Distinguishing between tariff negotiation and lasting implications

The Trump administration’s
newly announced tariff regime
represents a significant
escalation in trade policy and
has injected renewed volatility
into markets. With effective
tariff rates doubling on
average—from around 10% to
over 23%—the near-term
impact on growth, inflation, and
corporate margins is unlikely to
be negligible. While
comparisons to historical trade
blunders like the Smoot-Hawley
Tariff Act are not without merit,
we  believe the current
environment, both
economically and structurally,
is markedly different, and the
long-term multi-year effects of
tariffs are likely to be more
nuanced.
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The goal of these policies is a
strategic recalibration of US trade
relationships, aimed at leveraging
negotiation ~ power. Under
President Trump’s reciprocal
trade policy, tariff rates vary by
country, with a minimum of 10%
and many set significantly higher.
The announced rates were larger
than expected; however, it is
important to note that they are
intended to decline over time as
negotiations progress. That said,
initial analysis of the formula
used to determine these rates
suggests they are based on trade
deficits rather than effective tariff

rates. This distinction could

hinder resolution efforts for two reasons: (1) it risks inflaming tensions with other countries by
misrepresenting the rationale for tariffs, and (2) trade deficits are inherently more difficult to resolve than
adjusting tariff structures and trade policy.

The likelihood of a recession has increased as investment spending could remain subdued as businesses
wait for greater clarity, and real disposable income may face pressure as higher import costs filter through
to consumers, but the US economy enters this new policy change from a position of relative strength.



Unemployment remains near historic lows, consumer spending is solid, and corporate balance sheets are
healthy. This macro backdrop provides a cushion that was absent during past trade crises. Importantly, the
US economy is now largely services-based, with services representing well over 70% of GDP and
employment. In contrast, when the Smoot-Hawley Tariff Act was enacted, agriculture and manufacturing
represented about 70% of the economy, making it significantly more vulnerable to trade disruptions.
Furthermore, while Smoot-Hawley was a poorly timed and damaging policy, the collapse in US trade
volumes is largely attributed to the Great Depression, not the tariffs alone. While U.S. imports declined
66% and exports 61%, global trade fell by 66% —indicating that the downturn was global in nature, rather
than purely tariff-induced. As a result, we continue to view a recession as a risk, but not the base case.

Rhetoric vs. Reality: A Familiar Playbook

During his first administration, President Trump’s trade threats often gave way to negotiated outcomes.
While the overall US trade deficit widened, bilateral deficits—particularly with China—declined
meaningfully as tariff pressure prompted shifts in sourcing and supply chains. That experience serves as a
useful analog. The current policy, by tying U.S. tariffs directly to partner-country trade behavior, appears
designed to encourage reciprocal de-escalation. Should other countries reduce their barriers, the U.S. rates
would decline accordingly, offering a clear incentive framework for negotiation.

However, this round of tariffs appears broader in scope and more aggressive in nature than previous
iterations. The policy also comes at a time of elevated geopolitical sensitivity and fragile supply chain
networks, adding complexity to an already uncertain landscape.

Navigating a more Volatile Macro Environment

While the short-term may prove challenging—particularly if tariffs remain elevated or retaliatory measures
escalate—we remain constructive on the medium- to long-term prospects of the companies in our strategies.
Notably, the structure of the tariff plan, with duties explicitly linked to a country’s trade behavior, leaves
open the possibility of negotiated de-escalation. And because these measures were enacted via executive
authority, they can be reversed or adjusted as conditions evolve or administrations change.

We believe it is critical to separate macro noise from long-term structural opportunity. The companies
within our strategies are well equipped to navigate this transition, and we maintain a constructive long-term
outlook, grounded in the strength of secular trends, innovation, and strategic execution.

The Importance of Fundamental Analysis and Active Management

With tariff rates varying by country and company-level exposures varying widely, in-depth fundamental
analysis is essential to assess impacts. A core element of Brookmont’s investment process is identifying
companies aligned with durable secular trends—such as innovation in obesity and oncology, artificial
intelligence, energy transition, automation, and geopolitical instability. These trends are generally less
sensitive to cyclical trade dynamics and more tied to multi-year demand curves. Companies we invest in
also often benefit from robust pricing power, competitive moats, and innovation-driven differentiation—
qualities that can provide resilience during periods of broader market disruption.

While the tariff escalation raises uncertainty and the risk of economic friction in 2025, we believe our focus
on companies with strong competitive positions, robust secular growth tailwinds, and global flexibility
leaves us well positioned to navigate this environment. Volatility may persist, but the foundation for long-
term value creation remains intact.
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