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ClO's economic forecast does not call for a recession, but poor sentiment amid elevated uncertainty is likely to weigh on market performance in the
near term. (UBS)

Volatility could pick up following
the latest automotive sector tariff
headlines

27 March 2025, 1:27 pm EDT, written by US Editorial Team UBS Editorial Team

US stocks fell on Wednesday, as anxiety over trade returned ahead of an announcement on auto tariffs from
President Donald Trump.

During Wednesday's press conference, President Trump said he would impose a 25% tariff on all imported passenger
vehicles, light trucks, and key auto parts, effective 2 April. An accompanying factsheet claims the 25% tariff will eventually
be applied to the non-US content of USMCA-compliant auto production, once a process is established to do so.

Stocks fell leading up to Trump's press conference, as Federal Reserve Bank of St. Louis President Alberto Musalem
cautioned that inflation might continue to exceed the central bank's 2% target owing to tariff changes, and EU trade
commissioner Maro$ Sef¢ovi¢ warned that the anticipated US tariffs could be as high as 20%, affecting all member states
equally.

What do we think?

While recent media reports have suggested the upcoming reciprocal tariff announcement on 2 April, dubbed “Liberation
Day” by Trump, may not be as severe as initially feared, we think market volatility could pick up again following the latest
automotive sector tariff headlines. Trump claimed the latest tariffs would foster growth in the automotive industry by
encouraging companies to establish more factories in the US. While some domestic plants may have space to modestly



;a ; UB S For UBS marketing purposes

lift capacity, this is limited in scope against the context of the roughly 16mn new vehicles sold in the US annually. Building
and bringing new auto production facilities online in the US takes close to three years, limiting the medium-term ability
of the US domestic supply chain to ramp up production.

We believe the proposed tariffs as announced would deliver a big hit to the auto industry, stoking higher costs, higher
prices, and a sharp decline in US sales. The tariffs could also disrupt supply chains, deter investments, and significantly
raise consumer prices. They may also ignite trade disputes with Europe, Japan, and South Korea. In terms of the broader
impact, although the US auto sector, excluding Tesla, accounts for only 0.25% of the US market, the bigger question
is what these aggressive automotive tariffs signal for next week’s announcement on both reciprocal and ex-auto sector
tariffs. We believe bilateral deals can be reached to mitigate the breadth and scale of the coming tariffs on 2 April, with EU
trade commissioner Maro3 Seféovi¢ meeting US trade officials, India expressing openness to cutting tariffs on US imports,
and Vietnam proposing preferential tariff cuts. However, investors will also need to consider the risk of a sharper response
from US trade partners affected by this action. We advise investors to prepare for a wide range of selective tariffs and
retaliatory measures that could increase market swings.

The geopolitical tensions between Russia and Ukraine, while showing signs of easing, remain a factor weighing on
market sentiment. The ambiguity in the maritime ceasefire terms suggests geopolitical risks are likely to linger, with Russia
demanding conditions for the Black Sea agreements to take effect, while Ukraine insists the truce should proceed without
sanctions relief. Our base case remains that a full ceasefire is unlikely to be reached imminently.

US consumer confidence slid further amid a poor economic outlook, marking the lowest level in over four years.
Households are concerned about higher prices and a downbeat economic outlook, as indicated by the Conference Board
survey and the University of Michigan's sentiment reading. Additionally, credit card issuer Synchrony reported that US
consumers are curbing spending, with higher delinquencies in auto loans, credit cards, and home credit lines suggesting
financial strains. Although our economic forecast does not call for a recession, poor sentiment amid elevated uncertainty
is likely to weigh on market performance in the near term.

In light of the current market volatility and uncertainty surrounding trade policies, investors may find opportunities in
equity exposure. Our analysis suggests that buying the S&P 500 after a 10% drawdown can potentially yield higher returns
compared to waiting for larger declines. Historical performance, while not a guarantee of future results, indicates that
waiting for more significant drawdowns risks missing out on rapid market recoveries. Our back-testing analysis of the S&P
500 since 1990 supports this strategy, showing that increasing equity exposure after a 10% correction has historically
delivered the highest return and Sharpe ratio, which measures the risk adjusted returns of a portfolio, compared to those
waiting for a 15% or 20% drop. Although losses can be substantial at a -10% entry, they have typically been offset by
periods of swift equity rebounds.

The threat of further tariff escalation remains a key concern, but our economic forecasts do not call for a recession in the
US. In our base case, a wide range of selective tariffs and counteractions are likely to lead to slower economic growth
compared to last year, but they should not prevent the US economy from expanding by around 2 %—its historical trend
rate—this year.

Original report: Market volatility reignited by auto tariffs, 27 March 2025.
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or appropriate for all investors. In addition, certain services and products referred to in the document may be subject to legal
restrictions and/or license or permission requirements and cannot therefore be offered worldwide on an unrestricted basis. No
offer of any product will be made in any jurisdiction in which the offer, solicitation, or sale is not permitted, or to any person
to whom it is unlawful to make such offer, solicitation, or sale.

Although all information and opinions expressed in this document were obtained in good faith from sources believed to be
reliable, no representation or warranty, express or implied, is made as to the document’s accuracy, sufficiency, completeness or
reliability. All information and opinions expressed in this document are subject to change without notice and may differ from
opinions expressed by other business areas or divisions of UBS Group. UBS is under no obligation to update or keep current the
information contained herein. The views and opinions expressed in this material by third parties are not those of UBS.
Accordingly, UBS does not accept any liability over the content shared by third parties or any claims, losses or damages arising
from the use or reliance of all or any part thereof.

All pictures or images ("images") herein are for illustrative, informative or documentary purposes only and may depict objects or
elements which are protected by third party copyright, trademarks and other intellectual property rights. Unless expressly stated,
no relationship, association, sponsorship or endorsement is suggested or implied between UBS and these third parties.

Any charts and scenarios contained in the document are for illustrative purposes only. Some charts and/or performance figures
may not be based on complete 12-month periods which may reduce their comparability and significance. Historical performance
is no guarantee for, and is not an indication of future performance.

Nothing in this document constitutes legal or tax advice. UBS and its employees do not provide legal or tax advice. This document
may not be redistributed or reproduced in whole or in part without the prior written permission of UBS. To the extent permitted
by the law, neither UBS, nor any of it its directors, officers, employees or agents accepts or assumes any liability, responsibility or
duty of care for any consequences, including any loss or damage, of you or anyone else acting, or refraining to act, in reliance
on the information contained in this document or for any decision based on it.
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disclaimer.html to read the full legal disclaimer applicable to this document.
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