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Musings

News from the markets

"It’s not what we don’t know that gets us into trouble. It’s what we know for sure that
just ain’t so."

Last week (most of the) financial markets behaved as we had foretold.

As predicted in our weekly report for April 4th, President Donald Trump dramatically
reversed course, dropping his country-specific tariffs down to a universal 10% rate for all
trade partners except China. He also revealed a 90-day pause for steeper-than-baseline
rates for many other countries.

Along the way, a tit-for-tat tariff war between the United States and China closed the week
with tariffs of 145% on Chinese goods into the US and 125% on American goods into China.
China managed to come across as the more mature party by calling Trump’s tariff
strategy a ‘joke’ and refusing to engage in competitive tariffs any further.

US markets responded favorably, with the S&P having its best week since November 2023
and closing a hair’s breadth below our short-term target of 5,400.

 —Mark Twain
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So where do we go from here?

For one, 10% tariffs are not nothing and will have an impact on costs.

Also, 90 days is not eternity and we will soon be faced with the challenge of getting the
details in place in time. And the surrounding uncertainty will mean delayed investment
decisions, slower consumption and lower corporate earnings, which in turn is likely to lead
to higher unemployment and a downward spiral in the economy.

As such, absent positive developments such as a scaling back of tariffs between the US and
China, we expect US stock markets to grind down from here.

An unexpected, and disturbing development, is the sharp increase in US Treasury yields last
week. Contrary to the usual flight to quality that is witnessed by funds moving into US
Treasuries in times of market crisis, bonds sold off dramatically, particularly at the long end
of the curve. Various reasons – loss of confidence in the United States, dumping of US
Treasuries by China, large hedge funds getting margin called due to being on the wrong side
of basis trade – have been cited as causes. If this escalates, it has the potential to upend the
entire US financial system and even global markets.

It is interesting that this happened at the same time as the price of gold shot up.

Something to be watched very carefully.
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