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July 9 unlikely to turn into a ‘Liberation Day 2.0’

o We expect possible tariff increases on July 9 to remain smaller in scale compared
to the salvo announced on April 1% ‘Liberation Day’.

e US could strike preliminary deals with trading partners to buy time for more
thorough negotiations. Treasury Secretary Bessent has appeared ready to
postpone the deadline towards fall for countries negotiating in ‘good faith’.

o Legality of country-specific ‘reciprocal tariffs’ and the unclear outlook for new
sectoral tariffs complicate the negotiations. Stricter stance on limiting re-routing
of trade could mean higher tariffs for especially SEA countries, and cause tariffs
to bite harder on the American consumer.

US administration appears to besettling for mostly ‘agreements in principle’ instead
of comprehensive trade deals as the 9 July deadline looms closer. Despite the earlier
claims for striking 90 deals in 90 days, negotiations will likely extend into early fall.

We expect the US to maintain the 10% universal tariff rate in effect for now. Treasury
Secretary Bessent reiterated that even if countries agreed to postpone the negotiation
deadline, the 10% rate would not be eased. Majority of trading partners will hear their tariff
rate over coming days, and for ‘about 100 countries’, it will be 10% (Reuters).

sources suggested EU diplomats had also accepted the baseline level as
‘unavoidable’. While Trump has not promised any extensions to talks, he has not closed
the door for them either. Bessent signalled that he expects trade talks to get “wrapped up’
by Labor Day (1% of September), which appeared to lay ground for delays.

Reuters’

We do not expect the US to reimpose majority of the country-specific rates announced on
April 1% next week. Some countries, where negotiations have stalled or are progressing
slowly, could face temporary increases as Trump’s negotiation tactic. But as before, tariffs
could again be lowered quickly when the final agreement is struck.

Case-in-point: VVietnam deal

The deal struck with Vietnam this week included higher tariff rates than we had originally
assumed. US will charge 20% tariff on imports from Vietnam, and 40% for transhipments
from other countries. According to OECD’s TiVA database, the foreign value embedded
in Vietnam’s exports has climbed up to 48%. Domestic value added in exports to US
specifically was only 50%, down from 73% in year 2000 (chart 1). Looking at purely
Chinese value added, Vietnam also stands out from other SEA countries (Chart 2).

This suggests the effective tariff rate could be as high as 30% if transshipment is defined
broadly to include foreign value added embedded in exports. We suspect that challenges in
monitoring transshipments and non-compliance could lead to a lower effective rate. In any
case, the rate is lower than the originally threatened ‘reciprocal tariff” (46%) but
significantly above the 10% universal rate that has prevailed since early April. Politico
reported that the countries would continue to work on a final deal which could still include
a lower tariff rate.

Important disclosures and certifications are contained from page 4 of this report.

Chart 1: Around half of Vietnam’s
export value to US is of foreign origin
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Chart 2: Vietnam stands out with high
Chinese value embedded inits
exports, but other SEA countries are
under US scrutiny as well
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Vietnam has been in focus of the US administration not just because it has one of the largest
trade surpluses with the US (behind China, EU and Mexico) but because it has seen one of
the largest increases in its trade surplus since Trump’s 1% term tariffs on China (only behind
Mexico). Trump’s trade advisor and a long-standing China-hawk Peter Navarro has called
Vietnam a ‘colony of China’, as its exports to the US have been closely correlated with its
imports from China (chart 3).

The deal with Vietnam marks a baseline for negotiations with other Southeast Asian
countries. The value of bilateral trade relationships with countries like Thailand or
Philippines is significantly lower than those with economies like the EU or China. But
collectively high tariffs across SEA would limit the room for re-routing trade away from
China (charts 4) — and hence cause tariffs to bite harder than we previously anticipated.

Why are the talks likely to drag out?

What complicates majority of the key talks is not the level of reciprocal tariffs per se, but
rather the unclear outlook for the final mix of country- and product-specific tariffs. The
U.S. Trade Court ruled the country-specific, so called IEEPA-tariffs, illegal back in June.
Fornow, U.S. Courtof Appeals allowed the country-specific tariffs to remain in place, but
U. S. Supreme Court is expected to make a final ruling towards the end of summer, most
likely in August.

Since June, the administration has prepared to shift its focus increasingly towards product-
specific tariffs, like the ones imposed on steel, aluminium and car imports under the
authority of Section 232 of the Trade Expansion Act. But in addition to waiting for clarity
on the legal backdrop, Bessent also flagged section 232 tariffs ‘take longer to implement’
(see FT citing Bloomberg interview). In any case, semiconductors and pharmaceuticals
have widely been expected to be among the next targets for product-specific tariffs.

EU and other trading partners have soughtto carve outexemptions from the various product
tariffs, similar to the preferential treatment British cars got as part of the US-UK trade deal
announced in May. But the hazy outlook and, in the EU’s case, internal disagreements over
priorities (see Politico), complicate the negotiations. Hence, extending the negotiation
window with a preliminary agreement that blocks the reciprocal rates from coming back
into effect on July 9 appears likely.

Which countries are at the highest risk?

As mentioned, the deal struck with Vietnam suggests other Southeast Asian countries face
higher risk of being hit with additional tariffs. Among SEA countries, Thailand holds the
largest trade surplus with the US behind Vietnam, followed by Malaysia and Indonesia.
Talks between the US and Japan have reportedly stalled, as Japan has not signalled
willingness to open its market for rice imports from the US. and US has not promised to
reduce the level of tariffs on Japanese cars (according to FT sources).

Talks appear to progress more smoothly with India, as Bessent said earlier that the two
countries are ‘very close’ to a deal. Reuters sources reported that disagreements remain
over agricultural products, butthat the Indian delegation remains in Washington to continue
the talks.

How has the economy reacted so far?

At the time of writing, the current set of tariffs consists of the 10% universal tariff, 50%
tariff on steel and aluminium imports, 25% tariff on car imports, around 40% tariff on China
(of which 30% reflect new 2025 tariffs) and 25% tariff on imports from Canada and Mexico
(with some exemptions). Including the effective 30% rate on Vietnam, the average trade-
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Chart 3: Limiting the re-routing of
trade from China via SEA would make
tariffs bite significantly harder
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Chart 4: Trade flows adjusted after
Trump’s 1stterm tariffs, and the move
accelerated after Liberation Day
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Chart 5: Evenif sharpest ‘reciprocal
tariffs’ are averted, tariffs remain at
multi-decade high levels
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weighted tariff rate on all U.S. imports hovers around 16% (chart 5). For context,
reinstating the 145% tariff on China and all ‘reciprocal’ tariffs threatened on ‘Liberation
day’ would lift the rate to around 34%, while removing the universal tariff and all country-
specific tariffs would take the rate down to around 7%. We discussed the range of different
economic outcomes in our recent scenario report: Navigating the Uncertainty - Trade and
foreign policy scenarios for a turbulent autumn, 26 June.

US import volumes recovered after April, and the overall trade deficit widened again in
May after the preliminary US-China trade deal, as opportunistic firms took advantage of
the at least temporarily lowered tariffs. This was also evident in tariff revenues collected
for imports in May, which increased despite the average tariff rate declining (chart 6).
Freight rates ticked temporarily higher (chart 7) as firms began front-loading imports again,
and manufacturing PMI subindices reflecting stockbuilding shifted higher.

As such, preparation for the upcoming tariff announcements and the risk of higher rates
might have distorted economic data higher over past couple of months, both for the US and
its trading partners. For the time being, US importers have appeared to absorb most of the
tariff costs, as increases in consumer prices have fallen short of expectations. For the time
being, this has not lead to broad-based needs to reduce other costs, as the overall number
of layoffs has remained low. Looking ahead though, we expect inflation of food and goods
to increase towards the second half of this year, labour market to cool and private
consumption growth to slow. Furthermore, the prolonging trade negotiations also extend
the period of uncertainty, which constraints firms” appetite for investments.
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Chart 6: Tariffrevenue continues to
increase
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Chart 7: Demand for freight shifting
rapidly
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Disclosure and disclaimer

The followingdisclaimer and disclosure apply to all communication as such, though for the parts that refer to the
term “investment recommendation”, the disclaimer and disclosure are only applicable as far as the communication
falls under the definition in Regulation (EU)N0596/2014. This communication has been prepared by personnel in
the LC&I Sales & Trading departments or non-independent Research departments of Danske Bank A/S. The views
set forward in this communication may differ from views or opinions in other departments of Danske Bank A/S. It
constitutes a short-term view and is subject to change and Danske Bank A/S does not undertake to notify any
recipient of this communication of any such change. Details of the producer’s previous investment
recommendations on the relevant financial instrument and all previous investment recommendations made in the
past 12 months by the producer will be available upon request.

LC&I’s Sales & Trading departments’ or non-independent Research departments’ personnel are not independent
research analysts, and this communication isnotintended to constitute “investment research” as that term is defined
by applicable regulations. This communication has as such not been prepared in accordance with the legal
requirements designed to promote the independence of investment research and isnot subject to any prohibition on
dealingahead of the dissemination of the communication. The personnel in LC&I’s Sales & Trading departments
or non-independent Research departments may be remunerated based on investment banking revenues. Danske
Bank A/S may hold a position or act as market maker in any financial instrument discussed herein. Prices and
availability are indicative and may change without notice.

This communication is provided for informational purposes only and should not be considered investment, legal or
tax advice. It does not constitute or form part of, and shall under no circumstances be considered as, an offer to sell
orasolicitation of an offer to purchase or sell any relevantfinancial instruments. Danske Bank A/S isnot acting as
an advisor, fiduciary or agent. Recipients of this communication should obtainadvice based ontheir own individua
circumstances from their own tax, financial, legal and other advisors about the risks and merits of any transaction
before making an investment decision, and only make such decisionson the basis of the investor's own objectives,
experience and resources.

This communication has been prepared independently and solely on the basisof available information that Danske
Bank A/S considers to be reliable, but Danske Bank A/S has not independently verified the contents hereof. While
reasonablecare has been taken to ensurethatits contentsarenotuntrueormisleading,no representation orwarranty,
express or implied, is made as to and no reliance should be placed on the fairness, accuracy, completeness or
reasonableness of the information, opinions and projections contained in this communication and Danske Bank
AJ/S, its affiliates and subsidiaries accept no liability whatsoever for any direct or consequential loss, including
without limitation any loss of profits, arising from reliance on this communication.

For current disclosures of Danske Bank A/S’ interests and potential conflicts of interest regarding issuers and
financial instruments subject of investment recommendations please refer to the following webpage: .

Please note that while information on the great majority of relevant issuers and financial instruments are contained
on this website, it may not contain information on all relevant issuers and financial instruments. The absence of
information on any relevant issuer or financial instrument should not be seen as an indication that Danske Bank
A/S does not have any interests or potential conflicts of intereston the issuer or financial instrument. Please contact
your Danske Bank A/S representative for information regardingany issuer subject of investment recommendation
that is not mentioned on https://danskeci.com/ci/research/disclosures-and-disclaimers.

Danske Bank A/S is authorised and subject to regulation by the Danish Financial Supervisory Authority and is
subject to the rules and regulation of the relevant regulators in all other jurisdictions where it conducts business.
Danske Bank A/S is subject to limited regulation by the Financial Conduct Authority and the Prudential Regulation
Authority (UK). Details on the extent of the regulation by the Financial Conduct Authority and the Prudentia
Regulation Authority are available from Danske Bank A/S on request.

This communication is protected by copyright and is intended solely for the designated addressee. It may not be
reproduced or distributed, in whole or in part, by any recipient for any purpose without Danske Bank A/S’ prior
written consent.

Disclaimer related to distribution in the United Kingdom

In the United Kingdom, this communication is for distribution only to (1) persons who have professional experience
in matters relating to investments falling within article 19(5) of the Financial Services and Markets Act 2000
(Financial Promotion) Order 2005 (the ‘Order’); (II) high net worth entities falling within article 49(2)(a) to (d) of
the Order; or (111) persons who are an elective professional client or a per se professional client under Chapter 3 of
the FCA Conduct of Business Sourcebook (all such persons together beingreferred to as ‘Relevant Persons’). In
the United Kingdom, this document is directed only at Relevant Persons, and other personsshould not act or rely
on this document or any of its contents.

Disclaimer related to distributionin the European Economic Area

This communication is being distributed to and is directed only at persons in member states of the European
Economic Area (‘EEA’) who are ‘Qualified Investors” within the meaning of Article 2(e) of the Prospectus
Regulation (Regulation (EU) 2017/1129) (‘Qualified Investors’). Any person in the EEA who receives this
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document will be deemed to have represented and agreed that it is a Qualified Investor. Any such recipient will also
be deemed to have represented and agreed that it has not received this document on behalf of persons in the EEA
other than Qualified Investors or persons in the UK and member states (where equivalent legislation exists) for
whom the investor has authority to make decisions on awholly discretionary basis. Danske Bank A/Swill rely on
the truth and accuracy of the foregoing representations and agreements. Any person in the EEA who is not a
Qualified Investor should not act or rely on this document or any of its contents.

Disclaimer related to distributionin the United States

This communication was created by Danske Bank A/S and is distributed in the United States by Danske Markets
Inc., a U.S. registered broker-dealer and subsidiary of Danske Bank A/S, pursuant to SEC Rule 15a-6 and related
interpretations issued by the U.S. Securities and Exchange Commission. The communication is intended for
distribution in the United States solely to ‘U.S. institutional investors’ as defined in SEC Rule 15a-6. Danske
Markets Inc. accepts responsibility for this investment recommendation in connection with distribution in the
United States solely to ‘U.S. institutional investors’.

Any U.S. investor recipient of this communication who wishes to purchase or sell any Relevant Financia
Instrument may do so only by contacting Danske Markets Inc. directly and should be aware that investingin non-
U.S. financial instruments may entail certain risks. Financial instruments of non-U.S. issuers may not be registered
with the U.S. Securities and Exchange Commission and may not be subject to the reporting and auditing standards
of the U.S. Securities and Exchange Commission.

This communication is for the general information of our clients and is a ‘solicitation’ only as that term is used
within CFTC Rule 23.605 promulgated under the U.S. Commodity Exchange Act. Unless otherwise expressly
indicated, this communication does not take into account the investment objectives or financial situation of any
particular person.
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