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Is Trump's trade war just a negotiation tactic?

Donald Trump's second term as US President has sparked a new round of trade tensions as
he pushes for a fairer trade deal. China, Mexico, and Canada are the first three targets for
tariff increases announced by the US. However, the decision for Mexico and Canada was later
delayed by 30 days after they reached a border control agreement. The EU, along with Asian
economies like Thailand, are also at risk from US tariffs.

However, US tariff hikes would also impact the US economy, primarily through rising prices,
especially for goods the US heavily depends on, such as Canada's oil and Mexico's automotive
exports. As a result, the US is likely to proceed cautiously and avoid raising tariffs to extreme
levels. Ultimately, tariffs may simply serve as a negotiation tool. It's also important to
remember that one of the reasons Trump won the election was the high cost of living
Americans faced, meaning one thing he wants to avoid is high inflation.
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Trump 2.0 ushers in a new phase of the trade war, sparking a 'golden age' for the US.

Donald Trump's second term as US President has sparked a new round of trade tensions as he
pushes for a fairer trade deal in the wake of massive annual trade deficits exceeding USD 1 trillion
(around 4% of GDP). He also aims to bring jobs and manufacturing back to the US. The key strategy
is increasing tariffs on imported goods. Trump proposed a 60% tariff on China, 25% on Mexico
and Canada, and 10-20% on other trade partners in his campaign. This move raises concerns and
risks for countries heavily dependent on US trade, particularly Mexico and Canada, where exports
to the US account for 26% and 21% of GDP, respectively—giving the US significant negotiating
power. For Thailand, exports to the US represent around 9% of GDP, a noteworthy share (Figure
1, left).

Indeed, the US has focused its trade attention on countries with significant trade deficits, with
China topping the list, followed by Mexico. Canada ranks fifth (Figure 1, right). These three
countries were the first targets for tariff increases announced by the US in late January, set to
take effect on February 4. However, the decision was later delayed by 30 days for Mexico and
Canada after they reached a border control agreement. This delay eased some market fears,
suggesting that this new trade war phase may simply be a negotiation tactic by Trump to secure a
fairer trade deal, with the tariff hikes potentially not as severe as initially threatened during his
campaign.

Other countries at risk from US tariffs include the EU, which Trump has stated will 'definitely’
face tariffs, and Asian economies like Thailand, which are highly dependent on the US.
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Figure 1: US and trade partners
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Source: Trademap, Trading Economics, and KBank; data are based on 2023.

Mexico and Canada would be hardest hit by Trump's tariffs, with the US also impacted,
especially in the automotive sector.

As mentioned earlier, US tariffs will severely affect Mexico and Canada due to their proximity
and the USMCA trade agreement.

A closer look at the top ten export categories (Figure 2) reveals that both countries are highly
dependent on the US, with over 50% of their total exports going there. Of particular economic
significance are Canada's oil, automotive, and electronics sectors and Mexico's automotive,
electrical appliances, and electronics sectors, which have high economic value for both countries
(Figure 3).
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The US will also be impacted, as it relies heavily on both Canada and Mexico for some
categories (Figure 2), such as oil, wood, and aluminum from Canada, and edible vegetables,
beverages, and automotive products from Mexico. Raising tariffs would increase prices in these
sectors, adding inflationary pressure and making Fed rate cuts more challenging. Notably, the
US depends on both countries for nearly 50% of automotive parts, mostly for US-brand cars
(Figure 4), so higher tariffs could disrupt the US auto industry.

Figure 2: Trade between US and Canada, Mexico
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Figure 3: Top ten goods Canada and Mexico exports to the US The impact on China and the EU will be less than on Mexico and Canada
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The impact on the Thai economy is not negligible
Figure 5: Trade between US and China, EU
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Figure 8: Top ten goods Thailand exports to the US
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Source: Trademap, Trading Economics, and KBank; data are based on 2023

US tariffs may be a negotiation tool

"The study above shows that US tariff hikes would also impact the US economy, primarily
through rising prices of goods. As a result, the US is likely to proceed cautiously and avoid raising
tariffs to extreme levels, such as the 60% on China that Trump threatened during his campaign.
Moreover, the US may selectively target products for higher tariffs, as seen in the first trade war,
where tariffs were raised on goods less critical to the US and consumer goods were largely spared
(Figure 9).

The US is currently investigating its trade partners and whether China has adhered to the Phase
1 trade deal. The report is expected to be sent to President Trump by April 1, after which the
tariff path should become clearer.
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However, in the end, tariffs may serve as a negotiation tool, consistent with Trump's business
style. We must also remember that one of the reasons Trump won the election was the high cost
of living Americans experienced under Biden's administration. Therefore, one thing Trump likely
wants to avoid is high inflation.

Figure 9: US avoids incrase tariffs on goods highly depend on China during the first trade war
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Disclaimer

"This document is intended to provide material information relating to investment or product in discussion, presentation or seminar only. It does not represent or constitute an advice, offer, recommendation or
solicitation by KBank and should not be relied on as such. In preparation of this document, KASIKORNBANK Public Company Limited ("KBank") has made assumptions on the financial and other information from public
sources, and KBank makes no warranty of the accuracy and/or completeness of the information described herein.

In the case of derivative products, where the recipient of the information (the "Recipient") provides incomplete or inaccurate information to KBank, KBank may not be capable of delivering information relating to
investment or derivative products in conformity with the genuine need of the Recipient. The Recipient also acknowledges and understands that the information provided by KBank does not indicate the expected profit,
yield or positive return in the future. Furthermore the Recipient acknowledges that such investment involves a high degree of risk as the market conditions are unpredictable and there may be inadequate regulations and
safeguards for the Recipient.

Before making your own independent decision to invest or enter into transaction, the Recipient must review information relating to services or products of KBank including economic and market situation and other
factors pertaining to the transaction as posted in KBank's website at URL https://www.kasikornbank.com and/or in other websites including all other information, documents prepared by other institutions and consult
with your financial, legal or tax advisors before making any investment decision. The Recipient understands and acknowledges that the investment or transaction hereunder is the low liquidity transaction and KBank shall
not be responsible for any loss or damage arising from such investment or any transaction made by the Recipient. The Recipient including its employee, officer or other person who receives information from this document
or its copy on the behalf of Recipient, represent and agree not to make any copy, reproduce or distribute any information hereunder whether in whole or in part to any other person and shall keep confidential of all
information contained therein.The Recipient acknowledges that there may be conflict of interest under the KBank's services, whether directly or indirectly and should further consider the character, risk and investment
return of each product by reading details from relevant documents provided by KBank and the Recipient shall review KBank Foreign Exchange Disclosure at https://www.kasikornbank.com/th/business/derivative-
investments/Documents/KASIKORNBANK-Foreign-Exchange-Disclosure.pdf

Where there is any inquiry, the Recipient may seek further information from KBank or in case of making complaint, the Recipient can contact KBank at (662) 888-8822."
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