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White House Tariff Order on Canada, Mexico, China likely
triggers risk-off short-term, but we list 5 reasons this is an
"over-reaction" and we would buy the dip

Tom Lee, CFA

HEAD OF RESEARCH

VIDEO: Trump is imposing tariffs to stop the flow of drugs and illegal aliens,
different than the trade war of 2018.  Thus, while we expect markets to panic, we
would buy the dip

Please click below to view our Macro Minute (duration: 5:59).
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We are bracing for markets to go risk-off early this week, on the heels of the White
House executive order of tariffs for Canada, Mexico and China — but we would
advise investors to buy this “fire, ready, aim” panic.

The reasons we would buy this dip are as follows:
– first, this is a “drug war” not “trade war”
– second, DeepSeek R1 is a reminder markets “over-react”
– third, Jan ISM (2/3) likely shows economy gaining momentum
– fourth, 4Q24 Earnings season still good, 79% beating
– fifth, the “January barometer” positive à 89% chance FY gain

We have listed excerpts of the Executive Order below but the text makes
clear this is about the flow of illicit drugs and illegal aliens, not about trade
practices. The second paragraph:
“President Trump is taking bold action to hold Mexico, Canada, and China
accountable to their promises of halting illegal immigration and stopping
poisonous fentanyl and other drugs from flowing into our country.”

This is a contrast to the tariffs imposed in 2018 during Trump’s first term:
– January 22, 2018, Trump imposed tariffs on solar panels and washing
machines of 30–50%.
– March 31 2018, Trump imposed tariffs on steel (25%) and aluminum (10%)
from most countries
– June 2018, tariff extended to the European Union, Canada, and Mexico. The
Trump administration separately set and escalated tariffs on goods imported
from China, leading to a trade war.

While one might suggest that the end result is the same, there is a difference.
The lifting of these sanctions arguably is more flexible. Because this requires
the other nations to cooperate on these objectives. To me this is a reason we
expect the markets to be less panicked about this.
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There is a lot of Fed speak this week:
– 2/3 Mon 12:30 PM ET: Bostic Speaks on Economic Outlook
– 2/3 Mon 6:30 PM ET: Musalem Gives Welcoming Remarks   
– 2/4 Tue 11:00 AM ET: Bostic Speaks in Moderated Conversation on
Housing   
– 2/4 Tue 2:00 PM ET: Daly Speaks in Moderated Panel   
– 2/4 Tue 7:30 PM ET: Jefferson Speaks on Economic Outlook, Policy   
– 2/5 Wed 9:00 AM ET: Barkin Speaks in a Fireside Chat   
– 2/5 Wed 1:00 PM ET: Goolsbee Gives Remarks at Auto Conference   
– 2/5 Wed 3:00 PM ET: Bowman Gives Update on Economy, Bank
Regulation   
– 2/5 Wed 7:30 PM ET: Jefferson Gives Lecture   
– 2/6 Thu 2:30 PM ET: Waller Speaks on Future of Payments   
– 2/6 Thu 5:10 PM ET: Logan Speaks on Future of Payments
– 2/7 Fri 9:25 AM ET: Bowman Gives Update on Economy, Bank Regulation   
– 2/7 Fri 12:00 PM ET: Kugler Speaks on Entrepreneurship, Productivity   

This is a heavy week for data including Jan jobs and Jan ISM:
– 2/3 Mon 9:45 AM ET: Jan F S&P Global Manufacturing PMI    50.1e
– 2/3 Mon 10:00 AM ET: Jan ISM Manufacturing PMI    49.9e
– 2/4 Tue 10:00 AM ET: Dec JOLTS Job Openings    8000ke
– 2/4 Tue 10:00 AM ET: Dec F Durable Goods Orders MoM    -2.2%
– 2/5 Wed 8:30 AM ET: Dec Trade Balance    -$97be
– 2/5 Wed 9:45 AM ET: Jan F S&P Global Services PMI    52.8e
– 2/5 Wed 10:00 AM ET: Jan ISM Services PMI    54.1e
– 2/6 Thu 8:30 AM ET: 4Q P Nonfarm Productivity    1.4%e
– 2/6 Thu 8:30 AM ET: 4Q P Unit Labor Costs    3.4%e
– 2/7 Fri 8:30 AM ET: Jan Non-farm Payrolls    170ke
– 2/7 Fri 10:00 AM ET: Feb P U. Mich. 1yr Inf Exp    3.2%e 
– 2/7 Fri 9:00 AM ET: Jan F Manheim Used Vehicle Index

The release of the Jan ISM Manufacturing on Monday is important, in our
view. The Street is looking for 49.9, or just a tad under 50. We believe this
figure could exceed 50 for the first time in 26 months.

First Word February 3, 2025

Page 3



The NFIB Small Biz Optimism Index recently surged from mid-90s to 105
post-election. This arguably moves in tandem/leads the ISM as both were
depressed for the past 3 years. Granted, this is before the Feb tariffs
announced. But again, this is about drug war not a trade war.

This is the heaviest week of earnings with 133 S&P 500 companies reporting.
So far its been a good season with 79% beating by 5% overall. Some notable:
– 2/4 after close: $AMD $GOOG $AMGN $JNPR
– 2/6 after close: $AMZN

Finally, a reason to be optimistic about 2025 is that we got a positive January
close. This is the January barometer “as January goes, so goes the year”:
– The January barometer is as follows:
– If January positive:
– Median FY +19%, 89% win-ratio
– If January negative:
– Median FY +0%, 50% win-ratio

Overall, there are six reasons (if Jan 31 close positive) that show 2025
tracking better than our base case:
– Barometer “first 5 days” positive = 82% win-ratio
– Sentiment capitulation on Dec to Jan chop = good
– Inflation tracking “softer” than consensus view
– Fears of “day 1 tariffs” overblown = USD weaker
– Cyclicals leading YTD = risk-on signal
– January barometer “positive” = 89% win-ratio

Bottom line, 2025 is tracking better than our base case. Despite the near-term
turmoil from the tariffs being announced, we remain constructive and now see
2025 as less turbulent than we expected. The top sector ideas remain:

Bitcoin

Small-caps

Financials

Industrials
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Technology
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_____________________________

44 SMID Granny Shot Ideas: We performed our quarterly rebalance on 11/25. Full
stock list here -> Click here
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______________________________

PS: if you are enjoying our service and its evidence-based approach, please leave
us a positive 5-star review on Google reviews —> Click here.

___________________________
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Source: Fundstrat

Key incoming data February:

2/3 9:45 AM ET: Jan F S&P Global Manufacturing PMI

2/3 10:00 AM ET: Jan ISM Manufacturing PMI

2/4 10:00 AM ET: Dec JOLTS Job Openings

2/4 10:00 AM ET: Dec F Durable Goods Orders

2/5 8:30 AM ET: Dec Trade Balance

2/5 9:45 AM ET: Jan F S&P Global Services PMI

2/5 10:00 AM ET: Jan ISM Services PMI

2/6 8:30 AM ET: 4Q P Non-Farm Productivity

2/6 8:30 AM ET: 4Q P Unit Labor Costs

2/7 8:30 AM ET: Jan Non-Farm Payrolls

2/7 9:00 AM ET: Dec F Manheim Used Vehicle index

2/7 10:00 AM ET: Feb P U. Mich. Sentiment and Inflation Expectation

2/10 11:00 AM ET: Jan NY Fed 1yr Inf Exp
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2/11 6:00 AM ET: Jan Small Business Optimism Survey

2/12 8:30 AM ET: Jan CPI

2/13 8:30 AM ET: Jan PPI

2/14 8:30 AM ET: Jan Retail Sales Data

2/18 8:30 AM ET: Feb Empire Manufacturing Survey

2/18 10:00 AM ET: Feb NAHB Housing Market Index

2/18 4:00 PM ET: Dec Net TIC Flows

2/19 9:00 AM ET: Jan M Manheim Used Vehicle index

2/19 2:00 PM ET: Jan FOMC Meeting Minutes

2/20 8:30 AM ET: Feb Philly Fed Business Outlook

2/21 9:45 AM ET: Feb P S&P Global Manufacturing PMI

2/21 9:45 AM ET: Feb P S&P Global Services PMI

2/21 10:00 AM ET: Feb F U. Mich. Sentiment and Inflation Expectation

2/21 10:00 AM ET: Jan Existing Home Sales

2/24 8:30 AM ET: Jan Chicago Fed Nat Activity Index

2/24 10:30 AM ET: Feb Dallas Fed Manuf. Activity Survey

2/25 9:00 AM ET: Dec S&P CoreLogic CS home price

2/25 10:00 AM ET: Feb Conference Board Consumer Confidence

2/26 10:00 AM ET: Jan New Home Sales

2/27 8:30 AM ET: 4Q S GDP

2/27 10:00 AM ET: Jan P Durable Goods Orders

2/28 8:30 AM ET: Jan PCE Deflator

Key incoming data January:

1/2 9:45 AM ET: Dec F S&P Global Manufacturing PMI Tame

1/3 10:00 AM ET: Dec ISM Manufacturing PMI Tame
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1/6 9:45 AM ET: Dec F S&P Global Services PMI Tame

1/6 10:00 AM ET: Nov F Durable Goods Orders Tame

1/7 8:30 AM ET: Nov Trade Balance Tame

1/7 10:00 AM ET: Dec ISM Services PMI Tame

1/7 10:00 AM ET: Nov JOLTS Job Openings Tame

1/8 9:00 AM ET: Dec F Manheim Used vehicle index Tame

1/8 2:00 PM ET: Dec FOMC Meeting Minutes Tame

1/10 8:30 AM ET: Dec Non-Farm Payrolls Hot

1/10 10:00 AM ET: Jan P U. Mich. Sentiment and Inflation Expectation Hot

1/13 11:00 AM ET: Dec NY Fed 1yr Inf Exp Tame

1/14 6:00 AM ET: Dec Small Business Optimism Survey Tame

1/14 8:30 AM ET: Dec PPI Tame

1/15 8:30 AM ET: Dec CPI Tame

1/15 8:30 AM ET: Jan Empire Manufacturing Survey Tame

1/15 2:00 PM ET: Jan Fed Releases Beige Book Tame

1/16 8:30 AM ET: Dec Retail Sales Data Tame

1/16 8:30 AM ET: Jan Philly Fed Business Outlook Mixed

1/16 10:00 AM ET: Jan NAHB Housing Market Index Tame

1/17 9:00 AM ET: Jan M Manheim Used vehicle index Tame

1/17 4:00 PM ET: Nov Net TIC Flows Tame

1/24 9:45 AM ET: Jan P S&P Global Manufacturing PMI Tame

1/24 9:45 AM ET: Jan P S&P Global Services PMI Tame

1/24 10:00 AM ET: Jan F U. Mich. Sentiment and Inflation Expectation Hot

1/24 10:00 AM ET: Dec Existing Home Sales Tame

1/27 8:30 AM ET: Dec Chicago Fed Nat Activity Index Tame
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1/27 10:00 AM ET: Dec New Home Sales Tame

1/27 10:30 AM ET: Jan Dallas Fed Manuf. Activity Survey Tame

1/28 9:00 AM ET: Nov S&P CoreLogic CS home price Tame

1/28 10:00 AM ET: Jan Conference Board Consumer Confidence Tame

1/28 10:00 AM ET: Dec P Durable Goods Orders Tame

1/29 2:00 PM ET: Jan FOMC Decision Tame

1/30 8:30 AM ET: 4Q A 2024 GDP Tame

1/31 8:30 AM ET: Dec PCE Deflator Tame

1/31 8:30 AM ET: 4Q Employment Cost Index Tame

Economic Data Performance Tracker 2025:
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Source: Fundstrat, Bloomberg

Economic Data Performance Tracker 2024:
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Source: Fundstrat, Bloomberg

Economic Data Performance Tracker 2023:
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Source: Fundstrat, Bloomberg

First Word February 3, 2025

Page 27

https://cdn2.fsinsight.com/wp-content/uploads/2025/01/image-4.png


Disclosures

This research is for the clients of FS Insight only. FSI Subscription entitles the subscriber to 1 user,
research cannot be shared or redistributed. For additional information, please contact your sales
representative or FS Insight at fsinsight.com.

Analyst Certification (Reg AC)

Tom Lee, CFA, the research analyst denoted by an “AC” on the cover of this report, hereby
certifies that
all
of the views expressed in this report accurately reflect
 his
 personal views, which have not been
influenced by considerations of the firm’s business or client relationships.
Neither I, nor a member of my
household is an officer, director, or advisory board member of the
 issuer(s) or has another significant
affiliation with the issuer(s) that is/are the subject of this
research report. There is a possibility that we will
from time to time have long or short positions
 in,
 and buy or sell, the securities or derivatives, if any,
referred to in this research.

Conflicts of Interest

This research contains the views, opinions and recommendations of FS Insight. At the time of publication
of this report, FS Insight does not know of, or have reason to know of any material conflicts of
interest.

General Disclosures

FS Insight is an independent research company and is not a registered investment advisor and is not
acting as a broker dealer under any federal or state securities laws.

FS Insight is a member of IRC Securities’ Research Prime Services Platform. IRC Securities is a FINRA
registered broker-dealer that is focused on supporting the independent research industry. Certain
personnel
of FS Insight (i.e. Research Analysts) are registered representatives of IRC Securities, a FINRA
member firm
 registered as a broker-dealer with the Securities and Exchange Commission and certain
state securities
regulators. As registered representatives and independent contractors of IRC Securities,
such personnel may
receive commissions paid to or shared with IRC Securities for transactions placed by
FS Insight clients
directly with IRC Securities or with securities firms that may share commissions with IRC
Securities in
accordance with applicable SEC and FINRA requirements. IRC Securities does not distribute
the research of
FS Insight, which is available to select institutional clients that have engaged FS Insight.

As registered representatives of IRC Securities our analysts must follow IRC Securities’ Written
Supervisory
 Procedures. Notable compliance policies include (1) prohibition of insider trading or the
facilitation
thereof, (2) maintaining client confidentiality, (3) archival of electronic communications, and (4)
appropriate use of electronic communications, amongst other compliance related policies.

FS Insight does not have the same conflicts that traditional sell-side research organizations have
because
FS Insight (1) does not conduct any investment banking activities, and (2) does not manage any

First Word February 3, 2025

Page 28



investment
funds.

This communication is issued by FS Insight and/or affiliates of FS Insight. This is not a personal
recommendation, nor an offer to buy or sell nor a solicitation to buy or sell any securities, investment
products or other financial instruments or services. This material is distributed for general informational
and educational purposes only and is not intended to constitute legal, tax, accounting or investment
advice.
 The statements in this document shall not be considered as an objective or independent
explanation of the
matters. Please note that this document (a) has not been prepared in accordance with
legal requirements
designed to promote the independence of investment research, and (b) is not subject
to any prohibition on
dealing ahead of the dissemination or publication of investment research.
 Intended
for recipient only and not for further distribution without the consent of FS Insight.

This research is for the clients of FS Insight only. Additional information is available upon request.
Information has been obtained from sources believed to be reliable, but FS Insight does not warrant its
completeness or accuracy except with respect to any disclosures relative to FS Insight and the analyst’s
involvement (if any) with any of the subject companies of the research. All pricing is as of the market
close for the securities discussed, unless otherwise stated. Opinions and estimates constitute our
judgment
as of the date of this material and are subject to change without notice. Past performance is
not indicative
of future results. This material is not intended as an offer or solicitation for the purchase or
sale of any
 financial instrument. The opinions and recommendations herein do not take into account
individual client
 circumstances, risk tolerance, objectives, or needs and are not intended as
recommendations of particular
securities, financial instruments or strategies. The recipient of this report
must make its own independent
 decision regarding any securities or financial instruments mentioned
herein. Except in circumstances where
FS Insight expressly agrees otherwise in writing, FS Insight is not
acting as a municipal advisor and the
opinions or views contained herein are not intended to be, and do
not constitute, advice, including within
 the meaning of Section 15B of the Securities Exchange Act of
1934. All research reports are disseminated and
available to all clients simultaneously through electronic
publication to our internal client website,
 fsinsight.com. Not all research content is redistributed to our
clients or made available to third-party
 aggregators or the media. Please contact your sales
representative if you would like to receive any of our
research publications.

Copyright © 2025 FS Insight LLC. All rights reserved. No part of this material may be
 reprinted, sold or
redistributed without the prior written consent of FS Insight LLC.

First Word February 3, 2025

Page 29


