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A REPUBLICAN SWEEP
COULD OVERTURN USD
WEAKENING IN 2025

On the FX space, we think the major impact on the USD of a Trump presidency
could derive primarily from the US-China trade war channel and, on a lesser
extent, from the US-EU one. Given that FX plays as the intermediary between
countries in international trade, in a world of largely free-floating exchange rates,
any actual material government-imposed restrictions should result in a consequent
reassessments of exchange rate levels.
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We see the terms of trade (ToT) channel as the most important driver of FX va-
luation following the imposition of tariffs. A tariff acts as a fee paid on imports,
which is either absorbed by corporations or passed through to consumers.

Evidence shows that since 2018, foreign currencies have broadly weakened
against the USD (Figure 1), largely benefiting foreign exporters. Under an upco-
ming second wave of trade wars, we therefore expect that these corporates, which
benefited from local currencies devaluation, would be more willing to drop prices
to maintain volumes, as they did during the increase in tariff levels in 2018. As a
result, our baseline assumption is that US imposed tariffs by anincoming Trump ad-
ministration would likely act as a positive terms of trade shock in favor of the USD.
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FIGURE 1.
Impact of Trump’s trade war on bilateral terms of trade
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Source: US customs, Haver Analytics, Anima Research

Evaluating tariffs through the lens of the ToT also intrinsically captures the re-
lative elasticities of goods! . Countries that export more elastic goods would be
more vulnerable to tariffs, as price changes would have a larger impact on demand.
Hence, as a general rule, we expect exchange rates to be more sensitive to ToT for
those countries which export more elastic goods rather than less elastic ones.

To empirically measure elasticities of goods, we considered what happened during
the previous trade war under the Trump presidency. Therefore, first of all we esti-
mated elasticity of China’s share in US total imports (Figures 2, 3).

FIGURE 2.
Elasticity analysis of China’s share in total US imports
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1- See: https://documentsl.worldbank.org/curated/en/099524306202324085/pdf/IDU01ba0%ebe0931f-
04f070a11c0471fc38eale2.pdf
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The Eurozone was not immune to the global trade dispute unleashed by the US
administration in 2018 too. Some industrial sectors (such as steel and aluminum)
were heavily impacted, while the overall direct FX impact for the regional eco-
nomy was contained, as only around EUR6.4bn (less than 1% of EU’s GDP) in EU
exports were affected. Furthermore, in 2021 the Biden administration replaced
Trump's tariffs on steel and aluminum with a tariff-based quota system, where the
below-quota EU export has been exempted from US tariffs.

FIGURE 3.
Elasticity analysis of Eurozone’s share in total US imports, based on tariff on
steel and aluminum
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Below, by using the elasticities we empirically derived, we estimate the impact on
USD/CNY and EUR/USD of a Trump presidency under two different scenarios: 1)
Split Congress and 2) Republican sweep.

1. Under a split Congress scenario, we expect Trump to rely on executive
orders, which should end up imposing trade tariffs only on a bilateral
base (mainly targeting China). We expect USD/CNY to appreciate by 9%
in 2025 (EOY target at 7.9). We expect no major impact on EUR/USD in
2025.

Consistent with our analysis, we estimate that direct and indirect impacts of tariff
hikes by 1pp increase in the US’s average tariff on Chinese goods lowered China’s
US import market share by 0.3% over the first two years (Figure 2: mid-term ela-
sticity: 2017-2019, green line) and by 0.4pp per annum over 2017-23 period (long-
term elasticity, Figure 2, red line). Thus, each 1pp rise in US import tariffs reduced
China’s US import market by 0.15pp in the first year and cumulatively by 0.4pp
annually in the longer run.

Therefore, assuming goods elasticity to have remained broadly unchanged, we
expect imposing a 60% tariff on China (likely in three rounds of 20% each, from
2025 to 2027) will reverberate on the USD/CNY cross by depreciating the Chine-
se currency by around 9% in the mid-term. At the same time, we assume Chinese
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authorities may be open to allow the CNY to weaken broadly in line with the change
infair value to support a stumbling economy and to promote trade with other coun-
tries (i.e. we do not expect PBoC to hike rates to lift the CNY).

2. Under a Republican sweep scenario, Trump could end up imposing
across-the-board tariffs of up to 10% globally (impacting the Eurozo-
ne), plus the 60% tariff hike on Chinese exports. As a result (and all else
being equal), we expect EUR/USD to depreciate by 5% in 2025 (EOY tar-
get at 1.09). We expect USD/CNY to appreciate by 9%, as per Scenario 1.

In the scenario - for the sake of clarity we use a 10% tariff imposed by the US on
the rest of the world - we expect the depreciation of the EUR to be relevant for
two primary reasons: 1) given the EU’s high degree of trade openness (Figure 4),
the EUR shows to be quite sensitive to the ToT (Figure 3: long-term elasticity at
0.5%, red line) and (ii) we expect tariffs to affect a larger basket of goods than just
steel and aluminum this time. Thus, all else being equal (i.e. the Fed’s and the ECB’s
monetary policies) we expect both factors to leave the EUR particularly vulnerable
to shifts in global trade dynamics next year.

Anyway, we caution these results should be taken with a pinch of salt at this sta-
ge, as: 1) it is still uncertain to what extent a Trump administration would follow
through with its threat and 2) even then, models cannot fully capture the complex
economic and political dynamics involved.

FIGURE 4.
Trade openness

Exports + Imports , % of GDP
0,9 1

08 /\
0,7 T J—/\‘\/

0.6 +
05 | /\/\,\/\//\
04 |

0.3 A

02 ,m

01

01 03 05 07 09 11 13 15 17 19 21 23
— EuroArea = Canada = China Mexico = United States

Source: US customs, Haver Analytics, Anima Research

ANIMA @ August 2024

Marketing document for Professional Clients and Qualified Investors only

4/5



AnimalInsight

Important information.

The information contained in this document does not constitute invest-
ment research pursuant to article 36 of Commission Delegated Regula-
tion (Eu) 2017/565 of 25 April 2016

This is a marketing communication.

The information may only be used for your internal use, may not be re-
produced or redisseminated in any form. None of the information is in-
tended to constitute investment advice or a recommendation to make
(or refrain from making) any kind of investment decision and may not be
relied on as such.

The analysis should not be taken as an indication or guarantee of any
future performance analysis, forecast or prediction. The information is
provided onan “asis” basis and the user of this information assumes the
entire risk of any use made of this information. In the European Union,
this document is only for the attention of “Professional” investors as
defined in Directive 2014/65/EU dated 15 May 2014 on markets in
financial instruments (“MIFID”), to investment services providers and
any other professional of the financial industry, and as the case may be
in each local regulations. In no event may this material be distributed in
the European Union to non “Professional” investors as defined in the
MIFID or in each local regulation. This document is solely for informa-
tional purposes.

It does not constitute an offer to sell, a solicitation of an offer to buy, or a
recommendation of any security or any other product or service.
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Furthermore, nothing in this document is intended to provide tax, legal,
or investment advice and nothing in this document should be construed
as a recommendation to buy, sell, or hold any investment or security or
to engage in any investment strategy or transaction. There is no gua-
rantee that any targeted performance or forecast will be achieved. Un-
less otherwise stated, all information contained in this document is as
of 13 May 2022. Anima accepts no liability whatsoever, whether direct
or indirect, that may arise from the use of information contained in this
material. Anima can in no way be held responsible for any decision or
investment made on the basis of information contained in this material.
The information contained in this document is disclosed to you ona con-
fidential basis and shall not be copied, reproduced, modified, translated
or distributed without the prior written approval of Anima, to any third
person or entity in any country or jurisdiction which would subject Ani-
ma or any of “the Funds”, to any registration requirements within these
jurisdictions or where it might be considered as unlawful.

Accordingly, this material is for distribution solely in jurisdictions where
permitted and to persons who may receive it without breaching appli-
cable legal or regulatory requirements. The information contained in
this document is deemed accurate as at the date of publication set out
on the first page of this document. Data, opinions and estimates may be
changed without notice.
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