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The Great Trade War of 2025

Invoking emergency powers due to the stated “threat posed
by illegal aliens and drugs,”" President Trump implemented

a 10% tariff on imports from China, a 25% tariff on imports
from Mexico,? and - perhaps most surprisingly - a 25% tariff
on imports from Canada (except for Canadian energy imports
that receive a 10% tariff). These tariffs, effective February 4th,
are sending shockwaves through financial markets both in
North America and around the globe. In his press conference
on January 31t announcing the tariffs, President Trump first
referenced the drug crisis and then stated, “and number two,
we have big deficits.”? He went on to affirm that tariffs on
steel, aluminum, semiconductors, and pharmaceuticals are
coming globally and that tariffs are “absolutely” coming for
the European Union (EU) and that action directed at the EU will
be “very substantial”.

In retaliation to U.S. tariffs, Canada announced 25% tariffs on
(C$30 billion worth of imports from the U.S. also starting on
February 4th, and then on another C$125 billion of imports
starting 21 days later, with tariffs on the latter group of
goods subject to public comments prior to implementation.*
Mexico’s president has also vowed retaliation, but without
immediate details. China’s government indicated that it
would take unspecified “countermeasures,” but we believe
that China is likely to let Canada and Mexico take the lead
in retaliation while it strategizes for an eventual larger trade
negotiation with the U.S.
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What is at hand, what is achievable, and at what cost?

In President Trump’s economic agenda, tariffs are a primary
tool to bring manufacturing jobs to the U.S., reduce trade
deficits, fill government coffers, and, yes, enhance border
security. The relevance of this broader context for tariffs,
beyond the President’s stated border security emergency, is
exemplified by the fact that Canada was dealt essentially the
same treatment as Mexico despite Canada recently enacting
a large package to address border security and our shared
border representing only a tiny fraction of the illegal border
crossing and drug problem. The multifaceted functions of
tariffs for the Trump administration imply that there is likely
no immediate deal to make these tariffs completely go away.

All of President Trump’s stated aims are, to some degree,
achievable. The costs of the Trade War, however, are
potentially substantial - rising inflation, supply chain
disruption, growth slowdown, and rising unemployment.
For context, while inflation may not run away to the upside
it could easily rise above a 3% annual run rate by mid-
year, though would likely cool back down in 2026. Our BMO
Economics team has lowered its baseline U.S. GDP growth
forecast for 2025 from 2.4% to 2.1%. Ultimately, we believe
that the slowdown is unlikely to stumble into a recession.

"White House Fact Sheet,_https://www.whitehouse.qgov/fact-sheets/2025/02 /fact-sheet-president-donald-j-trump-imposes-tariffs-on-imports-from-canada-mexico-and-china

2Following a February 3rd morning phone call between President Trump and Mexico President Sheinbaum that included promised actions taken by Mexico to secure the border, the tariffs on

Mexico are now set to be delayed by one month.

* https://www.rev.com/transcripts/trump-adresses-upcoming-tariffs

“https://www.canada.ca/en/department-finance/news/2025/02 /canada-announces-155b-tariff-package-in-response-to-unjustified-us-tariffs.html

° https://www.reuters.com/world/china/china-denounces-trump-tariff-fentanyl-is-americas-problem-2025-02-02
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Dealmaking - President Trump’'s number one objective - should
eventually limit the risk, but uncertainty about the duration of
the Trade War and whether more “fronts” (EU, semiconductors,
etc.) open while current ones are raging add to the risk. We
believe that the path forward entails negotiation and that the
collective incentives to come to the table will become more
acute in the coming weeks. While there is some speculation
that President Trump’s use of the International Emergency
Economic Powers Act (IEEPA) to impose tariffs will face legal
challenges, we doubt those challenges will stand.® According
to the Brookings Institute, “executive branch tariffs are
statutorily excluded from most checks and balances” and
Congressional reforms to restore oversight in trade policy
“have gained little traction.”

Risks vs opportunities and investor positioning

In the short-term, risks are clearly heightened. Major global
stock markets are falling to begin the week by anywhere

from 1% to 3% after digesting these weekend developments.
Positive momentum will be difficult to sustain until either a
favorable turn on tariffs has occurred or more time has passed.
The initial impact on long-term interest rates is relatively
muted, and the 10-year Treasury yield remains near the middle
of our fair value range of 4.25% to 4.75%. This long-term
interest rate stability reflects the tension between somewhat
higher inflationary pressures from tariffs being offset by lower
growth expectations that the market is now pricing in.

Opportunities may very well arise, but for clients with

money on the sidelines we recommend taking a patient and
measured approach to putting cash to work. The potential
severity of the economic disruption will quickly become
apparent, and this is only Round 1 of a Trade War, with perhaps
the most severe action being reserved for the EU. So, being
patient and opportunistic over the course of a few months is
more advisable.

Our recommended positioning is overweight U.S. equities
based in part on healthy fundamentals of consumers and
corporations. In our 2025 Annual Outlook,® we discuss that our
base case is higher volatility in the first half of 2025 precisely
due to disruptions such as tariffs. For the full year, however,
the bigger driver of the economy and markets should be
productivity growth, which both moderates inflation and
raises corporate profits. Those trends look squarely on track,
and recent Al news points to less expensive and more rapid
adoption of these technologies. President Trump has an affinity
for striking deals after walking all parties to the edge - it's
risky, to be sure, but he also cares deeply about the economy
and markets, and we don't believe he is inclined to go over
that edge either.

¢|EEPA has been previously used to sanction, although not tariff, other countries. IEEPA’s predecessor statute, however, the Trading with the Enemy Act of 1917 was used by President
Nixon to impose tariffs, and the courts generally give the President broad latitude regarding what constitutes a national security emergency.

7 https://brookings.edu/articles/why-does-the-executive-branch-have-so-much-power-over-tariffs

& https://brookings.edu/articles/trump-could-impose-tariffs-on-day-one-with-few-checks-on-that-power,

?https://uswealth.bmo.com/insights/2025-outlook-the-name-of-the-game,
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Disclosure

This is not intended to serve as a complete analysis of every material fact regarding
any company, industry or security. The opinions expressed here reflect our judgment
at this date and are subject to change. Information has been obtained from sources
we consider to be reliable, but we cannot guarantee the accuracy. This publication is
prepared for general information only. This material does not constitute investment
advice and is not intended as an endorsement of any specific investment. It does not
have regard to the specific investment objectives, financial situation and the particular
needs of any specific person who may receive this report. Investors should seek advice
regarding the appropriateness of investing in any securities or investment strategies
discussed or recommended in this report and should understand that statements
regarding future prospects may not be realized. Investment involves risk. Market
conditions and trends will fluctuate. The value of an investment as well as income
associated with investments may rise or fall. Accordingly, investors may receive back
less than originally invested. It is not possible to invest directly in an index.

Past performance is not indicative of future results. International investing, especially
in emerging markets, involves special risks, such as currency exchange and price
fluctuations, as well as political and economic risks. There are risks involved with
investing in small cap companies, including price fluctuations and lower liquidity.
Commodities may be subject to greater volatility than investments in traditional
securities and pose special risks. Investments in commodities may be affected by
overall market movements, changes in interest rates, and other factors such as
weather, disease, embargoes, and international economic and political developments.

Forward-looking statements in this presentation involve risks, uncertainties and other
factors that may cause actual performance to differ materially from the projections and
opinions contained in the presentation. Do not place undue reliance on these forward-
looking statements, which reflect our opinions only as of the date of the presentation.
The words “may,” “could,” “should,” “would,” “suspect,” “believe,” “expect,” “intend,”
“forecast,” and similar expressions identify forward- looking statements. Forward-
looking statements are not guarantees of future performance or events. Forward-
looking statements involve risks and uncertainties about general economic factors. It
is possible that predictions, projections and other forward-looking statements will not
be achieved. General factors that could cause our predications or projections to change
include general economic, political and market factors; interest and foreign exchange
rates; global equity and capital markets; commodities markets; business competition;
technological changes; changes in laws and regulations; judicial or regulatory
judgments; legal proceedings; and catastrophic events.

",

“BMO Wealth Management” is a brand delivering investment management services,
trust, deposit and loan products and services through BMO Bank N.A., a national bank
with trust powers; family office services and investment advisory services through
BMO Family Office, LLC, an SEC-registered investment adviser; investment advisory
services through Stoker Ostler Wealth Advisors, Inc., an SEC-registered investment
adviser; and trust and investment management services through BMO Delaware
Trust Company, a Delaware limited purpose trust company. These entities are all
affiliates and owned by BMO Financial Corp., a wholly owned subsidiary of the Bank
of Montreal. BMO Delaware Trust Company operates only in Delaware, does not
offer depository, financing or other banking products, and is not FDIC insured. Not

all products and services are available in every state and/or location. Family Office
Services are not fiduciary services and are not subject to the Investment Advisers Act
of 1940 or the rules promulgated thereunder. Investment products and services are:
NOT A DEPOSIT - NOT INSURED BY THE FDIC OR ANY FEDERAL GOVERNMENT AGENCY
- NOT GUARANTEED BY ANY BANK - MAY LOSE VALUE. Capital Advisory Services are
offered by a division of BMO Bank N.A. Member FDIC Equal Housing Lender NMLS
#401052

BMO Bank N.A. and its affiliates do not provide legal advice or tax advice to clients.
You should review your particular circumstances with your independent legal and tax
advisors.

“BMO” refers to BMO Financial Group, a diversified financial services organization and
a trade name used by Bank of Montreal, its subsidiaries and affiliates including BMO
Bank N.A. in the United States.

Banking products are subject to approval and are provided in the United States by BMO
Bank N.A. Member FDIC

This report contains our opinion as of the date of the report. It is for general
information purposes only and is not intended to predict or guarantee the future
performance of any investment, investment manager, market sector, or the markets
generally. We will not update this report or advise you if there is any change in this
report or our opinion. The information, ratings, and opinions in this report are based on
numerous sources believed to be reliable, such as investment managers, custodians,
mutual fund companies, and third-party data and service providers. We do not
represent or warrant that the report is accurate or complete.

Any discussions of specific securities, investment managers, or strategies are for
informational purposes only and should not be considered investment advice. The
report does not constitute an offer to sell or a solicitation to buy any security or
investment product. Any offer to sell or solicitation to buy an interest in any private
security, investment product or fund may only be made by receiving a confidential
private offering memorandum, prospectus, investment advisory agreement or similar
documents from the investment manager, which describes the material terms and
various considerations and risks relating to such security, investment product or fund.

This report is not intended to be a client-specific suitability analysis or
recommendation, an offer to participate in any investment, a recommendation to buy,
hold or sell securities, or a recommendation of any investment manager or investment
strategy. Do not use this report as the sole basis for your investment decisions. Do

not select an asset class, investment product, or investment manager based on
performance alone. Consider all relevant information, including your existing portfolio,
investment objectives, risk tolerance, liquidity needs and investment time horizon.

Our affiliates may provide oral or written statements that contradict this report.

These same persons may make investment decisions that are inconsistent with this
report. We and our affiliates will from time to time have long or short positions in,

act as principal in, and buy or sell, the securities referred to in this report. We and our
affiliates may have positions in the securities mentioned that are inconsistent with the
views expressed by this report.

We are not licensed or registered with any financial services’ requlatory authority
outside of the United States. Non-U.S. residents who maintain U.S.-based financial
services accounts with us may not be afforded certain protections conferred

by legislation and regulations in their country of residence with respect to any
investments, investment solicitations, investment transactions or communications
made with us.

You may not copy this report or distribute or disclose the information contained in the
report to any third party, except with our express written consent or as required by law
or any requlatory authority.

Corporate Office: 320 S. Canal Street, Floor 12, Chicago, IL 60606
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