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US Goods Imports By Country
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Chart 2
US Goods Exports By Country
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On Deck for Wednesday, July 23

Country Date Time Indicator Period BNS Consensus Latest
us 07-23 07:00 MBA Mortgage Applications (w/w) Jul18 - - -10.0
us 07-23 10:00 Existing Home Sales (mn a.r.) Jun 4.0 4.0 4.0
us 07-23 10:00 Existing Home Sales (m/m) Jun 0.0 -0.7 0.8

KEY POINTS:
e Markets rejoice over US-Japan trade deal...

e ..perhaps out of relief and a sense of lowered uncertainty...

...but despite its sharply unattractive features

e  What the ‘deal’ seems to (tentatively) include

e US consumers and businesses will get hit by tariffs...

e ...asaTrump-runinvestment fund applies capital controls...

e ...and Japan appeared to give very little ground beyond accepting tariffs
e US Mag-7 earnings releases start in the after-market

e  US existing home sales on tap

Global markets are in risk-on mode following the announcement of a deal between the US
and Japan last evening and with some details made available in piecemeal fashion
overnight. The fuller ramifications to the US and Japanese economies and markets may
take time to be digested by everyone including market participants, but the impulsive
response of financial markets is constructive at first. Count me skeptical. Deeply skeptical.
It's possible that the first-round market response is merely a relief trade that at least we
might have the new rules of the game if they prove to be durable in the hands of an
impulsive and volatile US President which reduces uncertainty for now, while leaving the
toll upon global commerce yet to be paid over time.

Stocks are higher and led by the Nikkei's 3%2% rise with milder gains elsewhere including
US and Canadian equity futures that are up to 2% higher and gains in European cash
markets of between 2% and 1%2%. Sovereign bonds are taking it on the chin somewhat,
with JGBs underperforming as yields climbed by 7-9bps across most of the curve and a
little less at the very long end. US Ts, Canadian yields and EGB yields are gently higher with
gilts underperforming. Asia-Pacific crosses including the yen, A$/NZ$/ TWD and won are

outperforming. Oil prices are slightly lower.

I'll get to the ‘deal’ in a moment, but otherwise, the calendar is very light today at least
until the after-market. The US will release existing home sales for June (10amET). The
‘Mag7’ earnings releases kick off in today’s after-market and will include reports from
Alphabet and Tesla.

Also note that the EU is reportedly working on a no-deal plan to match 30% US tariffs.
With next Friday’s US tariff deadline looming, we still don’t appear to have any traction
toward trade deals with the most important US trade partners—Canada, Mexico, China,
and the EU. Those countries/regions dominate US imports and exports (charts 1, 2).
Tariffs against products from minor sources of US imports from Indonesia and Philippines
were set at 19%. This article does a decent job of reflecting my initial thoughts about the
US-UK ‘deal’

THE US-JAPAN ‘DEAL’

We're supposed to celebrate the US-Japan trade ‘deal’ that was announced last evening
at first by Trump’s social media post and then through subsequent remarks pieced
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together from officials in media reports. US consumers and businesses will get hit by tariffs on Japanese imports, the investment pledge
seems loose and lacking important details and is like a set of capital controls, and there appears to be very little else to celebrate. I'll share
aspects of the arrangement that I've pieced together below.

A strong caution is that details and a formal agreement still need to be worked out, just like the UK case. This could just be a de-escalation
from higher tariffs and restrictions that were set for next Friday August 15 with uncertainties that still lie ahead in terms of the viability of a
deal.

It all started with Trump’s social media post:

“We just completed a massive Deal with Japan, perhaps the largest Deal ever made. Japan will invest, at my direction, $550 Billion Dollars
into the United States, which will receive 90% of the Profits. This Deal will create Hundreds of Thousands of Jobs — There has never been
anything like it. Perhaps most importantly, Japan will open their Country to Trade including Cars and Trucks, Rice and certain other
Agricultural Products, and other things. Japan will pay Reciprocal Tariffs to the United States of 15%. This is a very exciting time for the
United States of America, and especially for the fact that we will continue to always have a great relationship with the Country of Japan.
Thank you for your attention to this matter!”

Overnight media articles and comments by Japanese officials added a bit more to our understanding of the deal as follows.

e The US willimpose a 15% tariff on Japanese imports that, while lower than the 25% that was threatened to kick in next Friday, still
sticks it to American businesses and consumers unless you somehow believe that Japanese automakers will sell at a loss in the US
market and their shareholders will tolerate it.

e Tariffs on Japanese exports of autos and parts to the US are to be lowered to 15% instead of 27.5% that would have included the pre-
existing 2V2% tariff plus an additional 25%. There appear to be no volume limits, unlike the UK trade deal that imposed quotas at 2024
levels. There also appear to be no US auto content requirements. The 15% tariff rate could allow Japanese automakers to gain import
market share if higher tariff rates on EU auto exports and non-CUSMA/USMCA compliant auto exports from Canada-Mexico go ahead
but that remains to be seen.

e Japan pledged a combination of investments, loans and guarantees totalling US$550 billion into the US. We need details. It's unknown
what the split is between the three components. Trump claimed that the US would retain 90% of any profits. Trump said the
investments would be “at my direction” which suggests state-motivated projects and overnight anonymous remarks from a US official
indicated it would be like a fund directed by Trump with Lutnick’s fingerprints all over it. That smells like capital controls, pork barrel
politics and grift issues galore to me. It might be called the “Friends of Trump” fund. It seems that targeted sectors may include
semiconductors, steel, shipbuilding, aviation, energy and Al. No specifics were provided and it’s not clear what the time period for such
investments may be, whether they are truly new investments that wouldn’t have occurred otherwise, and whether there are
enforcement and tracking provisions.

e Thereis nothing substantive on defence spending. Japan merely agreed to increase defence  Chart3

spending with American companies by an extra $3B per year to $17B/year which is a token Japanese Rice Imports Are a Minor
gesture. Japan did pledge to raise defence spending at the recent NATO summit but it Share of Domestic Consumption
doesn’t look like there is any commitment to spend that increase on US defence companies. 5009 [ 7 000stons
7000
e Japan will still face 50% tariffs on Japanese exports of steel and aluminum to the US. 6000 |
e Japanis to deliver token increases of purchases of US agricultural products such as rice but 2000 F
changed nothing in Japanese agriculture. Japan will increase rice purchases by 75% which 4000 F
will remain small in terms of levels. Reuters reports that the overall Japanese quotas on rice 3000 r
imports will remain unchanged and so import-substitution toward the US will come at the 2000
expense of other countries (here). Chart 3 shows that Japan’s rice market is basically closed 1000 -
anyway and so a 75% increase of basically nothing from the US is still basically nothing and 0 Total Rice ITotal Impms' USEO;'
doing anything else would have been political suicide for the government. Japan will also Consumption
buy US$8 billion of agricultural and other products. Sources: Scotiabank Econormics, World Bank,

Ministry of Finance - Japan.
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e Japan will drop additional safety tests on autos imported from the US that the US claimed hindered sales in Japan as opposed to
different tastes and preferences compared to the types of US vehicles produced. Japan will apply lower US safety standards. It's
unclear to what extent if any that this was a barrier to US vehicle sales in Japan relative to safety standards for Japanese made vehicles
in Japan but it appears to be the sole reason for why Trump claims Japan has now become more open to US vehicle imports.

e Japan may form a joint venture with the US to support a natural gas pipeline in Alaska for LNG exports. This project has been held up
for an extended period.

e Japanese tariffs on US goods—while low going into all of this—will not be reduced any further.

e Japan pledged to buy 100 Boeing aircraft but it’s not clear whether its airlines would have done so anyway given rising global demand
for air travel and capacity constraints.

e Japan appeared to secure a pledge from the US that any further sectoral tariffs imposed by the US on semiconductors,
pharmaceuticals etc won't treat Japan worse than other countries. That could still be very unfavourable, just not more so for Japan
than others.

e Japan’s PM Shigeru Ishiba has for now denied widespread reporting that he is on the cusp of tendering his resignation following the
loss of his coalition’s majorities in the upper house this past weekend and lower house last October. It’s unclear what effect this would
have upon seeing the deal through to fruition.

Government Yield Curves (%): Central Banks
2-YEAR 5-YEAR 10-YEAR 30-YEAR Current Rate
Last 1-day 1WK | Last 1-day I1WK | Last 1-day 1-WK | Last J-day 1-WK
u.s. 384 383 389 | 390 389 399 | 436 435 446 | 493 492 501 |Canada-BoC 2.75
CANADA 279 278 281 | 306 304 311 | 352 350 358 | 3.83 381 3.89
GERMANY 182  1.81 186 | 216 215 223 | 261 259 269 | 314 312 3.21 |US-Fed 4.50
JAPAN 083 076 079 | 112 104 109 | 159 152 159 | 314 3.09 3.07
U.K. 386 384 3586 | 402 400 404 | 461 457 464 | 545 540 547 |England - BoE 4.25
Spreads vs. U.S. (bps):
CANADA -106 -106 -108 -84 -84 -88 -84 -85 -88 -110 -1 -113 |Euro zone - ECB 215
GERMANY -202  -202 -203 | 174 173 -176 | 176 176 177 | -179 -180  -180
JAPAN -301  -307 -310 | -278 -285 -290 | -277 -283 -287 | -180 -183  -194 |Japan - BoJ 0.50
U.K. 2 1 -4 12 11 5 25 22 18 52 48 46
m Cevel % change: Mexico - Banxico 8.00
Last Change 1 Day 1-wk 1-mo 1-yr
S&P/TSX 27364 47.4 0.2 1.1 2.8 19.9 Australia - RBA 3.85
Dow 30 44502 179.4 0.4 1.1 45 10.3
S&P 500 6310 4.0 0.1 1.1 4.7 13.6 New Zealand - RBNZ 3.25
Nasdaq 20893 -81.5 -0.4 1.0 6.4 16.1
DAX 24185 142.7 0.6 0.7 3.9 30.3 Next Meeting Date
FTSE 9069 45.3 0.5 1.6 3.6 11.0
Nikkei 41171 1396.4 3.5 3.8 6.1 5.1 Canada - BoC Jul 30, 2025
Hang Seng 25538 408.0 1.6 4.2 5.6 47.5
CAC 7834 89.4 1.2 1.4 3.9 3.1 US - Fed Jul 30, 2025
LCevel % change:
WTI Crude 64.82 -0.49 -0.8 -2.4 -5.4 -15.8 England - BoE Aug 07, 2025
Natural Gas 3.21 -0.04 -1.4 9.7 -13.3 46.6
Gold 3426.20 -5.28 -0.2 24 1.7 42.2 Euro zone - ECB Jul 24, 2025
Silver 38.84 0.37 1.0 1.5 7.5 33.6
CRB Index 303.79 -1.00 -0.3 0.4 -0.4 8.3 Japan - BoJ Jul 31, 2025
m LCevel % change:
USDCAD 1.3588 -0.0017 -0.1 -0.7 -1.1 -1.4 Mexico - Banxico Aug 07, 2025
EURUSD 1.1726 -0.0028 -0.2 0.7 1.3 8.0
USDJPY 146.39 -0.2400 -0.2 -1.0 0.2 -5.9 Australia - RBA Aug 12, 2025
AUDUSD 0.6596 0.0040 0.6 1.0 2.1 -0.3
GBPUSD 1.3534 0.0001 0.0 0.8 0.1 4.8 New Zealand - RBNZ Aug 19, 2025
USDCHF 0.7936 0.0013 0.2 -0.9 -2.4 -11.0
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