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New world re-order: how Trump’s

tariffs will reshape global

supply chains

Despite the global economy being
more prepared for potential supply
chain disruptions than it was in the
run up to, and start of, the first Trump
administration, Trump 2.0 is likely
to present a new set of issues to be
navigated by global corporates.
Given the President’s mercurial
nature — we have already seen, in
just a few days, 25% tariffs levied on
Canadian and Mexican goods, then
abruptly “paused” - there are likely
to be many twists and turn in the
coming months and years. Indeed,
we are currently seeing the ground
being set for the administration’s
relationship with China - 10% US
tariffs have been met with retaliatory
measures on US coal, liquid

natural gas (LNG), and agricultural
machinery. And now we are seeing
the US Postal Service declining to
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accept parcels from China or Hong
Kong amid a row over the so-called
“de minimis” tax loophole.

While the landscape will likely
continue to change often and
rapidly, the President’s rhetoric
—as well as lessons from Trump

1.0 - means that we can draw
inferences as to what some of the
probable effects on multinational
corporations and their supply chains
will be. The good news is that we
view a global trade war as a highly
unlikely worst-case scenario. As
the chart below shows, there are
multiple potential off-ramps before
this scenario is reached and - as
recent weeks have shown in the
cases of Mexico and Canada -
threatened tariffs do not always
translate into concrete action.

Virginie Maisonneuve
ClO of Global Equity

Shao Ping Guan
Senior Portfolio
Manager

Sunil George
Senior Portfolio
Manager

ALLIANZGI.COM



NEW WORLD RE-ORDER: HOW TRUMP'S TARIFFS WILL RESHAPE GLOBAL SUPPLY CHAINS

Possible scenarios on tariff

20 January 2025
(inauguration day
of Trump)
Targeted
Issuance of executive segments/

order on: sectors only?

* 60% tariff on
selected goods/
10% on top of
existing tariff
from China

¢ 10%-20% on the

rest of the world .
Universal
» 25% on Mexico Tariff?

and Canada

Retaliation?

o + During Tradk
Negotiation P e

One side

Upside for US from the loss of

War 1.0, US certain trading partners,
successful. used national Tariff by US / goldilocks in risk sentiments
gnd less tariff security OnFj e that increase volatility
implemented s T retaliation?
GATT!on /
steel and
aluminium Limited retaliation
imports that is Lo / from trading partners
controversial Retaliation? 9P
and leading to
Negotiation retaliatory
failed and actions by EU B.r oc.1d
tariff and China reta.llatlon to
implemented US imports,
thenUS —> Global
reuc.ts _to Trade War
retaliation
measures

1GATT: General Agreement on Tariffs and Trade

Global
considerations

Given Trump’s previous
pronouncements, when the dust
settles, we expect Trump's trade
policy to have the greatest effect
on countries where the US has the
largest trade deficit, including China
and Asia more broadly. In his first
term, we saw targeted tariffs on
certain Chinese materials— notably
on steel and aluminium, but also
on other industrial goods such as,
for example, aircraft parts and
semiconductors. These measures
saw retaliation from China, with
tariffs placed on a range of mainly
consumer goods, including food and
alcohol products.

While these measures had some
effects on the US, Chinese, and
global economies, the overall
consequences were relatively
small and did not prompt any
large-scale disruption to supply
chains or trading arrangements.
Interestingly, during Trump 1.0,
currency moves — i.e. a strong

USD -alleviated a sizeable part of
the impact. One of the risks this time
around is the possible escalation
of tariffs globally, as the US is now

viewing all its trading partners as
potential targets. Indeed, alongside
disruption to trade flows, we also
expect that new tariff measures

will impact cross-border direct
investment flows as manufacturers
strive to direct investment towards
destinations — in Asia and beyond
—that will be least affected by
Trump’s protectionist measures. This
may, in fact, have a positive impact
on economies on the receiving end
— for example, since the first wave
of tariffs, India and Vietnam have
benefited from the redesign of the
global supply chain.

Turning to the domestic situation

in the US, the imposition of new
tariffs on imports and the extension
of the 2017 Tax Cuts and Jobs

Acts — commonly referred to as the
“Trump tax cuts” — are both likely
to be inflationary and cause US
government debt as a percentage
of GPD to rise significantly. Indeed,
we are already seeing the yields

of long-duration US treasuries
rising to reflect updated inflation
expectations, as well as an
additional risk premium based on a
deteriorated discal outlook. While
these measures may potentially be
domestically pro-growth, they are

also leading market participants to
scale back their expectations

in terms of Fed rate cuts for the
coming year.

Looking at domestic US corporates,
companies that have a combination
of low gross margin, high COGS (cost
of goods sold) exposure to China, and
limited pricing power will be worst
hit by tariffs. These could include
major hardware manufacturers of
both servers and PC products. Many
of these companies have already
diversified their supply chains and
might feel better prepared, but they
could still suffer depending on how
the tariff situation plays out. In the
most extreme scendarios, some may
be forced to move production into
the US.

In Europe, we see the automotive
sector as being at the highest risk
from potential tariffs. For example,
Porsche AG has no US production,
but has over 25% of its sales in North
America. While some European car
producers do have manufacturing
capacities in the US, there is still a
great deal of trade flow between
the continents in terms of parts and
components, which would be at risk
of disruption.
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The Asian supply
chain

While the reality since
inauguration has not matched
the rhetoric — we have so far only
seen an additional 10% blanket
tariff on Chinese goods rather than
the suggested 60% — markets are
prepared for a more significant
trade war, with the expectation that
harsher measures are to come. And
we are already seeing the situation
escalate — China has responded with
its own targeted tariffs, and postal
rules governing shipments to the
US appears to be latest front in this
back-and-forward. However, despite
the uncertainty, looking back at the
effects of the Trump 1.0 tariffs still
gives us some idea what to expect.
For instance, we saw some Chinese
producers increase production in
locations such as Mexico, Thailand,
and Poland, in order to avoid US
import duties.

This time round, it is perhaps too
early to point to specific expected
measures, especially as the situation
in Washington is still rapidly

developing and changing on a

daily basis; however, it is clear that
any sustained imposition of new
tariffs on Chinese goods will lead to
the manufacturers of these goods
seeking to broaden their supply and
manufacturing bases in order to avoid
potential additional costs.

Indeed, the China+1 theme will
intensify under Trump 2.0, with Asian
firms already looking towards new
capacity expansion in locations such
as Vietnam, Indonesia, Malaysia,

and Thailand. Indeed, we are already
seeing booming semiconductor
sectors in areas such as Penang,
Malaysia, and this is leading to the
development of local supply chains to
support these multinationals, creating
attractive investment opportunities in
the process. Moreover, many forward-
thinking local manufacturers have
already made plans to mitigate risks
under Trump 2.0, by securing land and
government approvals to relocate
their production.

Turning to the region’s other economic
behemoth, India’s net exports to the
US represent a negligible part of its

economy - less than one percent of
GDP. While this has historically been
considered a weakness in the Indian
economy, Trump 1.0 turned this into an
advantage as India became a neutral
ground for many corporates to do
business, driven by China+1 tailwinds.
In the time since the first Trump
administration, technological evolution
in India has means the cost differential
with China has narrowed, while COVID
led many Indian companies, across
sectors, to try to localize key parts of
their supply chains.

These developments mean that India
is now well positioned to potentially
become an even bigger beneficiary of
Trump 2.0. And while there are risks
in terms of India’s service exports

to the US, many Indian firms have
taken efforts to hedge these risks. For
example, while the largest Indian IT
providers previously had around 30%
of their payroll in the US, this is now
around 60% for the key players.

Finally, a word on Taiwan. Taiwanese
exports to the US around the time

of Trump 1.0 represented around
13% of its total, while this has now
risen to around 23%, and Taiwan

now has one of the largest trade
deficits with the US - sixth in the
world, last year, ahead of Japan and
Korea - and this continues to grow
quickly. These factors mean that
Taiwan may indeed become a target
of trade sanctions from the US. Given
that exports constitute around 60%
of Taiwanese GDP - and around a
quarter of these exports go to the

US - Taiwan will almost certainly be
negatively affected by any potential
trade war, though we currently very
much view this is a tail risk scenario.
However, a situation where tariffs are
threatened in order to achieve some
other goal — as we recently saw in the
case of Colombia and the acceptance
of returning migrants — cannot be
ruled out.
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Investor implications

Trump 2.0 will drive the global
supply chain realignment that
has been apparent since the first
administration, and accelerated
by both COVID and the Russian
attack on Ukraine. Higher levels
of automation at lower costs are
driving corporates’ abilities to “on
shore”, contributing to both what
we have called Digital Darwinism
- an intensification of competitive
forces via the technological divide
— and the emergence of rival tech
hemispheres on either side of

the Pacific.

The current animation around
tariffs will certainly cause market
volatility, and it will take some time
for the dust to settle before we can
understand specifically, company
by company, how revenues and
margins will be affected. Companies
with significant manufacturing
bases in the US will likely gain
some competitive advantages, and
we may see tariffs encouraging
greater foreign direct investment to
compensate for cost increases.

For investors, it will remain
important to think about the sources
of resiliency in portfolios — not

only from geographic and sector
perspectives, but also in terms of
innovation and overall competitive
advantage. For instance, as the
recent example of DeepSeek R1 has
shown us, trade restrictions can drive
resolve from the parties targeted,
leading to great productivity and
innovation. It will thus certainly take
some time before the real winners
and losers of the current round of
trade turbulence can be identified.

Investing involves risk. The value of an investment and the income from it will fluctuate and investors may not get back the principal
invested. Past performance is not indicative of future performance. This is a marketing communication. It is for informational purposes only.
This document does not constitute investment advice or a recommendation to buy, sell or hold any security and shall not be deemed an
offer to sell or a solicitation of an offer to buy any security.

The views and opinions expressed herein, which are subject to change without notice, are those of the issuer or its affiliated companies at

the time of publication. Certain data used are derived from various sources believed to be reliable, but the accuracy or completeness of the
data is not guaranteed and no liability is assumed for any direct or consequential losses arising from their use. The duplication, publication,
extraction or transmission of the contents, irrespective of the form, is not permitted. This material has not been reviewed by any regulatory
authorities. In mainland Ching, it is for Qualified Domestic Institutional Investors scheme pursuant to applicable rules and regulations and
is for information purpose only. This document does not constitute a public offer by virtue of Act Number 26.831 of the Argentine Republic
and General Resolution No. 622/2013 of the NSC. This communication’s sole purpose is to inform and does not under any circumstance
constitute promotion or publicity of Allianz Global Investors products and/or services in Colombia or to Colombian residents pursuant to
part 4 of Decree 2555 of 2010. This communication does not in any way aim to directly or indirectly initiate the purchase of a product or the
provision of a service offered by Allianz Global Investors. Via reception of this document, each resident in Colombia acknowledges and
accepts to have contacted Allianz Global Investors via their own initiative and that the communication under no circumstances does not
arise from any promotional or marketing activities carried out by Allianz Global Investors. Colombian residents accept that accessing any
type of social network page of Allianz Global Investors is done under their own responsibility and initiative and are aware that they may
access specific information on the products and services of Allianz Global Investors. This communication is strictly private and confidential
and may not be reproduced, except for the case of explicit permission by Allianz Global Investors. This communication does not constitute
a public offer of securities in Colombia pursuant to the public offer regulation set forth in Decree 2555 of 2010. This communication and
the information provided herein should not be considered a solicitation or an offer by Allianz Global Investors or its affiliates to provide
any financial products in Brazil, Panama, Peru, and Uruguay. In Australia, this material is presented by Allianz Global Investors Asia Pacific
Limited (“AllianzGl AP") and is intended for the use of investment consultants and other institutional /professional investors only, and is

not directed to the public or individual retail investors. AllianzGl AP is not licensed to provide financial services to retail clients in Australia.
AllianzGl AP is exempt from the requirement to hold an Australian Foreign Financial Service License under the Corporations Act 2001
(Cth) pursuant to ASIC Class Order (CO 03/1103) with respect to the provision of financial services to wholesale clients only. AllianzGI AP is
licensed and regulated by Hong Kong Securities and Futures Commission under Hong Kong laws, which differ from Australian laws.

This document is being distributed by the following Allianz Global Investors companies: Allianz Global Investors GmbH, an investment
company in Germany, authorized by the German Bundesanstalt flr Finanzdienstleistungsaufsicht (BaFin); Allianz Global Investors
(Schweiz) AG; Allianz Global Investors UK Limited, authorized and regulated by the Financial Conduct Authority; in HK, by Allianz Global
Investors Asia Pacific Ltd., licensed by the Hong Kong Securities and Futures Commission; in Singapore, by Allianz Global Investors
Singapore Ltd., regulated by the Monetary Authority of Singapore [Company Registration No. 199907169Z]; in Japan, by Allianz Global
Investors Japan Co., Ltd., registered in Japan as a Financial Instruments Business Operator [Registered No. The Director of Kanto Local
Finance Bureau (Financial Instruments Business Operator), No. 424], Member of Japan Investment Advisers Association, the Investment
Trust Association, Japan and Type Il Financial Instruments Firms Association; in Taiwan, by Allianz Global Investors Taiwan Ltd., licensed by
Financial Supervisory Commission in Taiwan; and in Indonesia, by PT. Allianz Global Investors Asset Management Indonesia licensed by
Indonesia Financial Services Authority (OJK).

February 2025 LDS-250042

ADM-4225889



