Trading Blows:
The Trade Wars Have Arrived

On April 2nd, the Trump administration announced a new tariff regime. While
President Trump ran for re-election promising protectionist trade measures,
the scope and scale of the announced tariffs shocked economists, investors, and
trade experts. Far from ending the months-long uncertainty surrounding Trump'’s
promised tariffs, the announcement on “Liberation Day” prompted further
questions about their potential impact: whether there is room for negotiation,
how other countries will respond, etc.

In the week following the tariff announcement, global markets fell sharply, with
volatility hitting a level not seen since the COVID shock in 2020.! One week later,
President Trump announced a pause on reciprocal tariffs for 90 days, igniting a
massive rally in the US stock market that added approximately $4.3 trillion dollars
back to the S&P 500 index in one day.? However, at the same time, Trump hiked
the import tariff on China to 145%.2 China retaliated in kind, raising its tariff on US
imports to 125%.% In a social media post, President Trump wrote, “Nothing is over yet.”
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Trump's Liberation Day's reciprocal tariff calculations differed significantly from
the nuanced technical import tariff calculations generated by specialist trade
economists® The formulation of reciprocal tariff estimates, which consider long-term
trade imbalances between the United States and individual countries, seems to be
driven by both political and economic factors. Additionally, the sweeping global scope
and unilateral implementation of these tariffs differ substantially from standard trade
negotiation practices. (see Figure 1)7
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China - currently the US's second largest trading partner - received the largest and
most impactful reciprocal tariff levy® China quickly retaliated announcing its own
import tariff on US goods. Both the US and China further escalated, such that the
duty on Chinese imports to the US reached 145% and the tariff on US imports to
China reached 125%. Should these tariff levels persist, some economists estimate
that the decline in US consumption could be a significant drag on US growth? With
China accounting for the largest portion of the current US trade deficit, a trade war
with China would pose a potent threat to nearly 40 years of expanding US corporate
profits!® The macroeconomic implications for the trade shock could fundamentally
change global capital flows and investor returns. "

Deglobalization - the reversal of the free flow of capital and trade - could indeed
threaten global growth.2 The last time the global economy suffered from a systemic
trade war was in the 1930s. Historically, trade wars have not been contained to
just tariffs, but to even more extreme policies such as technical barriers to trade,
blacklists, and competitive devaluations as governments attempted to shield their
domestic industries. The economic consequences from extended trade wars have
been economic stagflation where growth stalls and prices and unemployment soar.®
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Chair Powell has warned that the effect of the tariffs will be larger than expected with
higher prices and lower growth should the trade war persist™

It may take an extended period of time to fully understand the financial and economic
repercussions of the new tariff regime announced by the Administration. While the
pause on reciprocal tariffs has likely lessened tensions with most of the world, the
trade war between the US and China appears set to intensify® Financial markets
may find their footing more quickly than policymakers, businesses, and consumers.
Importantly, the newly announced tariffs, if fully enacted, could increase the risk of a
recession or potentially even stagflation here in the US.

Meketa has long studied the impacts of globalization and, in 2023, published a paper
on the impact of deglobalization and the risks it posed to investment portfolios. In
addition to producing thought leadership on the long-run impacts of deglobalization,
we have also developed aproprietary big datamodelto analyze severe deglobalization,
stagflation, and trade war scenarios.

At Meketa, we recognize that markets are often shaped by unexpected events.
As such, we work with our clients to build resilient portfolios. We aim to construct
portfolios that are designed to weather many possible scenarios, not just benefit
from the prevailing environment.

For more insights on deglobalization, stagflation, or to learn about timeless
asset allocation, please visit the Thought Leadership section of our website
or click the links here to learn more.

Deglobalization
https://meketa.com/leadership/deglobalization/

Stagflation
https://meketacom/leadership/stagflation/

A Timeless Approach to Asset Allocation
https://meketa.com/leadership/a-timeless-approach-to-asset-allocation/
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Important Information

THIS REPORT (THE “REPORT”) HAS BEEN PREPARED FOR THE SOLE BENEFIT OF THE
INTENDED RECIPIENT (THE “RECIPIENT").

SIGNIFICANT EVENTS MAY OCCUR (OR HAVE OCCURRED) AFTER THE DATE OF THIS
REPORT, AND IT IS NOT OUR FUNCTION OR RESPONSIBILITY TO UPDATE THIS REPORT. THE
INFORMATION CONTAINED HEREIN, INCLUDING ANY OPINIONS OR RECOMMENDATIONS,
REPRESENTS OUR GOOD FAITH VIEWS AS OF THE DATE OF THIS REPORT AND IS SUBJECT
TO CHANGE AT ANY TIME. ALL INVESTMENTS INVOLVE RISK, AND THERE CAN BE NO
GUARANTEE THAT THE STRATEGIES, TACTICS, AND METHODS DISCUSSED HERE WILL BE
SUCCESSFUL.

THE INFORMATION USED TO PREPARE THIS REPORT MAY HAVE BEEN OBTAINED FROM
INVESTMENT MANAGERS, CUSTODIANS, AND OTHER EXTERNAL SOURCES. SOME OF THIS
REPORT MAY HAVE BEEN PRODUCED WITH THE ASSISTANCE OF ARTIFICIAL INTELLIGENCE
(“Al") TECHNOLOGY. WHILE WE HAVE EXERCISED REASONABLE CARE IN PREPARING THIS
REPORT, WE CANNOT GUARANTEE THE ACCURACY, ADEQUACY, VALIDITY, RELIABILITY,
AVAILABILITY, OR COMPLETENESS OF ANY INFORMATION CONTAINED HEREIN, WHETHER
OBTAINED EXTERNALLY OR PRODUCED BY THE Al.

THE RECIPIENT SHOULD BE AWARE THAT THIS REPORT MAY INCLUDE AI-GENERATED
CONTENT THAT MAY NOT HAVE CONSIDERED ALL RISK FACTORS. THE RECIPIENT IS ADVISED
TO CONSULT WITH THEIR MEKETA ADVISOR OR ANOTHER PROFESSIONAL ADVISOR BEFORE
MAKING ANY FINANCIAL DECISIONS OR TAKING ANY ACTION BASED ON THE CONTENT
OF THIS REPORT. WE BELIEVE THE INFORMATION TO BE FACTUAL AND UP TO DATE BUT
DO NOT ASSUME ANY RESPONSIBILITY FOR ERRORS OR OMISSIONS IN THE CONTENT
PRODUCED. UNDER NO CIRCUMSTANCES SHALL WE BE LIABLE FOR ANY SPECIAL, DIRECT,
INDIRECT, CONSEQUENTIAL, OR INCIDENTAL DAMAGES OR ANY DAMAGES WHATSOEVER,
WHETHER IN AN ACTION OF CONTRACT, NEGLIGENCE, OR OTHER TORT, ARISING OUT OF OR
IN CONNECTION WITH THE USE OF THIS CONTENT. IT IS IMPORTANT FOR THE RECIPIENT TO
CRITICALLY EVALUATE THE INFORMATION PROVIDED.

CERTAIN INFORMATION CONTAINED IN THIS REPORT MAY CONSTITUTE “FORWARD-LOOKING
STATEMENTS,” WHICH CAN BE IDENTIFIED BY THE USE OF TERMINOLOGY SUCH AS “MAY,’
“WILL,” “SHOULD," "EXPECT,"” "AIM," "“ANTICIPATE,” “TARGET,” “PROJECT," "ESTIMATE," “INTEND,"
“CONTINUE,” OR “BELIEVE,” OR THE NEGATIVES THEREOF OR OTHER VARIATIONS THEREON
OR COMPARABLE TERMINOLOGY. ANY FORWARD-LOOKING STATEMENTS, FORECASTS,
PROJECTIONS, VALUATIONS, OR RESULTS IN THIS REPORT ARE BASED UPON CURRENT
ASSUMPTIONS. CHANGES TO ANY ASSUMPTIONS MAY HAVE A MATERIAL IMPACT ON
FORWARD-LOOKING STATEMENTS, FORECASTS, PROJECTIONS, VALUATIONS, OR RESULTS.
ACTUAL RESULTS MAY THEREFORE BE MATERIALLY DIFFERENT FROM ANY FORECASTS,
PROJECTIONS, VALUATIONS, OR RESULTS IN THIS REPORT.

PERFORMANCE DATA CONTAINED HEREIN REPRESENT PAST PERFORMANCE. PAST
PERFORMANCE IS NO GUARANTEE OF FUTURE RESULTS.
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