussed in this report may not be suitable for all investors, and 
investors must make their own informed investment decisions. Prices and availability of financial instruments are subject to 
change without notice, and investment transactions can lead to losses as a result of price fluctuations and other factors.  If a 
financial instrument is denominated in a currency other than an investor's currency, a change in exchange rates may adversely 
affect the investment.  Past performance is not necessarily indicative of future results. Performance calculations exclude 
transaction costs, unless otherwise indicated. Unless otherwise indicated, prices are current as of the end of the previous 
trading session and are sourced from local exchanges via Reuters, Bloomberg and other vendors.  Data is also sourced from 
Deutsche Bank, subject companies, and other parties. 

The Deutsche Bank Research Department is independent of other business divisions of the Bank. Details regarding our 
organizational arrangements and information barriers we have to prevent and avoid conflicts of interest with respect to our 
research are available on our website (https://research.db.com/Research/) under Disclaimer. 

Macroeconomic fluctuations often account for most of the risks associated with exposures to instruments that promise to pay 
fixed or variable interest rates. For an investor who is long fixed-rate instruments (thus receiving these cash flows), increases 
in interest rates naturally lift the discount factors applied to the expected cash flows and thus cause a loss. The longer the 
maturity of a certain cash flow and the higher the move in the discount factor, the higher will be the loss. Upside surprises in 
inflation, fiscal funding needs, and FX depreciation rates are among the most common adverse macroeconomic shocks to 
receivers. But counterparty exposure, issuer creditworthiness, client segmentation, regulation (including changes in assets 
holding limits for different types of investors), changes in tax policies, currency convertibility (which may constrain currency 
conversion, repatriation of profits and/or liquidation of positions), and settlement issues related to local clearing houses are 
also important risk factors. The sensitivity of fixed-income instruments to macroeconomic shocks may be mitigated by 
indexing the contracted cash flows to inflation, to FX depreciation, or to specified interest rates - these are common in 
emerging markets.  The index fixings may - by construction - lag or mis-measure the actual move in the underlying variables 
they are intended to track. The choice of the proper fixing (or metric) is particularly important in swaps markets, where floating 
coupon rates (i.e., coupons indexed to a typically short-dated interest rate reference index) are exchanged for fixed coupons. 
Funding in a currency that differs from the currency in which coupons are denominated carries FX risk. Options on swaps 
(swaptions) the risks typical to options in addition to the risks related to rates movements. 

Derivative transactions involve numerous risks including market, counterparty default and illiquidity risk.  The appropriateness 
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of these products for use by investors depends on the investors' own circumstances, including their tax position, their 
regulatory environment and the nature of their other assets and liabilities; as such, investors should take expert legal and 
financial advice before entering into any transaction similar to or inspired by the contents of this publication. The risk of loss 
in futures trading and options, foreign or domestic, can be substantial. As a result of the high degree of leverage obtainable 
in futures and options trading, losses may be incurred that are greater than the amount of funds initially deposited - up to 
theoretically unlimited losses. Trading in options involves risk and is not suitable for all investors. Prior to buying or selling an 
option, investors must review the 'Characteristics and Risks of Standardized Options", at https://www.theocc.com/company-
information/documents-and-archives/publications.  If you are unable to access the website, please contact your Deutsche 
Bank representative for a copy of this important document.

Participants in foreign exchange transactions may incur risks arising from several factors, including the following: (i) exchange 
rates can be volatile and are subject to large fluctuations; (ii) the value of currencies may be affected by numerous market 
factors, including world and national economic, political and regulatory events, events in equity and debt markets and changes 
in interest rates; and (iii) currencies may be subject to devaluation or government-imposed exchange controls, which could 
affect the value of the currency. Investors in securities such as ADRs, whose values are affected by the currency of an 
underlying security, effectively assume currency risk. 

Unless governing law provides otherwise, all transactions should be executed through the Deutsche Bank entity in the 
investor's home jurisdiction. Aside from within this report, important conflict disclosures can also be found at https://
research.db.com/Research/ on each company's research page. Investors are strongly encouraged to review this information 
before investing.

Deutsche Bank (which includes Deutsche Bank AG, its branches and affiliated companies) is not acting as a financial adviser, 
consultant or fiduciary to you or any of your agents (collectively, "You" or "Your") with respect to any information provided in 
this report. Deutsche Bank does not provide investment, legal, tax or accounting advice, Deutsche Bank is not acting as your 
impartial adviser, and does not express any opinion or recommendation whatsoever as to any strategies, products or any other 
information presented in the materials.  Information contained herein is being provided solely on the basis that the recipient 
will make an independent assessment of the merits of any investment decision, and it does not constitute a recommendation 
of, or express an opinion on, any product or service or any trading strategy.

The information presented is general in nature and is not directed to retirement accounts or any specific person or account type, 
and is therefore provided to You on the express basis that it is not advice, and You may not rely upon it in making Your decision. 
The information we provide is being directed only to persons we believe to be financially sophisticated, who are capable of 
evaluating investment risks independently, both in general and with regard to particular transactions and investment 
strategies, and who understand that Deutsche Bank has financial interests in the offering of its products and services. If this 
is not the case, or if You are an IRA or other retail investor receiving this directly from us, we ask that you inform us immediately.

In July 2018, Deutsche Bank revised its rating system for short term ideas whereby the branding has been changed to Catalyst 
Calls ("CC") from SOLAR ideas; the rating categories for Catalyst Calls originated in the Americas region have been made 
consistent with the categories used by Analysts globally; and the effective time period for CCs has been reduced from a 
maximum of 180 days to 90 days.

United States: Approved and/or distributed by Deutsche Bank Securities Incorporated, a member of FINRA and SIPC.  Analysts 
located outside of the United States are employed by non-US affiliates and are not registered/qualified as research analysts 
with FINRA. 

European Economic Area (exc. United Kingdom): Approved and/or distributed by Deutsche Bank AG, a joint stock 
corporation with limited liability incorporated in the Federal Republic of Germany with its principal office in Frankfurt am Main. 
Deutsche Bank AG is authorized under German Banking Law and is subject to supervision by the European Central Bank and 
by BaFin, Germany's Federal Financial Supervisory Authority. This research report is also distributed by Numis Europe Limited 
('NEL'), to EEA clients as third-party research. NEL is an investment firm authorised and regulated by the Central Bank of Ireland 
('CBI'), with its registered address at Riverview House, 21-23 City Quay, Dublin 2, D02 FP21, The Republic of Ireland.

United Kingdom: Approved and/or distributed by Deutsche Bank AG acting through its London Branch at 21 Moorfields, 
London EC2Y 9DB. Deutsche Bank AG in the United Kingdom is authorised by the Prudential Regulation Authority and is 
subject to limited regulation by the Prudential Regulation Authority and Financial Conduct Authority. Details about the extent 
of our authorisation and regulation are available on request.

Hong Kong SAR: Distributed by Deutsche Bank AG, Hong Kong Branch, except for any research content relating to futures 
contracts within the meaning of the Hong Kong Securities and Futures Ordinance Cap. 571. Research reports on such futures 
contracts are not intended for access by persons who are located, incorporated, constituted or resident in Hong Kong. The 
author(s) of a research report may not be licensed to carry on regulated activities in Hong Kong, and if not licensed, do not hold 
themselves out as being able to do so. The provisions set out above in the 'Additional Information' section shall apply to the 
fullest extent permissible by local laws and regulations, including without limitation the Code of Conduct for Persons Licensed 
or Registered with the Securities and Futures Commission. This report is intended for distribution only to 'professional 
investors' as defined in Part 1 of Schedule of the SFO. This document must not be acted or relied on by persons who are not 
professional investors. Any investment or investment activity to which this document relates is only available to professional 
investors and will be engaged only with professional investors. 
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India: Prepared by Deutsche Equities India Private Limited (DEIPL) having CIN: U65990MH2002PTC137431 and registered 
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