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AMERICAN CARNAGE

In the wake of President Trump’s “Liberation Day” tariffs, Burgundy Co-
Founder Richard Rooney sorts through the rubble, examining the economic
risks, global repercussions, and long-term damage to U.S. credibility.

Rarely has a policy announcement had the immediate negative
consequences that Mr. Trump’s “Liberation Day” tariff reveal has had. The
solipsism that defines Donald Trump was to be extended to an entire
nation’s foreign and trade policy, and the rest of the world was just
supposed to accept it.

It turns out that they are disinclined to do so, and that the existing trade and
economic structure—while imperfect and in dire need of reform—has many
defenders who are retaliating against the swingeing, simplistic, and reckless
new American tariff regime.

The tariffs come from a policy background of near-total opacity. Depending
on who you listen to in the Trump regime, they are a permanent method of
government finance, a means of re-industrializing America, or a negotiating
ploy for better terms of trade. There appears to be no consensus on their
purpose and, therefore, no clue as to their persistence or application.

The tariffs are a perfect tool for grievance mongering, which President
Trump does so expertly. Apparently, rather than bestriding the narrow world
like a colossus these past 80 years, America has been kind of like Lennie

in Of Mice and Men, a kindly strapping dimwit that wily Europeans, crafty
Asians, and even Canadians have exploited, deceived, and used for their
own nefarious purposes.

As mentioned above, America has real reasons to give its allies a wake-up
call. There is truth in the assertion that America has shouldered too great

a burden in world affairs, and that, in light of China’s rise as a near-peer
competitor, the allies must look to their own defences rather than sheltering
under America’s broad reach. Our own country has been a particular
offender in this regard.

America’s reserve currency status has led to a situation where guaranteed

demand for the dollar and associated dollar strength has operated as a
permanent headwind for U.S. exporters and a tailwind for importers.
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The resulting trade deficit has become more or

less permanent, as countries such as Mexico, China,
and Vietnam have built their economies around
export access to the U.S. market. Communities
across America were devastated as operations were
relocated to those countries by a ruthless American
managerial class in search of higher profits.

Policies were already in place to address some of
these issues. Most of NATO had already begun to
increase defence spending in response to a shooting
war on its borders after Russia invaded Ukraine.
Reshoring of supply chains in response to the
vulnerabilities exposed by the pandemic lockdowns
was also occurring without trade disruptions.

The tariff regime established by the first Trump
administration was left largely intact by President
Biden. Possibly, some judicious further moves could
have been taken to encourage those trends without
incurring too much damage.

But “Liberation Day” was not that. It was a
monstrously stupid act of self-harm. It will be
stagflationary, increasing prices while reducing
economic activity. It will lead to huge distortions in the
world economy. It will also probably not be imposed.

In a world where one volatile man is essentially
setting the agenda, any forecast must be speculative.
So here is my speculation.

Most of the ridiculous tariffs announced on April 2

will be reversed or dramatically reduced after the
countries involved have phone calls or meetings with
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Trump or his senior advisers. The Trump team will
claim that they have extracted huge, incredibly large
concessions from all and sundry and that a great
victory has been won for America. But all must be
seen to bow to Donald Trump.

| suspect that the general 10% tariff on all imports will
remain, along with sectoral tariffs of various kinds.

The tariffs have not been in place long enough to
have done serious economic harm. Most of the
damage has been to expectations markets, above
all to world stock markets. We are relieved that
Burgundy’s portfolios have proven very resilient to
the recent shocks, and we expect that to continue.
But the revelation of policy risks from America
should weigh on markets for a long time to come.

It is the long-term damage to America’s standing in
the world that really matters here. She was generally
a magnanimous hegemon in the post-World War Two
period, mostly using her enormous power judiciously
and with restraint.

That has all changed. | have a fondness for apt
quotations from Shakespeare, so here is one, from

Isabella in Measure for Measure:

Oh, it is wonderful to have a giant’s strength. But it is
tyrannous to use it like a giant. (B
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DISCLAIMERS

This communication does not consider unique objectives, constraints, or financial needs. It is for

information purposes only and is not intended to offer investment, legal, accounting, or tax advice; provide
recommendations or offers of solicitation; serve recruitment purposes; and/or serve marketing purposes.
Burgundy assumes no obligation to revise or update any information to reflect new events or circumstances,
although content may be updated from time to time without notice. Any numerical references are
approximations only. Forward looking statements are based on historical events and trends and may differ
from actual results. Content and links provided in this piece include proprietary information of Burgundy
Asset Management Ltd. This content is not to be distributed without consent from Burgundy, and this is

not intended as an offer to invest in any investment strategy offered by Burgundy. Readers are advised that
investments are not guaranteed, values change frequently, and past performance may not be repeated.
Investing in foreign markets may involve certain risks relating to interest rates, currency exchange rates,

and economic and political conditions. Because Burgundy’s portfolios make concentrated investments in

a limited number of companies, a change in one security’s value may have a more significant effect on the
portfolio’s value. Characteristics described are also for illustrative purposes only and may exclude companies
in the financial sector or with negative earnings as well as any outliers, as determined by Burgundy. Investors
should seek financial investment advice regarding the appropriateness of investing in specific markets,
specific securities or financial instruments before implementing any investment strategies discussed. Under no
circumstances does any commentary provided suggest that you should time the market in any way. For more
information, please see https:/www.burgundyasset.com/legal/.
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