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Trump’s new tariff walls - what do they

mean for the US banking sector?
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The tariffs recently imposed by US President Donald Trump have disrupted the global trade
order. His 10% baseline tariff on all imports has sparked fears of a global trade war, as some
countries are looking to reciprocate. The situation has triggered fear of a global recession
and a slowdown in consumer and business spending. While the tariffs do not target banks
directly, the ripple effect is enough to move the US banking sector. As the banking sector is
tied closely to the macroeconomic environment, a decline in spending would adversely
impact the sector’s profitability, loan growth and its credit quality.

What isan import tariff?

An import tariff is a tax charged and collected by a government on the goods imported to the
country. Tariffs are generally imposed by a government to protect the country’s industries, as
tariffs make locally produced goods more competitive. Tariffs impact both consumers and
businesses, leading to higher costs of production. Therefore, tariffs are a significant factor in
international trade and, thus, can be a reason for conflict between nations.

Tariffslist

A minimum 10% tariff has been applied to all imports to the US from 5 April 2025. The
countries hardest hit by the tariffs are China, Vietnam, Cambodia, Bangladesh, South Korea,
Taiwan, India, Switzerland, Japan, Thailand and Malaysia. The following table lists all the
new tariffs on the countries and their share of US imports. The top seven countries
accounting for over 50% of US imports are the EU, China, Japan, Vietnam, South Korea,
Taiwan and India. A tariff of 145% was imposed on China as a direct response to China’s
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export controls on critical raw materials and its retaliatory tariffs targeting American
exports. Furthermore, President Trump, on 9 April 2025 announced a 90-day pause on
reciprocal tariffs for all nations, except for China. However, a baseline tariff of 10% remains
in place for all countries.

The US and China later agreed to reduce tariffs, easing some of the pressure on global supply
chains. The US has agreed to lower tariffs from 145% to 30%, while China’s retaliatory tariffs
on US goods will drop to 10% from 125%, through late 2025.

EU

18.5% 20% Switzerland  1.9% 32% Irag <1% 39%
China 13.4% 30% Thailand 1.9% 37% Laos <1% 48%
Japan 45% 24% Malaysia 1.6% 247 Mauritius <1% 40%
Vietnam 4.2% 46% Algeria <1% 30% Myanmar <1% 4h%
South Korea 4.0% 26% Angola <1% 32% Pakistan <1% 30%
Taiwan 3.6% 32% Bangladesh  <1% 37% South Africa  <1% N%
India 2.7% 27% Cambodia <1% 49% Sri Lanka <1% 447
UK 2.0% 10% Indonesia <1% 32% Syria <1% 4%

Source: BEC, Economic Times

Why is Trump using tariffs?

The objective is to encourage US consumers to buy locally manufactured goods, increase the
amount of tax raised and attract significant investment in the country. President Trump
wants to reduce the gap between the value of goods the US buys from other countries and
those it sells to them.

| mpact on US banks

Less consumer spending: Tariffs will raise the cost of imported goods; consumers will,
therefore, have less money to spend on other items, leading to suppressed demand in 2025
for items such as automobiles, housing, electronics and furniture that are often purchased on
loan. Less consumer spending reduces demand for loans, leading to decreased revenue for
banks from interest income. Growth in consumer spending is projected to slow 2025 and
2026, as shown in the graph below.




Figure 2
Consumer spending will possibly see slower growth in 2026
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Reduced business spending: Tariffs will have an adverse impact on the competitiveness of
the firms that rely on imported inputs for their production; about 40% of goods imported to
the US are inputs for domestic production. A slowdown in spending and production could
result in reduced demand for loans from businesses for expansion, investment or working
capital. Since interest income from loans accounts for a major portion of revenue for
commercial banks, a decline in interest income would affect their overall profitability.

Increase in credit costs: A recession would lead to a significant spike in credit costs for
banks, impacting their provisioning and reducing their profitability. During economic
uncertainty, individuals and businesses face difficulty in repaying loans, increasing the risk of
default on loans. To compensate for this risk, banks increase provisions for credit losses; this
ultimately hurts their net profit. In addition, while interest rates may initially fall due to an
economic recession, banks may still increase their interest rates to cover for the increased
risk and potential losses. This could increase the cost of funds or borrowing for banks even as




the interest rate declines, eventually weighing on their profitability.

Pressure on credit quality: Tariffs increase the cost of goods imported by businesses,
affecting their profitability and ability to service their debt, and eventually weakening the
asset quality of banks. The sectors most exposed to the tariffs are manufacturing, logistics,
retail, healthcare, automotive and agriculture, as they rely heavily on the global supply
chains. Banks could see an increase in non-performing loans, especially in these sectors, as
businesses struggle to repay loans due to increased costs and less demand. The US
commercial real estate (CRE) market is sizable and is expected to be the highest-valued CRE
market globally, with a 2.2% annual growth rate. CRE sector is also impacted by tariffs,
principally through increased construction costs and potential changes in supply chains.
While banks are actively creating provisions for credit losses in CRE, the sector is projected
to continue facing pressure in 2025.

Volatility in capital markets: Unpredictability in financial markets propelled by tariff-
related concerns would reduce capital-markets activity, negatively affecting investment-
banking revenue. While volatile markets could lead to higher selloff in US equities, boosting
banks’ trading revenue, mergers and acquisitions - a major source of income for investment
banks - could slow or stop completely.

Following the tariff announcement on 2 April 2025, stock markets across the globe
plummeted, experiencing significant losses. The S&P 500 index crashed by more than 10% in
the two days after the announcement, erasing over USD5tn in market value. The Dow Jones
index also lost over 4,000 points (or 9.5%), losing over USD6.6tn in market value. The
following are the major stock indices that saw record lows as of the close of 7 April 2025:

Mikkei Japan 7.8%
Shanghai Composite shanghai B6.2%
Hang Seng Hong Kong 13.0%
Kospi South Korea h.0%
TAIEX Taiwan 9.7%
The Straits Times Singapore 1.0%
BSE Sensex India 5h.0%
FTSE 100 UK 5.0%
DAX Frankfurt 1.0%
ASX Australia 4.0%

TS Canada 3.8%
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Fall in US banks’ stock prices: Within two days of the announcement of tariffs, billions

were wiped out from US banks, creating mayhem in the US banking sector. Share prices
dropped to multi-month lows on fear of a recession. The following snapshot shows the
movement in share prices of top-tier US banks after the announcement of tariffs on 2 April
2025. The S&P 500 Banks Index fell by more than 7% on 4 April 2025, after having dropped

by 9% the previous day.




4/2/2025 4/3/2025 4/4/2025 4/7/2025

Bank Close($) Close($) Close($) Close($)
Citigroup T.76 63.00 58.10 58.90
% Decline = -12.2% -1.8% 1.4%
Bank of America 41.85 31.2 34.4 35.6
% Decline = -1.0% -15% 3.5%
JP Morgan 2458 228.7 210.3 214.4
% Decline = -1.0% -8.0% 1.9%
Morgan Stanley 119.3 107.9 99.8 100.9
% Decline = -9.6% -1.5% 1.0%
Goldman Sachs 5B3.1 b1.2 470.8 465.5
% Decline = -9.2% -19% -1.1%
Wells Fargo T2.3 Bb.7 61.0 2.2
% Decline = -9.0% -1.2% 2.0%
S&P 500 Banks 468.0 475.8 394.8 402.1
% Decline = -9.0% -1.5% 1.8%
Source: Yahoo Finance
Outlook

The tariffs would result in a challenging operating environment for US banks, increasing
their credit costs and ultimately weighing on their earnings in 2025. The banking sector is
expected to witness pressure on net interest margins this year. As shown below, reserves will
likely continue to build over the year as the uncertainty remains. Net charge-offs would also
remain elevated over the year as businesses struggling with tariffs find it difficult to repay
their loans.




Banks face substantially higher credit costs in 2025(%)
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Investment activity is expected to shrink in 2025, as is demand for loans. The following chart
shows that loan growth is projected to be weaker than growth in deposits in 2025 as the new

tariffs increase operating costs and reduce demand for loans.




Loan growth remaining slow in 2025 in the face of tariffs (%)
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Increasing delinquencies due to increased repayment delays would eventually affect the asset
quality of banks. We expect provisions for credit losses for US banks to increase to 26.5% of
net revenue in 2025, up from 21.1% in 2024 and 20.9% in 2023. On average, banks’
provisions for expenses stood at 14.6% of net revenue from 2013 to 2019.

The following are the projected profitability metrics for the US banking sector from 2025 to
2029.

Bank industry aggregate profitability metrics (%)

2024A 2025P 2026P 2027P 2028P 2029pP
Efficiency ratio 57.06 57.38 55.22 b4.97 5b.32 55.56
Net interest margin 304 3.23 3.38 3.39 3.36 3.35
ROAA 1.12 1.05 1.21 1.31 1.31 1.30
ROAE 11.36 10.35 11.69 12.35 12.18 12.04
YOY earnings growth 8.9 -2.0 19.4 1.8 3.4 3.1

Data compiled April 9, 2025.
A =actusl; P = projected.
Source: S&P Global Market Intelligence

Increasing delinquencies due to increased repayment delays would eventually affect the asset
quality of banks. We expect provisions for credit losses for US banks to increase to 26.5% of
net revenue in 2025, up from 21.1% in 2024 and 20.9% in 2023. On average, banks’




provisions for expenses stood at 14.6% of net revenue from 2013 to 2019.

The following are the projected profitability metrics for the US banking sector from 2025 to
2029.

Risk-mitigation strategies banks can adopt

Diversifying loan portfolios by reducing concentration on sectors dependent on global
supply chains

® Credit managers integrating the impact of tariffs into credit assessments can improve
risk identification and management

* Maintaining strong capital buffers to minimise potential losses arising from market
volatility

* Developing tariff scenarios to evaluate their impact on operations and financial
performance

* Diversifying funding sources to maintain liquidity during stress scenarios.

How Acuity Knowledge Partnerscan help

We provide research, data management, analytics and technology solutions to the global
financial services sector, including asset managers, corporate and investment banks, private
equity and venture capital firms, hedge funds and consulting firms. We support our clients in
a wide range of areas, including M&A, investment research, industry profiling, financial
analysis, thematic research, and macroeconomic and FX research. We also help clients build
databases and provide regular sector coverage. Each output is customised, based on the
client’s requirement. We deploy dedicated teams of experienced analysts at our offshore
delivery centres, ensuring our clients benefit in terms of operational efficiency and cost
optimisation.

Sources:

® Trump tariffs list: See all the tariffs by country



https://www.bbc.com/news/articles/c5ypxnnyg7jo

® US bank stocks sink as Trump'’s tariffs cloud dealmaking, loan demand | Reuters

* Trump’s tariff tactics: How US trade policies could affect global economy - The

Economic Times

®* What are tariffs, how do they work and why is Trump using them?

® Trump tariffs impact on banks: Why have billions been wiped out from banks worldwide
despite Donald Trump’s tariffs not hitting them directly? Here’s the reason, and why a
recession could be looming - The Economic Times

® US tariffs impact economy | Deloitte Insights

®* Trump’s tariffs send markets plummeting

* Trump'’s tariffs unleash the unknown on global markets! Indian stocks bleed, but there’s

a silver lining - top 5 points to note - Times of India

® Global markets in freefall as Trump digs in on tariff ‘medicine’ | Donald Trump | Al

|azeera

® Volatility boosts US trading revenue as investment banking lags; Bank CEOs held talks
over tariff crisis, sources say - The Banker

® Tariffs stand to spoil favorable outlook for US banks | S&P Global

About Acuity Knowledge Partners

Acuity Knowledge Partners is a leading provider of high-value research, analytics and business intelligence to the financial services sector. The
company supports over 650+ financial institutions and consulting companies through a team of over 6,000+ subject matter experts who work as an

extension of the clients’ teams based out of various global delivery centres.
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We empower our clients to drive revenues higher. We innovate using our proprietary technology and automation solutions. We enable our clients to

transform their operating model and cost base.
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