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Musings

News from the markets

"If you can't convince them, confuse them."

The University of Michigan's preliminary consumer sentiment index for May dropped
sharply to 50.8, down from 52.2 in April and marking the fifth consecutive monthly decline
and the second-lowest reading on record.

Inflation expectations surged to 7.3%, the highest since 1981.

On the face of it, this suggests a move towards stagflation and makes the Federal
Reserve’s job more difficult.

We do, however, note that in recent months ‘soft data’ such as the above has not always
been reflected in subsequent ‘hard data’.

Also, it is not clear that these sentiments fully capture the impact of the recent
announcements of change in trade policy.

 —Harry S. Truman
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As per CME Fedwatch, ~77% of the market expects the first Fed cut to happen in September
2025.

Credit rating agency Moody’s downgraded the credit rating of US from a perfect Aaa,
which it had maintained from 1917, to a notch lower at Aa1. The reasons given are rising level
of deficit when the debt to GDP has crossed 100%.

S&P had downgraded the US in 2011.

Fitch had downgraded the US in 2023.

In both instances, markets had mostly taken their own course driven by the direction of 
interest rates.

We do not expect a significant long-term response this time around, too. Reasons include:

Moody’s had already put US on a credit watch in 2023, so a downgrade was expected in
any case.
None of the countries still with AAA ratings – Australia, Canada, Denmark, Germany,
Lichtenstein, Luxembourg, Netherlands, Switzerland, Norway, Sweden and Singapore –
have capital markets of comparable depth. In other words, US remains ‘the cleanest dirty
shirt in the laundry heap”
Under the Basel III framework, used in the U.S. and globally for bank capital regulation,
banks do not need to hold capital against their holdings of U.S. Treasury securities. This
downgrade does not change that. 

Having said that, we continue to believe that investors should book some profits from the
recent blistering rally and keep some cash available for better entry levels.

Key economic events coming this week
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Chart of the Week
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Disclaimer

House Republicans failed Friday to push their big package of tax breaks and spending cuts
through the Budget Committee, as a handful of conservatives joined all Democrats in a
stunning vote against it.


