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Highlights

• Market sentiment soured earlier this week as ‘reciprocal’ tariffs went into effect. Equities sold off initially, but 
so did Treasuries, with the 10-year Treasury yield up sharply on the week. 

• A decision to ease U.S. tariff measures on most countries targeted last week, while increasing tariffs on China, 
sent markets on a rollercoaster. 

• Inflation came in lower than anticipated in March, with core CPI easing to 2.8% year-on-year from 3.1% previously.
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Another tumultuous week has followed for financial 
markets. On the heels of last week’s announcement 
that the U.S. would implement higher reciprocal tar-
iffs on a number of countries, some appeared to have 
reached out for negotiation, while a few others an-
nounced their own countermeasures. What stood out 
was China’s commensurate retaliation to the 34% ad-
ditional U.S. tariff on Chinese goods. But this was only 
the beginning, with the trade fight escalating through-
out the week. As higher reciprocal tariffs came into ef-
fect, equity markets sold off. Normally when this hap-
pens, Treasuries (considered a safe-haven asset) tend 
to rally. But, in a very concerning move, Treasuries sold 
off too. Yields (which move opposite to bond prices) 
shot higher. The dollar also lost considerable ground 
against a basket of foreign currencies. Before long, the 
White House appeared to extend an olive branch. In 
a surprising move, Pres. Trump announced a 90 day 
pause to last week’s reciprocal tariffs, while also low-
ering the country-specific rate to a universal 10% for 
all targeted countries, except for China. Tariffs on the 
latter were jacked up further. Stock markets rejoiced 
initially, staging a sharp recovery on Wednesday. But 
when it came to yields and the dollar, the weak trends 
described above resumed later in the week (Chart 1). 

Pulling back the lens on the many twists and turns from 
this week’s events, one thing is clear – the U.S. is soft-
ening its tariff stance with most partners targeted last 
week, but is tightening the screws on China. The White 
House has clarified that the tariff increases on China so 
far add up to 145%, while this morning China announced 
it will increase retaliatory tariffs on U.S. goods to 125%. 
If tariffs were to hold at these high levels for a while, a 

large chunk of trade with China would effectively be cut 
off. While China’s economy would undoubtedly take a 
hit, as its $439 billion worth of goods sent to the U.S. 
last year dwindle to something much lower, there will 
be major consequences at home too. Reduced access 
to the Chinese market for U.S. exporters is a first. But 
perhaps a more concerning aspect is the prospect of 
product shortages, along with higher prices for inelastic 
products that can’t be sourced from elsewhere in short 
order. Domestic production cannot fill the void that will 
be left by China over the near-to-medium term. In this 
vein, the trade war will also remap supply chains, with 
the U.S. inclined to seek product substitutes from other 
countries, while Chinese exporters will seek to expand 
in other markets, such as in Europe. 

Apart from leaving a mark on financial markets, trade 
uncertainty is also weighing on consumers and busi-
nesses, with the NFIB small business confidence mea-
sure continuing to trend lower in March. On a more pos-
itive note, producer prices, and inflation as measured 
by CPI, both came in softer than anticipated last month. 
Lower energy prices dragged down total CPI inflation 
(2.4% year-on-year (y/y)), but core inflation also eased, 
cooling to 2.8% y/y from 3.1% previously. Still, consider-
ing the tariffs and the fact that consumers are position-
ing for higher inflation, this trend looks set to reverse 
course soon (Chart 2). This leaves the Fed in a difficult 
position. Minutes from the mid-March FOMC meeting 
suggest that the central bank wasn’t ready to alter its 
course yet, with Fed officials leaning against preemp-
tive rate cuts. While a lot has changed in the last three 
weeks, messaging from Fed officials appears consis-
tent, with several speeches this week driving home the 
point that the bar for rate cuts remains high. 

Tariff Rollercoaster Continues, Trade Fight with China Escalates
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Disclaimer
This report is provided by TD Economics.  It is for informational and educational purposes only as of the date of writing, and may not be appropriate for other purposes.  
The views and opinions expressed may change at any time based on market or other conditions and may not come to pass. This material is not intended to be relied 
upon as investment advice or recommendations, does not constitute a solicitation to buy or sell securities and should not be considered specific legal, investment or 
tax advice.  The report does not provide material information about the business and affairs of TD Bank Group and the members of TD Economics are not spokesper-
sons for TD Bank Group with respect to its business and affairs.  The information contained in this report has been drawn from sources believed to be reliable, but is 
not guaranteed to be accurate or complete.  This report contains economic analysis and views, including about future economic and financial markets performance.  
These are based on certain assumptions and other factors, and are subject to inherent risks and uncertainties.  The actual outcome may be materially different.  The 
Toronto-Dominion Bank and its affiliates and related entities that comprise the TD Bank Group are not liable for any errors or omissions in the information, analysis or 
views contained in this report, or for any loss or damage suffered.
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