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Capital Markets 

It was smooth sailing for stocks in the first six weeks of 2025, with global stock indices making 

new highs until prices peaked on February 18th, the day after Presidents' Day. However, prices 

came under pressure in the back half of the quarter, primarily due to weakness among U.S. tech 

giants after the DeepSeek reveal and growing concerns over Trump's tariff rhetoric. By quarter 

end, prices had retreated more than 6% to close the quarter down 0.9%. Then, when rhetoric 

became reality on April 2nd, and the Trump administration announced sweeping and punitive 

tariffs after the market close, panic ensued. Global stock prices plummeted by more than 10% 

over the next three days. Only during the pandemic in 2020 and the financial crisis in 2008 did 

stock prices decline more than three trading days. From their February high to the recent April 

low, global stock prices corrected by 16%, the S&P 500 by 19%, and the Nasdaq Composite by 

23%. Trump took note of the markets' repudiation of his new tariff plan and one week later 

announced a 90-day pause on all tariffs (except for China, where he double downed). The Trump 

administration's messaging on tariffs has continued to be haphazard, and market volatility has 

continued. However, the April 8th low has held up so far, and stock prices have rallied almost 15%, 

retracing about 75% of their peak-to-trough decline. 

Generally speaking, bonds also got off to a solid start in the first quarter as interest rates were 

mostly on the decline. They were not immune to the tariff drama, but the bond market seems to 

believe that tariffs and the uncertainty around them are more damaging to our economy than 

the tariffs themselves will be inflationary. As a result, bond prices have held up reasonably well. 

U.S. Aggregate bonds finished the quarter with a return of 2.7%, which, despite some volatility 

held up in April. Unfortunately, municipal bond investors have not been as fortunate. In a 

divergent move, municipal bonds were down 0.5% in the first quarter, with weakness continuing 

in April, and are now down 1.2% as of the recent market close. The price pressure on municipal 

bonds is a result of heavier than normal new supply coming to the market in recent months, as 

well as concerns about their Federal tax-exempt status with the Tax Cuts and Job Acts (TCJA) 

expiring at the end of this year. Also, to be fair, tax-equivalent bond yields had become relatively 

less attractive after holding up much better than taxable bonds in 2022 and 2023. At current 

yields, we are hopeful their recent weakness has been sufficient to reset investor expectations, 

leading to better returns on the balance of the year. 

Finally, commodities got off to a hot start, with the Bloomberg Commodities Index rising nearly 

9% in the first quarter, led by a 19% gold price gain. The strength in gold and other commodities 

is a mixed blessing. In some regard, it reflects economic resilience but is also a reminder that 

inflation remains a risk. Even a partial resurgence of inflation like we experienced in 2022 could 

put pressure on both stock and bond prices. 



The Economy 

The global economy kept chugging along in the first quarter. The Global Purchasing Managers' 

(PMI) accelerated in March after modest declines in the first two months. In the U.S., the S&P 

Global U.S. Composite PMI rose to 53.5 in March, the highest level in a year. The ISM services 

index, however, showed its weakest growth in nine months, while the manufacturing ISM slipped 

back into contraction territory. These surveys suggest slower growth but are not indicative of an 

imminent recession. Prices also accelerated in both surveys. 

However, uncertainty around the administration's tariff policy has put the brakes on this 

economic momentum. Corporations are suddenly putting new projects and acquisitions on hold 

and consumer sentiment is now at its lowest level since mid-2022. The freshest indications of the 

effect on the economy are worrisome. The just-released Dallas Fed Manufacturing Outlook 

Survey was the worst since 2020, and the Philadelphia Fed Business Outlook Survey showed a 

sharp deterioration in April, especially in new orders. Early reads on shipping volumes from China 

also indicate historic declines similar to the early days of the pandemic. 

Based on our research, the consensus is that even modest universal tariffs of 5% or 10% will likely 

decrease GDP growth by about 1.0% to 1.5% over the next year, with a corresponding rise in 

inflation of similar magnitude. These estimates assume no retaliatory tariffs, so consider these 

conservative estimates. The economy is at a pivotal and fragile juncture. The Fed just successfully 

brought down inflation fears by aggressively raising interest rates and appears to be on a path to 

engineering a soft economic landing. Without a swift retreat by the Trump administration of even 

modest universal tariffs and a quick trade détente with China, a U.S. recession becomes almost a 

guarantee. Even a mild recession paired with rising inflation expectations would create a 

stagflationary economic backdrop that would severely undercut the capital markets. 

Portfolio Management 

We were not caught off guard by the recent market volatility. Frankly, if it had not been the 

Trump tariffs, it probably would have been something else that would have spooked a richly 

valued stock market that had been rising, more or less interrupted for the past two-plus years. 

In the third quarter 2024 ACM Market Commentary we warned: 

"…our self-aware, contrarian mindset does make us a little nervous in the short-term. As great 

as the past twelve months have been, simply put, investing in the public markets is not meant to 

be this profitable and peaceful. In fact, going back to 2008, the current one-year profitability to 

volatility ratio of a 60/40 balanced portfolio is about as good as it gets, meaning returns have 

been excellent with relatively low volatility. "Mr. Market" has a way of poking investors in the 

eye at times like this, just when everyone is starting to feel really good about their investment 

portfolios." 



Then, last quarter, we detailed our concerns about stock market valuations, particularly in the 

U.S., and noted that statistically, we were long overdue for a correction. In our Value/Trend 

report, we concluded: 

"In the shorter-term, equities, and in particular, U.S. stocks, are extended after more than a year 

of nearly uninterrupted gains. It should take at least a 10% correction, which is overdue, to 

appropriately reset investor expectations. Long-term investors should be inclined to view market 

weakness as a buying opportunity." 

Therefore, heading into the recent market correction, we had positioned our portfolios with a 

defensive posture. In tax-advantaged accounts, we reduced equity exposure to below-target 

allocations and rebalanced our equity holdings away from overextended large U.S. growth 

stocks. Instead, we emphasized international stocks, which weathered the recent volatility 

much better. On the fixed income side, we leaned into treasuries, which outperformed 

corporates, and held off hedging our international bonds to the U.S. dollar, which worked nicely 

in our favor. In taxable portfolios, we made similar but more modest adjustments in the same 

direction due to tax considerations. Across all portfolios we let the profits from our gold 

position continue to run. 

After an extended period of low volatility and fairly steady trends that required minimal 

portfolio repositioning on our part, April's extreme volatility has necessitated a level of activity 

similar to the 2020 pandemic.  

On April 8th, with U.S. stocks down 20% from their highs and some of our favorite sentiment 

and oversold indicators approaching historical lows, we sensed an imminent rally. Across nearly 

all the portfolios we manage, we returned our portfolios to or just above equity targets, with 

our buying focused on beaten-down U.S. stocks. As luck would have it, the next day, Trump 

announced the 90-day tariff pause and equity prices skyrocketed by more than 10% in the final 

three hours of the day in a truly historic move. As a result, April 9th ended up being the third 

largest up day for the S&P 500 since 1950. With additional gains in recent sessions, stocks have 

retraced about two-thirds of the recent decline. 

Given our buying on April 8th, followed by the significant rally, our equity weightings have risen 

well above targets in just a few weeks. At the same time, measures of investor sentiment 

indicate that fear has subsided, and stock indices are approaching key technical resistance. We 

also worry that the tariff chaos will not immediately subside. Given the combination of these 

factors, we think the market will likely retest its April 8th lows, and that a selloff to even lower 

levels cannot be dismissed. Therefore, in recent days, we have taken some profits in equities in 

a move that, more or less, will return portfolios to their pre-correction positioning. Tax-

advantaged accounts are back below equity targets, and in a lesser move due to tax 



considerations, tax-managed accounts are back in line with targets. As part of this rebalancing, 

we also added some initial exposure to commodities to bolster our inflation-sensitive gold 

position. 

Looking Forward 

Nearly everything hinges on the tariffs. The capital markets were applauding Trump 2.0 until 

attention turned to them. It will take time to negotiate agreements with all of our important 

trading partners, and we suspect that Trump may continue to test the tolerance of the capital 

markets with lesser and more targeted alternatives. Eventually, though, we are hopeful that 

Trump will abandon his plans altogether, which may have been his plan from the beginning. We 

know that Trump sees capital markets as a reflection of his success more than any other president. 

Case in point, it only took him six days to announce the 90-day pause after the stock market 

rebuked his initial plans. So, in the end, we lean toward the likelihood that Trump will over time 

align his protectionist views in a policy framework that meets the approval of the markets - 

assuming that eventuality, we believe that the bull market will resume soon enough. 

To be clear, though, this bull market is probably in its eighth inning. While some pockets of 

opportunity remain, the S&P 500 has limited upside given near-record high valuations. However, 

mid-cap and small-cap stocks have room for multiple expansion. The median price-earnings ratio 

of the Value Line Composite is currently about 16x compared to 20x at prior market peaks. 

Europe, Japan, and Emerging Markets offer better upside potential with lower price-earnings 

multiples. 

Meanwhile, the monetary backdrop remains positive. More than 80% of the world's central banks 

are in interest rate cutting mode, including our own Federal Reserve, albeit patiently. Historically, 

bull markets end with a significant economic contraction, restrictive monetary policy to fight 

inflation, or some combination of the two. At the same time, there are typically signs of 

deteriorating market breadth and buyer exhaustion. None of these conditions exist at present. 

The U.S. and global economy are still expanding, inflation has been moderating, monetary policy 

is supportive, breadth is healthy enough, and demand for stocks has not peaked. In fact, during 

the market rally in recent weeks, several breadth thrusts were triggered in the U.S. stock market, 

showing buyers still have plenty of appetite. Trump's tariff policies just need to get out of this bull 

market's way. 

 

 

 


