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What You Need to Know — May

Month of April: all asset classes tried to navigate an environment of considerable uncertainty, as tariff
policy was introduced at a far wider reaching and punitive level than expected, then placed on pause
for 90 days as US bond market yields spiked in a disorderly fashion. The S&P 500 posted its worst two-
day performance since 2020, before achieving its best single-day performance since 2008, as the
volatility index spiked to 60. Capital appeared to leave the US due to the uncertainty with other equity
and bond markets rallying, along with gold.

since the end of April, the US and its closest ally, the UK
have agreed on a trade “framework” with sector specific carve-outs but a baseline tariff level of 10%.
Tariff levels against China have been reduced from 145% to roughly 30% for up to 90 days. This has
brought a strong relief rally, particularly to US equities, as the fear of a full decoupling appears to have
bene averted. We do not believe that the equity market is pricing in the likely scenario where a baseline
10% tariff level is maintained against all countries, and a higher level against China where a
combination of tariffs leads to a ~30% level. Together, on a trade weighted basis it is estimated that
US tariffs would end up around 15%, lower than feared, but much higher than the ~2.5% that was in
place prior to April.

Monetary Policy Implications: While most developed market central banks continue cutting interest
rates, the potential impact of tariffs in the US put the Federal Reserve in a position where their dual
mandate of full employment and price stability will be moving in opposite directions. Fed speakers
have made it clear, that they will not move before hard data suggests they need to. While it is likely
that the Fed will look through any price increases as a one-off reset, and cut if the labour market
softens, they will no doubt be wary of a more persistent rise in inflation.

earnings growth has beaten most expectations in Q1, while the uncertain
policy environment was a key factor in earnings calls. Next quarter will be most telling as to what (if
any) impact the actions of the Trump administration has had on sales, costs and investment.

Outlook: US Recession predictions are now being unwound, however a hit to growth in an already
slowing global economy seems inevitable. The bond market has seen the return of ‘term premia’ as
investors struggle to price in policy risk, particularly with the unpredictable US administration. Investors
also remain wary of upside surprises to inflation as well as the growing funding task required of the US
Treasury.

How to Position: the pace and magnitude of the bounce in equities has now left investors once again
questioning valuations. We too are in this camp, with a 21x P/E multiple for the S&P500 in such an
uncertain policy environment difficult to justify. While momentum, relief, and fear of missing out may
carry the current rally in risk assets higher in the short-term, we do not think this is the end of volatility.
A lot of negotiation needs to be done in a brief period of time to reduce a significant impact on
consumer and corporate confidence in the US.

For the moment, we are not chasing this equity market rally and instead are looking to private equity,
and other alternatives to deliver the bulk of performance in what could be a more uncertain and low
return environment for public assets.
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Markets in April

Markets tried to navigate the implications of US
trade policy. The month started with President
Trump’s announcement of a set of tariffs that were
broader and more punitive than expected. Equity
markets sold off just after the announcement and
the VIX spiked to 60, the highest level since the
pandemic.

The S&P 500 posted its worst two-day performance
since 2020, before achieving its best single-day
performance since 2008, after U.S. President
Trump declared a 90-day pause on these
“reciprocal tariffs”. The MSCI World index and
MSCI Emerging Market index ended the month
relatively unchanged, with minor declines of -0.3%
and -0.2%, respectively.

Chart 1: April Asset Class Performance
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Growth stocks outperformed value, with the poor
performance of the energy sector a particular drag
on value. Emerging markets were relatively
resilient, supported by solid returns from Mexico
and Brazil in particular.

Chart 2: Selected Equity Markets Relative
Performance (0 = 1 Jan 2025)
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The confidence shock triggered by the “Liberation
Day” tariff announcements also affected the bond
markets. The yield on 10-year US Treasuries
reached a peak of 4.6% on 11 April, before settling
at 4.2% by the end of the month. With the wild sell-
off in bonds seen as a key catalyst leading to the
tariff pause.

Commodities were broadly weaker in April. But
Gold was up 7.5%, touching a new record high of
3500/0z before paring some gains. Silver and
copper prices fell by 6.3% and 5.5%, respectively.
Crude oil prices were down more than 16% amid
demand headwinds from tariff concerns and higher
supply. Natural gas fell even more by 20.4%, driven
by demand concerns and significantly higher U.S.
gas output in April.

The USD declined over the month, with the DXY
index falling to 99.5 by the end of April, a 9.5%
pull-back since its January-high. The euro,
Japanese yen and Australia dollar all rose in April,
up 5.2%, 4.8% and 2.7%, respectively.

Key Themes

Tariffs — sense prevails but tariffs here to stay

The reciprocal tariff rate for China was initially 34%
on April 2, then raised t0125% on April 9. Trump
has since signed an Executive Order that has
lowered China's reciprocal tariff rate to 10pp while
negotiations continue, for 90 days.

Previously, tariffs on nearly 30 other countries were
postponed until July 9. However, the lowering of
the China tariff rate from a 125% increase to 10%
does not eliminate the impact on the real economy
or on confidence. Tariffs would still be meaningfully
higher on US imports compared to four months
ago. For China, the tariffs would include the 10pp
increase that was part of the "reciprocal" tariff
announcement, plus the 20 pp of tariffs put in place
in early February and March related to fentanyl. US
imports from China also face sectoral tariffs of 25%
both on steel and aluminium and on autos and auto
parts.



Chart 3: US Effective Tariff Rate
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With the reduction of the China tariffs announced
(a postponement), plus all the tariffs currently in
place, it is now estimated that the overall weighted
average rate applied to US imports will be around
15%, up from the 2.5% four months ago. That
would be lower than the ~25-30% estimated post-
April 9, but still a sizeable increase in the cost on
what was $3.2 trillion of goods imports in 2024.
This is still expected to be a material headwind to
the US economy, probably raise inflation and may
dent consumer spending if price increases flow
through to the end consumer.

Chart 4: US Consumer Confidence
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US Eamings Remained Strong

Despite policy headwinds, backward looking
earnings in the U.S. continued to show strength.
The first-quarter earnings season has so far
surpassed expectations, with over 75% of reporting
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companies beating analyst forecasts and delivering
an average earnings surprise of 12.2%.

While trade uncertainty has been a common theme
on earnings calls, many firms are actively pursuing
strategies to blunt the impact. These include
diversifying supply chains, front-loading orders,
implementing price increases, and slowing hiring
plans. Whether these plans continue or not remains
to be seen. What is arguably more likely is a
reduction or postponement of investment.

Chart 5: US 12m Forward Earnings Expectations
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Outlook

The Trump administration has now backed down
twice in its imposition of tariffs on its trading
partners. The first move was driven by rapidly rising
bond yields (see below), the second with China was
driven by the fear that decoupling the two
economies could cause a severe supply shock and
economic damage to both.

While we now may be passed peak fear for the
derailing of global trade, it has become clear that
we are not returning to the pre-April world of zero
trade tariffs. A best case appears to be a baseline
10% import duty, with sector carve outs and larger
duties imposed on several sectors and nations.

Are Equity Market Valuations justified?

At the time of writing, US equity markets have
erased all their losses since ‘Liberation Day’ and the
S&P500 is once again trading on a 21x forward P/E.
But we are not in a pre-liberation day economy or
geopolitical regime. And while the equity market is
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not the economy, given the ongoing uncertainty
around trade policy, it is in our view difficult to
justify valuations that are in the 96" percentile
historically.

Chart 6: US 2, 10 and 30 year Bond yields
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The key to denting the recent recovery could once
again be the bond market. Bond yields across the
curve continue to rise and are now above the levels
that saw the Trump administration implement the
first 90-day pause on reciprocal tariffs.

The US Fed is in an awkward position

Even in a baseline 10% tariff environment, inflation
is expected to print closer to 4% this year. That
combined with an already slowing economy that
could be further buffeted by trade uncertainty and
a hit to confidence could result in a stagflationary
environment. That puts the US Federal Reserve in
a difficult position, while it is unlikely that the Fed
wants to be responsible for a recession, it may be
wary to ease policy quickly if inflation is rising while
the labour market is weakening later this year.
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Chart 7: Fed
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How to Position

Markets are moving faster than ever, and investors
have been incredibly quick to push US equities
back to pre-April levels on improving trade
relations.

Equities: V-shaped recovery

Last month we wrote: “With a 10% baseline tariff
regime and from a valuation and technical
perspective we thought the US S&P500 looked
more interesting at 5300..." we still think that is the
case and that equities have run too hard in this
environment. Although we suspect they could
move higher yet on momentum and the fear-of-
missing out trade. We believe that one or more
factors will result in some equity market weakness;
higher bond yields will take the wind out of the
market's sails, or the reality that the economy (and
earnings) will still take a hit in a minimum 10% tariff
environment, business and consumer confidence
will be reduced given policy uncertainty.

Last month, we flagged that in an uncertain
environment large cap technology arguably would
do better, and that has been the part of the market
that has bounced the hardest given its ability to
better protect margins
favourable news flow around Al investment.

its and from some



Chart 8: Mag 7 S&P500 Weighting
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Cash Rates: RBA to cut multiple times (still)?

A sideways tracking labour market doesn’t appear
to be a deterrent to the RBA cutting in May given
the trend in inflation is lower and back within the
target band. We believe that any cuts will likely be
well spaced out and the RBA will retain its hawkish
language, wary of a resurgence in services inflation.

Bonds: Credit spreads have rallied with equities,
government bond yields may head higher still

Credit spreads have rallied back in along with other
risk assets. The riskier parts of the US high yield
bond market have led the way as recession risk
abates. Government bond yields have been rising
again and may have further to go as investors price
in higher inflation in the US, amidst slower growth
and an unpredictable policy environment.

Alternatives: Timely reminder

April provided a reminder that diversification can
preserve capital. We continue to look to
uncorrelated strategies and non-public equity to
drive performance in this environment.

Currencies: USD reset lower.

Perhaps an aim of the Trump administration was to
devalue the US Dollar, making US exports more
competitive? If so, it appears it has been achieved,
for now anyway. The AUD appears to be holding its
ground well around the mid-60s and in our view
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may end up only slightly higher than here
throughout this year.

Luke Hansen, James Wright, and James Marchetti
Sayers Investment Solutions Team

16 May 2025



Important Notice

This document has been prepared without consideration of any persons’
investment objectives, financial situation, or needs. The document is for
wholesale investors only and is general advice only. Before acting on any
advice or information contained in this document, Sayers Wealth Pty Ltd
| AFS Licence No: 525093 (Sayers Wealth) recommends that you obtain
professional advice based on your personal circumstances. Whilst this
document is based on the information from sources which are considered
reliable, Sayers Wealth, its directors, and employees, do not represent,
warrant, or guarantee, expressly or impliedly, that the information is
complete or accurate as at the date of publication. This document is not
authorised for publication outside of Australia.

This document has been prepared by Sayers Wealth in good faith, but
no independent verification has been made, nor is its accuracy or
completeness guaranteed. Before making an investment decision, you
need to consider whether this information is appropriate to your
objectives, financial situation, or needs. Past performance is not a reliable
indicator of future performance.

Sayers recommends that you consider the relevant Product Disclosure
Statement or other disclosure document, where relevant, before making
investment decisions in relation to any particular product mentioned in
this report.

Sayers's advisers may provide oral or written market commentary or
trading strategies to clients that reflect opinions that are contrary to the
opinions expressed in this report, and they may make investment
recommendations that are inconsistent with the recommendations or
views expressed in this report.

Ownership and Conflicts of Interest

Members of Sayers’s Capital Solutions Group (CSG) may from time to
time hold financial products that are the subject of a Sayers research
report or other material.

The Sayers Conflicts of Interest Policy sets out how Sayers manages these
conflicts. Where a holding is deemed to be material this will be disclosed
in the client facing report.

The Sayers Group and associates, may have provided, provides, or seeks
to provide advisory, capital markets and / or other services, to the issuers
and their associates mentioned in this report.

The Sayers Group Conflicts of Interest Policy outlines how these conflicts
are identified and managed.

Our Process

Further information about the methodology applied by Sayers in
preparing research reports is available on the Sayers website.

General Disclosures

This report is not an offer to sell or the solicitation of an offer to buy any
security in any jurisdiction where such an offer or solicitation would be
illegal. The information contained in this report is subject to change
without notice. The price and value of the investments referred to in this
report and the income from them may fluctuate.

So far as laws and regulatory requirements permit, Sayers, its related
companies, associated entities and any officer, employee, agent, adviser
or contractor thereof (Sayers Group) does not warrant or represent that
the information, recommendations, opinions or conclusions contained in
this report (Information) is accurate, reliable, complete or current and it
should not be relied on as such. The Information is indicative and
prepared for information purposes only and does not purport to contain
all matters relevant to any particular investment or financial instrument.
Subject to any terms implied by law and which cannot be excluded, the
Sayers Group shall not be liable for any errors, omissions, defects, or
misrepresentations in this report (including by reasons of negligence,
negligent misstatement or otherwise) or for any loss or damage (whether
direct or indirect) suffered by persons who use or rely on the Information.
If any law prohibits the exclusion of such liability, the Sayers Group limits
its liability to the re-supply of the Information, provided that such
limitation is permitted by law and is fair and reasonable.

Research Disclaimer

The Information accurately reflects the personal views of the author(s)
about the securities, issuers and other subject matters discussed, and is
based upon sources reasonably believed to be reliable and accurate. The
views of the author(s) do not necessarily reflect the views of Sayers. No
part of the compensation of the author(s) was, is, or will be, directly or
indirectly, related to any specific recommendations or views expressed in
this report.

Other

This report has been prepared for distribution only to clients of Sayers
(and potentially to clients of other financial advisers). It may not be
reproduced or distributed without the consent of Sayers. Please refer to
the full details of the important disclosures, available in the Disclosures
section of the Sayers Group website

This document has been prepared without consideration of any client's investment objectives, financial situation or needs.
Before acting on any advice in this document, Sayers Wealth Pty Limited AFS Licence No: 525093 (Sayers Wealth) recommends
that you obtain professional advice based on your personal circumstances. Whilst this document is based on the information
from sources which are considered reliable, Sayers Wealth, its directors and employees do not represent, warrant, or guarantee,
expressly or impliedly, that the information is complete or accurate as at the date of publication.’
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