What could higher tariffs mean

Higher tariffs planned by

Donald Trump against China,
Mexico and other big trading
partners could shake up global
trade patterns. But we think trade
finance can adapt to a more
protectionist global landscape

as businesses continue to need
financing for domestic and
cross-border deals.
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In his return to the Oval Office,
Donald Trump has signalled his
intention to reignite the US-China
trade war he instigated during

his first administration. This time,
however, his “America First” trade
policy is expected to be even more
protectionist than before, intensifying
measures already in place. His
proposals include a 10% universal
import tariff, and tariff rates ranging
from 25-60% for the country’s three
largest trade partners, China, Mexico,
and Canada.

Of course, the policies that emerge
may be less severe. Mr Trump's
nomination of Scott Bessent as US
Treasury secretary is viewed by
financial markets as a sensible choice
and may signal that trade policies can
be moderated. Even so, investors need
to be prepared for a choppier trade
environment.

for trade finance?

Key takeaways

* The investable universe for

trade finance is expected

to grow, even with the
dampening effects of
protectionist policies as global
commerce continues.

History shows that trade
finance can withstand the
impact of tariffs: evidence
from Mr Trump's first term

in office suggests tariffs did
not hinder growing finance
volumes.

We think a diversified
investment strategy without
relying too heavily on any
single market, transaction
type, or sourcing channel can
help investors seeking stable,
uncorrelated returns.
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WHAT COULD HIGHER TARIFFS MEAN FOR TRADE FINANCE?

What impact could higher tariffs have on
trade finance?

Despite the undoubted dampening activity of higher
tariffs, we think trade finance demand will persist and
adapt to the changing patterns of commerce in a more
volatile and protectionist global trade landscape.

Consider how the market responded to tariffs introduced
under Mr Trump's first term in office. From 2016 to

2020, the Trump administration focused on economic
nationalism, aiming to reduce the trade deficit, especially
with China, by implementing tariffs and renegotiating
trade agreements. By 2018, tariffs on Chinese imports
reached USD 360 billion, with rates up to 25%. Other
industries, such as steel and aluminium, also saw
increased tariffs as part of this protectionist approach.

What happened to trade after previous
tariff rises?

The growth in world merchandise trade volume
decelerated meaningfully in 2019, shortly after the
introduction of US tariffs, and during a year of weaker
global growth. Trade volumes in the 2019-2022 period
grew, but at a slower annual pace than the 2015-2018

period (see Exhibit 1). However, a closer examination
of broader data suggests Mr Trump’s tariffs may have
disrupted global trade only marginally.

Between 2019 and 2022 the US's trade deficit with
China almost halved, from 46% to 27%.2 But this was
more than offset by the growing trade deficit the US
had with Southeast Asia, North American neighbours
and other countries.

The growth in the US’s overall trade deficit — from 2.8%
of GDP in 2016 to 3.7% of GDP in 2022 (see Exhibit

2) — reflected the US importing a greater share of goods
from countries outside of China.

But the US’s shift in trade likely accelerated an existing
trend of a gradual erosion of China’s competitiveness in
lower-value manufactured goods due to its economic
growth and rising labour costs.

Globally, and adjusting for the disruption caused by the
Covid-19 pandemic, the magnitude of the hit to trade
as a share of GDP was rather limited.? In fact, by 2022,
international trade as a share of global GDP exceeded
60% for the first time in a decade (see Exhibit 3), despite
the higher level of tariff and non-tariff barriers to trade,
and the slowing growth of trade superpower China.

Exhibit 1: Trade volumes in the 2019-2022 period grew at a slower pace than the previous three-years
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Exhibit 2: The US’s trade deficits with major trading
partners have shifted

Exhibit 3: Global trade as a share of GDP reached its
highest level in a decade in 2022
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https://www.wto.org/english/res_e/booksp_e/wtsr_2023_ch3_e.pdf
https://www.voronoiapp.com/economy/-US-Trade-Deficit-Shifts-Decreases-with-China-Increases-with-Other-Major-Partners-2356
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Shifting trade:

the US trade deficit
has decreased with
China but increased
with other major
partners

And evidence from the trade finance market suggests tariffs have not hindered
growing finance volumes (see Exhibit 4).

The total volume of supply chain finance - the trade finance most prevalent
with global large corporates — has grown by a compound annual growth

rate of 26% from 2017 to 2023 despite potential headwinds from trade
protectionism, according to an industry survey conducted by BCR Publishing.*

Exhibit 4: Trade finance volumes have continued to grow
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Growth has been more muted in other segments of trade finance. Factoring,
used by small businesses and mid-market companies to raise finance against
their invoices payable by high quality buyers, has seen a compound annual
growth rate of about 5% over the 2017 to 2023 period, according to Factors
Chain International (FCI),> which monitors the total volume of factoring.

But the rate of growth still exceeds G10 annual GDP or world trade growth,
indicating factoring is still integral to financing commercial trade.

What next under Trump 2.0?

The World Trade Organisation (WTO) expects global trade to accelerate to
3% in 2025, up from 2.7% in 2024.¢ The forecast, made before the election of
Mr Trump, points to a gradual recovery in trade despite policy uncertainty and
regional conflicts.

But the unknown for 2025 is whether Mr Trump pushes ahead with trade
protectionist measures that could be more extensive than in his first term. Our
colleagues at Allianz Trade estimate that as much as USD 510 billion in global
exports could be at risk, potentially reducing annual global GDP growth by
nearly one-third.”

A range of secondary effects and feedback loops are likely to emerge, creating
distinct winners and losers. These evolving terms of trade will have widespread
effects on countries, industries, and individual companies that depend on
international trade.

But if history is any guide, we can expect global commerce to withstand any
onset of more protectionist measures, fuelling continued demand for trade
finance.

4 World Supply Chain Finance Report, 2024, BCR Publishing

5 International Factoring - Statistics, FCI

6 Gradual trade recovery underway despite regional conflicts, policy uncertainty, World Trade Organisation, 11 October 2024

7 What to watch: The return of Donald Trump and the implications of a Republican sweep, Allianz Research, 7 November 2024



https://www.coastlinesolutions.com/tfe/pdf/WSCFR_2024.pdf
https://fci.nl/en/international-factoring-statistics?language_content_entity=en
https://www.wto.org/english/blogs_e/ce_ralph_ossa_e/blog_ro_11oct24_e.htm#:~:text=However%2C%20the%20forecast%20for%202025,both%20this%20year%20and%20next.
https://www.allianz.com/content/dam/onemarketing/azcom/Allianz_com/economic-research/publications/specials/en/2024/november/2024_11_07_what_to_watch_Trump.pdf
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What explains the resilience
of trade finance?

Trade finance has shown remarkable durability in the
face of trade wars and other geopolitical shocks. In
fact, despite the slowing growth trend in global trade,
the so-called trade finance gap, which measures the
difference between demand for trade financing and
its supply, has been increasing in past years. As of the
latest data in 2022, it is USD 2.5 trillion — up from

USD 1.5 trillion a few years ago.® A few things help to
explain this:

1 Trade finance is not just focused on international
deals: Trade finance supports both domestic and

cross-border transactions. As supply chains shift due

to protectionist measures, trade finance remains

essential, enabling companies to manage increased

import costs, enter new markets, and establish
relationships with new buyers and suppliers.

2 Demand for trade finance from corporate
treasurers is rising: Over the years, corporate
treasurers have increasingly relied on trade finance
to meet recurring working capital needs. These
financing programmes provide short-term liquidity,
making them a dependable tool that scales with a
company’s growth. As trade relationships evolve,
these programmes adapt with them and help to
ensure continuity of working capital liquidity in the
supply chain.

3 Trade finance can help to mitigate risk in
uncertain times: Trade finance also helps
companies manage risk, offering a way to reduce
financial uncertainty during geopolitical and
economic change. This risk mitigation capability
makes trade finance especially valuable as
companies adjust to shifting supply chains.

What does a more
protectionist world mean
for trade finance investors?

As geopolitical risk becomes a bigger
consideration for investors, trade finance

can provide a safe haven, offering insulation
from external shocks. The asset class’s lack of
correlation with financial markets shields it from
major selloffs, making it particularly resilient
during prolonged periods of geopolitical
uncertainty.

The investable universe for trade finance is
expected to grow, even with the dampening
effects of protectionist policies. The launch of
Basel IV in 2025 across major markets like the
EU, UK and US requires banks to hold more
capital against trade finance assets. As banks
become more reliant on external investors to
meet these requirements, new opportunities will
open for trade finance investment managers.

We think a diversified investment strategy
without relying too heavily on any single
market, transaction type, or sourcing channel
can help investors seeking stable, uncorrelated
returns. This approach balances risk and return,
providing stable access to opportunities across
the asset class.

Caution is warranted around trade finance
strategies centred around China-US export
flows. Rising tariffs and protectionist policies
could make these trade routes unsustainable
and elevate the risk of defaults.

Despite potential headwinds from renewed
protectionist policies, trade finance has shown
resilience as an asset class and continues to
offer promising opportunities for investors
seeking stable, uncorrelated returns. By
adopting a defensive and diversified strategy,
investors are best placed to capitalise on the
inherent stability and resilience of trade finance,
making it a potentially valuable addition to fixed
income portfolios, especially in uncertain times.

8 Global Trade Finance Gap Expands to $2.5 Trillion in 2022, Asian Development Bank, September 2023



https://www.adb.org/news/global-trade-finance-gap-expands-25-trillion-2022#:~:text=The%20trade%20finance%20gap%20is,%25%20and%2011.5%25%2C%20respectively.
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The document is for use by qualified Institutional Investors (or Professional/Sophisticated/Qualified Investors as such term may apply in local
jurisdictions).

This document or information contained or incorporated in this document have been prepared for informational purposes only without regard to the
investment objectives, financial situation, or means of any particular person or entity. The details are not to be construed as a recommendation or an
offer or invitation to trade any securities or collective investment schemes nor should any details form the basis of, or be relied upon in connection with,
any contract or commitment on the part of any person to proceed with any transaction.

Any form of publication, duplication, extraction, transmission and passing on of the contents of this document is impermissible and unauthorised. No
account has been taken of any person’s investment objectives, financial situation or particular needs when preparing this content of this document. The
content of this document does not constitute an offer to buy or sell, or a solicitation or incitement of offer to buy or sell, any particular security, strategy,
investment product or services nor does this constitute investment advice or recommendation.

The views and opinions expressed in this document or information contained or incorporated in this document, which are subject to change without
notice, are those of Allianz Global Investors at the time of publication. While we believe that the information is correct at the date of this material, no
warranty of representation is given to this effect and no responsibility can be accepted by us to any intermediaries or end users for any action taken on
the basis of this information. Some of the information contained herein including any expression of opinion or forecast has been obtained from or is
based on sources believed by us to be reliable as at the date it is made, but is not guaranteed and we do not warrant nor do we accept liability as to
adequacy, accuracy, reliability or completeness of such information. The information is given on the understanding that any person who acts upon it or
otherwise changes his or her position in reliance thereon does so entirely at his or her own risk without liability on our part. There is no guarantee that
any investment strategies and processes discussed herein will be effective under all market conditions and investors should evaluate their ability to
invest for a long-term based on their individual risk profile especially during periods of downturn in the market.

Investment involves risks, in particular, risks associated with investment in emerging and less developed markets. Any past performance, prediction,
projection or forecast is not indicative of future performance. Investors should not make any assumptions on the future on the basis of performance
information in this document. The value of an investment and the income from it can fall as well as rise as a result of market and currency fluctuations
and you may not get back the amount originally invested.

Investing in fixed income instruments (if applicable) may expose investors to various risks, including but not limited to creditworthiness, interest rate,
liquidity and restricted flexibility risks. Changes to the economic environment and market conditions may affect these risks, resulting in an adverse effect
to the value of the investment. During periods of rising nominal interest rates, the values of fixed income instruments (including short positions with
respect to fixed income instruments) are generally expected to decline. Conversely, during periods of declining interest rates, the values are generally
expected to rise. Liquidity risk may possibly delay or prevent account withdrawals or redemptions.
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