US stocks held up well during a wild week of
White House adjustments to its tariff policies. US
government bonds and the dollar were less fortunate.

With stocks plummeting and the bond market “getting a
bit yippy”, the White House paused most of its ‘reciprocal’
tariffs on Wednesday last week. While President Donald
Trump appears alittle too nonchalant, this is evidence that
heis mindful of the market, at least.

US stocks rallied 5.7% in dollar terms last week, albeit they
are stilldown 8.5% year to date. While the more punitive
reciprocal tariffs have been paused for three months to
allow negotiations, those levied on Chinese imports were
increased in arapid tit-for-tat that has left Chinese exports
to Americataxed at 145% and US exports to China at 125%.
Also, the 10% universal tariff on all other imports remains
in place. While stock investors have taken heart from the
reprieve, itis very limited. As you can see from the chart,
we estimate the average tariff onimports to Americais as
high as at the end of the 1930s.

We haven’tincluded the potential effect of the weekend’s
announcement that computer chips, smartphones and
computers are exempt from the ‘reciprocal’ tariffs.
Whichis good, because the administration has already
clarified that somewhat (but not alot, asis their style): US
Commerce Secretary Howard Lutnick said these products
would instead be subject to tariffs under a different regime
solely for high-end electronics that will be revealed in

due course. There’s a high chance that this tariff will be

at alower rate than the 145%, and many investors expect
substantially lower. We'll have to wait and see. And see how
the opening gambit changes over time, asitiswonttodo...
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So why did Trump relent and pause the tariffs at the last
minute? It seems the government bond market was what
really got him and his staff worried. Longer-term US
treasury bond prices dropped like stones, sending their
yields - and therefore government borrowing costs -
soaring. While the level isn’t necessarily that high compared
with the last year or so, the size and speed of the increasein
such ashort space of time was extraordinary.

At the same time, the dollar sank significantly as well. After
adreadful run, the greenback is now 9% cheaper against its
major trading partners thanits recent peakin mid-January.
Typically, when American government bond yields rise, the
dollar strengthens asit attracts global investors who want
to lockin higher ‘risk-free’ returns. This is the mechanism
that allows the US to spend beyond its means and to borrow
with abandon in ways that are impossible for nations

like the UK. Last week, small cracks began to show in this
arrangement.

US TARIFF U-TURN MODERATES
SURGE IN AVERAGE LEVY ONLY A BIT
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US TREASURY YIELDS JUMP AS
INVESTORS TAKE FRIGHT
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High borrowing costs could cause misgivings in the
Republican-led Congress, whichis currently debating
hefty tax cuts. The House of Representatives have passed
adetail-lite plan for $5 trillion in tax cuts and $1.5trn

in spending cuts over the coming decade. It must be
combined with a Senate version, however, which requires a
minimum of $4trn in belt-tightening.

Thisisn’t the 1930s

The administration’s sensitivity to economic reality is
comforting, evenif their modus operandiis still shock,
awe and uncertainty - not a helpful mix for investors and
business.

It’simportant to remember, though, that trade policy isn’t
all that matters for business and investment. People and
companies are adaptive and can adjust their suppliers,
business models and strategies. While we may look back on
2025 as the start of ahuge realignment in global trade, it’s
not going to be the year where companies stopped making
profits.

Thisisn’'t the first major shock to economies and markets.
It’s not even the firstin the past five years! In 2020 a
pandemic completely upended life and commercein

virtually every nation. Everything came to a standstill. Yet
societiesand business adapted and in many cases thrived.
Two years later, Russiainvaded Ukraine, completely
scrambling markets for everything from grains and
plutonium to oiland gas. All economic growth is essentially
energy transformed, so skyrocketing energy costs (and
food, which is energy for workers) was a massive shock, yet
economic activity adapted and continued.

Inboth those years, 2020 and 2022, global stocks
experienced falls of more than the 19% we’ve seen so far
this year. Both times they bounced back. Thisisn’t unusual:
since 1960, 92% of rolling 10-year periods have been
positive.

Some people compare today with the Great
Depression of the 1930s, worrying that history will
repeat. Thisisamisreading of history. The Smoot Hawley
Tariff Act of 1930 didn’t create the Great Depression - it
made it alittle worse, but it wasn’t the trigger or the main
driver. It wasimplemented during perhaps the greatest
banking crisis of all time. Back then, currencies were
convertible to gold, making it harder for central banks to
alleviate stresses and help reinvigorate commerce and
economies. Thisis not remotely like the situation we find
ourselvesintoday.

The value of currencies float, allowing them to find an
equilibrium without causing massive layoffs or requiring
big cutsin workers’ wages. Central banks have awhole
range of tools to monitor banks and compelthem toreinin
lending or raise capital. They can also intervene in markets
toincrease ‘liquidity’ (make it easier to sell quality assets

in times of dislocation), keeping panic spikes in borrowing
costs from upending those who would otherwise be
solvent. Despite wild trading and the big moves in the prices
of bonds and equities, there are no signs of stress in banks
or financial conditions. Given the tools they have at their
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disposal, central banks have never been better placed to
avert or contain a financial crisis. And such a crisis is the
major risk to long-term investors.

While the effect of tariffs - if they go ahead in the form
that’s currently on hiatus - willmean a big knock to US GDP
growth, they don’t guarantee recession. We calculate the
chance of a US recession to be roughly 35%, i.e. it’'s more
likely than not that America will continue to forge ahead in
the year to come. That’simportant because it’s recessions
that tend to deliver large and lasting stock market slumps.

There’s always a tendency to focus too much on the risks
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