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Key points
	� The markets must consider US tariff policy to be at 

the heart of a strategy that combines commercial 
objectives with industrial, social, and purely political 
ones.

	� Tariff hikes are by nature ‘stagflationary’, subtracting 
from growth and adding to inflation.

	� A hostile US trade policy would force the eurozone to 
find alternative trade routes into the United States and 
to develop new markets.

	� The European commission is expected to respond 
gradually to higher US tariffs.

	� European growth could be severely hurt if US 
implements a 10% tariff hike globally.

	� Only the European central bank has room to maneuver 
to balance downside and growth.
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Tariffs as the new focus of US 
economic policy 
At the beginning of the year, financial markets had favoured a scenario of limited tariff increases, betting on a 
threat rather than on an economic reality. The first decisions taken by the new US president regarding Canada, 
Mexico and China reignited the threat of a trade war. This forced markets to put tariffs back at the centre of US 
economic policy, as announcements on sectors and countries have followed one another on a weekly basis.

The markets must consider that US tariff policy is at the heart of a strategy that combines commercial and 
transactional objectives (‘let’s make a deal’) with industrial, social, and purely political ones. The creation of a 
tariff collection service, allegedly to finance domestic tax cuts, proves that this tariff policy is here to stay and has 
become part of the economic and political landscape. 

Markets will be watching closely to see how this tariff policy could affect the growth-inflation relationship in the 
US over the next few years. The desire to push US growth to its potential, or even beyond, combined with sharp 
tariff hikes, could damage the outlook through unwanted inflation from higher import and production costs, as 
well as through the uncertainty created for the manufacturing sector.

Tariffs hikes are by nature ‘stagflationary’. They subtract from growth and add to inflation, with no real winner at 
global level in the medium term. Inflation expectations are therefore likely to rise, reflecting fears that inflation will 
be more persistent than expected. Inflation could be driven by costs rather than excess demand, which would 
weigh on corporate margins. The Fed would then be forced to reconsider its strategy of a gradual return to a 
‘neutral’ monetary policy and would remain restrictive above the neutral rate. This explains the volatility we have 
seen in both long-term and 2-year rates in recent weeks. The US policy view is that additional costs or distortions 
in supply should be more than offset by increased deregulation and tax cuts on corporate profits.

Tariff policy is a factor of uncertainty and fragmentation of global activity. It exacerbates the imbalances it is 
supposed to correct by redistributing growth between sectors and countries. In the short term, this rebalancing 
will be to the advantage of the United States to the detriment of its trading partners, but in the medium term the 
balance will not be positive, even for the United States. 

US TRADE DEFICIT WITH MAIN COUNTRIES 
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Pressure will also mount on central banks outside the US to accelerate or intensify their interest rate cuts to counter 
the risks of a contraction in trade and exports while currencies weaken.

The tariff policy envisaged by the new US administration does not seem to be able to correct the distortions that 
have been created in world trade and the global economy after decades of globalisation and free trade. In an 
almost caricatured way, the United States dominates the world through the strength of their consumption and 
their technology, while China dominates the industrial world through its production, some of which is heavily in 
surplus. A policy of increased tariffs or protectionism will only be able to partially correct and influence these strong 
specialisations between countries, and the expected movement towards relocation is likely to remain limited.

Moreover, the debate focuses on trade and the flow of goods, but ignores the fields of services and new technologies, 
which dominate the economic cycle and in which the United States wants to maintain a clear advantage.

United States: targeting Europe  
and its vulnerabilities
In 2024, the eurozone had a trade surplus of almost USD 250 billion with the United States and it constitutes 
one of its largest trading partners (accounting for 15% of US imports). The surplus is generated by the following 
sectors: machinery, capital goods, pharmaceuticals, chemicals, and automobiles. Since 2019, trade between the 
United States and the euro area has increased by more than 10%, thanks in particular to oil and manufacturing. 
The countries with the largest surpluses with the US are Germany and Italy, followed to a lesser extent by Ireland, 
France, and Spain.

From the US point of view, the eurozone is seen as a trade distorter, practicing unfair regulation and getting a free 
ride in terms of military spending, as it uses American protection at the lowest cost.

A 10% increase in tariffs on European imports to the United States, with a tariff response from the euro area, 
would have a potential negative impact on European growth of almost 1 percentage point (-0.7 pp). Depending 
on the size of Europe’s response and the US tariffs, the impact on its growth would vary between -0.3 pp  
and -0.7 pp (IMF and Brokers studies). However, the US could opt for targeted sectoral or country discrimination 
rather than a flat 10% tariff on traded goods.

EUROZONE GDP IMPACT FROM TRADE POLICY
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For example, the recent imposition of tariffs on aluminium and steel (25%) remains more symbolic than economic 
for the eurozone, as these sectors represent only 0.05% of eurozone GDP. The impact on European growth 
appears to be negligible, and the move seems to be directed more against Canada and certain Asian countries. 
The inclusion of specific tariffs on cars (25%) would have a more significant but limited overall impact on the euro 
area (0.25% of euro area GDP).

The United States could adopt an approach which targets specific sectors, with some labelled as strategic or 
critical sectors. In addition to automobiles, these sectors would include oil, pharmaceuticals, semiconductors, 
metals, and chemicals. Tariff increases of around 10% on these sectors could be permanent, with the aim of 
bringing production back to the United States. The countries most affected by these increases would again be 
Canada and Mexico, but also China, Asia, Germany, Switzerland, and Sweden. It should be noted, however, 
that even a 10% increase in tariffs would not compensate for the difference in production costs between the 
United States and the rest of the world in these sectors (a difference of around 40%), and that tariffs alone cannot 
constitute or replace an industrial policy in favour of these sectors.

These differentiated approaches by sector or country could limit the ability of the eurozone, whose trade and 
customs policy is the responsibility of the European Commission, to react. This US policy would then aim to 
divide the eurozone and lead countries into bilateral negotiations outside the Community framework; Germany 
and Italy, unlike France, could be tempted by such a reaction.

In addition, US negotiations with the eurozone could go beyond trade to include a range of areas such as 
geostrategy in Europe (peace with Russia, shared roles in the reconstruction of Ukraine and Eastern Europe, 
European defence), trade and strategic relations with China, and the regulation of new digital sectors.

Gradual eurozone responses 
expected
As in 2018, the eurozone’s reactions to the increase in US tariffs could be gradual, so as not to trigger a full-
blown trade war. An appeal to the World Trade Organization (WTO) would probably be launched to recall the 
international trade framework, which will take years to develop and which the United States wants to escape.

In 2018, the eurozone responded by raising tariffs on certain US products (steel, agriculture and consumer 
goods), but the amounts in value only represented half of the products taxed by the United States. The same 
graduated response could be used by the European Commission, which has already announced that it is ready 
to consider larger purchases of LNG (long-term contracts) and additional arms purchases (raising arms spending 
above the 2% of gross domestic product (GDP) as required by the United States within NATO); in addition, the 
Commission could align itself with US policy towards China and increase its sanctions based on anti-dumping 
rules against Chinese products.

However, as part of a wider retaliation, the European Commission could also target services, particularly digital 
companies, and social networks, which are already the subject of tensions between the two continents. The 
eurozone has a services deficit of around EUR 150 billion (0.8% of the zone’s GDP). In response to tariff hikes 
on goods, the Commission could act on services based on the Anti-Coercion Instrument (ACI) created in 2023, 
which allows it to react to tariffs and restrictions on certain services and intellectual property rights. However, in 
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order to use the ACI, the Commission has to prove that tariffs have caused damage to the industry and a vote 
has to be held to approve its use (with 15 out of 27 countries agreeing).

A hostile US trade policy would force the euro area to find alternative trade routes into the United States, to 
develop new markets (such as the free trade agreement with Mercosur) and to find local substitutes or suppliers 
for taxed products.

The free trade policy that has been in place in the euro area for several years is now being undermined by the 
return of US protectionism and the difficulties of exporting to China, as well as the rejection of new free trade 
agreements within the euro area (agriculture, small-scale industry). The Commission and several member states 
are taking steps to give priority to the European internal market by reducing regulation, stimulating domestic 
demand, and strengthening European technology, but this seems late compared with other economic areas and 
the financial resources are not proportionate to the political ambitions.

Policy response: only the ECB has 
room for manoeuvre
Fiscal policy in the eurozone has begun to return to a certain degree of budgetary rigour, with the planned but 
very slow reduction in budget deficits at both regional and national levels, in parallel with the downward trend in 
public debt. Europe is therefore not able to respond quickly to a trade war with new targeted budgetary supports. 
There is also no consensus on the mobilisation of new budgetary resources, and there is no unanimity in the euro 
area on the renewal of European Recovery Fund-type measures. Moreover, the Commission is restricting and 
tightly controlling subsidies to specific sectors, which also limits possible responses at national level. Conversely, 
there is a consensus at European level to increase defence spending (a low GDP growth multiplier) and the 
European budget already includes funds for new technologies. Moreover, the EUR 750–800 billion of funding for 
2030 envisaged in the new European strategy (Euro Compass) will require the use of private savings and funds 
rather than European public funds.

Only the European Central Bank (ECB) seems capable of easing cyclical pressures by continuing to cut interest 
rates. The trade war poses more of a risk to eurozone growth than inflationary risks, even if the eurozone reacts 
by raising its tariffs. The price drift from across-the-board tariff hikes would not exceed 0.05 pp on eurozone 
inflation, which remains limited. Moreover, a decline in external and domestic demand would have an impact 
on employment in the euro area. After a period of observing the specific effects of trade policy and in the light 
of a further deterioration in the economic situation, the ECB could decide to lower its key rates below the 2% 
expected in the baseline scenario and extend the cut until 2026. If recession returns, the ECB’s new target could 
be around 1%, or even lower if the demand shock is severe. The difficulty for the ECB would be to conduct a 
monetary policy that covers the different trade shocks from one country to another within the eurozone which 
would exacerbate the asymmetry that already exists between countries.
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Uncertainty is poison for the 
business cycle
Pending further details on the products affected by the US tariff increases and the reactions of the various states 
concerned, US trade policy has significantly increased uncertainty in the global economy and has also reduced 
visibility. More than protectionism, uncertainty is poison for the economic cycle because it blocks purchasing 
and investment decisions. As International Monetary Fund (IMF) studies underline, uncertainty can double the 
negative impact on the activity of simple trade restrictions. Negotiations and details on trade barriers will have to 
follow hot on the heels of announcements on tariffs to avoid having too big an impact on global, European and 
US growth.
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Glossary 
Anti-coercion instrument (ACI)

A legislative tool designed to counter economic coercion by foreign entities, allowing the EU to impose trade 
restrictions or deploy countermeasures.

Euro Compass 

A strategic initiative by the European Commission aimed at guiding the European Union’s economic policies.  
It serves as a response to growing global competition and economic challenges.

Gross domestic product (GDP) 

The total value of all goods and services produced within a country over a specific period, serving as a key 
indicator of economic performance.

LNG (long-term contracts) 

Agreements for the supply of liquefied natural gas (LNG) over extended periods, ensuring price stability and 
energy security.

Neutral rate 

The theoretical interest rate at which monetary policy is neither stimulative nor restrictive, balancing economic 
growth and inflation.

Stagflation 

A rare economic condition characterised by stagnant growth, high unemployment, and persistent inflation, 
making traditional monetary policy responses challenging.
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Disclaimer

This document is a marketing communication containing GENERAL INFORMATION 
on financial services reflecting the sole opinion of Union Bancaire Privée, UBP SA 
and/or any entity of the UBP Group (hereinafter “UBP”) as of the date of issue. It is 
not and does not purport to be considered as an offer nor a solicitation to enter into 
any transaction with UBP, buy, subscribe to, or sell any currency, product, or financial 
instrument, make any investment, or participate in any particular trading strategy 
in any jurisdiction where such an offer or solicitation would not be authorised, or to 
any person to whom it would be unlawful to make such an offer or solicitation. This 
document is meant only to provide a broad overview for discussion purposes, in order 
to determine clients’ interest. It does not replace a prospectus, KID, KIID or any other 
legal document relating to any specific financial instrument, which may be obtained 
upon request free of charge from UBP or from the registered office of the issuer of the 
instrument concerned, where applicable. The opinions herein do not take into account 
individual clients’ circumstances, objectives, or needs. 

UBP performs analysis on the financial instruments based on market offer and may 
maintain and/or seek to develop business affiliations with third parties for that purpose; 
furthermore, UBP may create its own financial instruments. This generic information is 
therefore not independent from the proprietary interests of UBP or connected parties, 
which may conflict with the client’s interests. UBP has policies governing cases of 
conflicts of interest and takes appropriate organisational measures to prevent potential 
conflicts of interest. 

The information contained in this document is the result neither of financial analysis within 
the meaning of the Swiss Banking Association’s “Directives on the Independence of 
Financial Research” nor of independent investment research as per the EU’s regulation 
on MiFID provisions. EU regulation does not govern relationships entered into with UBP 
entities located outside the EU. 

When providing investment advice or portfolio management services, UBP considers 
and assesses all relevant financial risks, including sustainability risks. Sustainability risks 
are defined by the EU’s Sustainable Finance Disclosure Regulation (2019/2088) as “an 
environmental, social or governance event or condition that, if it occurs, could cause a 
negative material impact on the value of the investment”. For further information on our 
sustainability risk management approach please visit [www.ubp.com]. 

Reasonable efforts have been made to ensure that the content of this document is 
based on objective information and data obtained from reliable sources. However, UBP 
cannot guarantee that the information contained herein and gathered by the Bank in good 
faith is accurate and complete, nor does it accept any liability for any loss or damage 
resulting from its use. Circumstances may change and affect the data collected and the 
opinions expressed at the time of publication. Therefore, information contained herein 
is subject to change at any time without prior notice. UBP makes no representations, 
provides no warranty and gives no undertaking, express or implied, regarding any of 
the information, projections or opinions contained herein nor does it accept any liability 
whatsoever for any errors, omissions or misstatements in the document. UBP does 
not undertake to update this document or to correct any inaccuracies which may have 
become apparent after its publication. 

This document may refer to past performance which is not a guide to current or future 
results. All statements in this document, other than statements of past performance 
and historical fact, are “forward-looking statements”. Forward-looking statements do 
not guarantee future performances. 

The tax treatment of any investment depends on the client’s individual circumstances 
and may be subject to change in the future. This document does not contain any tax 
advice issued by UBP and does not reflect the client’s individual circumstances. 

This document is confidential and is intended to be used only by the person to whom it 
was delivered. This document may not be reproduced, either in whole or in part. UBP 
specifically prohibits the redistribution of this document, in whole or in part, without its 
written permission and accepts no liability whatsoever for the actions of third parties 

in this respect. This document is not intended for distribution in the US and/or to US 
Persons or in jurisdictions where its distribution by UBP would be restricted.

Switzerland: UBP is authorised and regulated in Switzerland by the Swiss Financial 
Market Supervisory Authority (FINMA). 

UK: UBP is authorised in the United Kingdom by the Prudential Regulation Authority, and 
is subject to regulation by the Financial Conduct Authority (FCA) and limited regulation 
by the Prudential Regulation Authority. 

Dubai: This marketing material has been communicated by Union Bancaire Privée 
(Middle East) Limited, a company regulated by the Dubai Financial Services Authority 
(“DFSA”). It is intended for professional clients and/or market counterparties only and 
no other person should act upon it. The financial products or services to which this 
material relates will only be made available to a client who meets the professional client 
and/or market counterparty requirements. This information is provided for information 
purposes only. It is not to be construed as an offer to buy or sell, or a solicitation for an 
offer to buy or sell any financial instruments, or to participate in any particular trading 
strategy in any jurisdiction. 

Hong Kong: UBP is a licensed bank regulated by the Hong Kong Monetary Authority 
(HKMA) and a registered institution regulated by the Securities and Futures Commission 
(SFC) for Type 1, 4 & 9 activities only in Hong Kong. The securities may only be offered 
or sold in Hong Kong by means of documents that (i) are addressed to “professional 
investors” within the meaning of the Securities and Futures Ordinance (Chapter 571 of 
the Laws of Hong Kong) and any rules made thereunder (the “SFO”); or (ii) are defined 
as “prospectuses” within the meaning of the Companies Ordinance (Chapter 32 of the 
Laws of Hong Kong) (the “CO”) or constitute offers to the public within the meaning 
of the CO. Unless permitted to do so under the laws of Hong Kong, no person may 
issue or have in their possession for the purpose of issuing, whether in Hong Kong or 
elsewhere, any advertisement, invitation or document relating to the securities, directed 
at, or likely to be accessed or read by, the public in Hong Kong, except where the 
securities are intended to be disposed of only to persons outside Hong Kong, or only 
to “professional investors” within the meaning of the SFO. 

Singapore: UBP is a bank regulated by the Monetary Authority of Singapore (MAS), is an 
exempt financial adviser under the Financial Advisers Act 2001 of Singapore to provide 
certain financial advisory services, and is exempt under section 99(1) of the Securities 
and Futures Act 2001 of Singapore to conduct certain regulated activities. This document 
has not been registered as a prospectus with the MAS. Accordingly, this document and 
any other document or material in connection with generic recommendations may not 
be circulated or distributed, whether directly or indirectly, to persons in Singapore other 
than (i) institutional investors; or (ii) accredited investors as defined under the Securities 
and Futures Act 2001 of Singapore. This advertisement has not been reviewed by the 
Monetary Authority of Singapore. 

Luxembourg: UBP is registered by the Luxembourg supervisory authority the Commission 
de Surveillance du Secteur Financier (CSSF). 

Italy: Union Bancaire Privée (Europe) S.A., Succursale di Milano, operates in Italy in 
accordance with the European passport – held by its parent company, Union Bancaire 
Privée (Europe) S.A. – which is valid across the entire European Union. The branch 
is therefore authorised to provide services and conduct business for which its parent 
company, Union Bancaire Privée (Europe) S.A., has been authorised in Luxembourg, 
where it is regulated by the Luxembourg financial supervisory authority, the Commission 
de Surveillance du Secteur Financier (CSSF). 

Monaco: This document is not intended to constitute a public offering or a comparable 
solicitation under the Principality of Monaco’s laws, but might be made available for 
information purposes to clients of Union Bancaire Privée, UBP SA, Monaco Branch, 
a regulated bank under the supervision of the Autorité de Contrôle Prudentiel et de 
Résolution (ACPR) for banking activities and under the supervision of the Commission 
de Contrôle des Activités Financières for financial activities.
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