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“We plan; God laughs” – Old Yiddish Proverb

We have been saying, and reminding ourselves, that the only predictable thing about President Trump is his

unpredictability. Coming into the year, we generally agreed with the thesis that, if  nothing else, he would be pro-

business and M&A would pick up. That has not been the case thus far.

If  that were the only issue, it would be fine. But, as journalist Ezra Klein noted, one of  Trump’s core governing

strategies is to “flood the zone.” According to Klein, Trump overwhelms his audience with communication, often

contradictory, to the point that everything is thrown out of  equilibrium. This is effective for dealing with political

opponents but it’s devastating for capital markets.

The most obvious example is with the tariffs, which now everyone is tired of  discussing. Succinctly, there are two

points worth highlighting:

Longer-term, this is most likely a sea change in the global political economy that will reverberate for years

much like 9/11, the fall of  the Berlin Wall, or the U.S. ending the gold standard. It is too soon to have much

insight into how the new paradigm will look.

Shorter-term, businesses need more certainty. They need to have a reasonably reliable estimate of  their costs.

And it takes time to source products and materials from new locations. 

We hope we are wrong but suspect we are entering into a recession as we speak. We are reading anecdotes about

how supply chains are about to shut down and companies are not buying new inventory. Some logistics industry

professionals are comparing the current environment to the Covid shutdowns. This might simply be hyperbolic

statements being made for effect. Or it might be real. And the truth of  it might be known by the time you read

this letter. Frankly, we really hope so.

The bigger worry we have is that the global political financial system is more fragile now. Case in point, the U.S.

dollar and 10-year Treasury bond’s yields during the tariff  announcements the first week in April. Historically, the

dollar would have rallied while Treasury yields would have declined. Investors would have flocked to the dollar and

U.S. Treasuries as safe havens. This time, they sold off.

Was this a blip or is it a signal of  the new environment? If  it reflects the new environment, the ramifications are

well beyond the scope of  this letter but suffice to say, we fail to find any positive ones.

The other major concern is how geopolitical relations will change due to new trade relations. The last time we

placed an embargo on an Asian power, it provided a catalyst for war with Japan.

Slightly less dramatic, there have generally been two reasons why China has not invaded Taiwan yet. First, even

without U.S. intervention, they lacked the naval capability to send the men and resources across the straits to land

and fight in Taiwan. Second, the West would have placed severe economic sanctions on them, which would have

devastated their economy. Well, we don’t know where they stand with their naval capabilities today but with the

obscene tariffs, we basically eliminated the second issue.

Is this Chicken Little? Yes, a bit. Our point is not to suggest these dire outcomes will happen but rather to say that

outcomes such as these that were previously low-probability scenarios, are now much less improbable. 
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The Nasdaq led the way down as investors fled higher valued stocks. Most interesting was the decoupling

of  international stocks from the U.S. In recent years, when the U.S. caught a cold, the rest of  the world

got the flu. That said, the incredible volatility over the prior three months makes it difficult to divine any

insights.

Within equities, high quality and dividend payers tended to outperform. Technology and communication

services companies lagged, consistent with the Nasdaq’s underperformance.

Within fixed income, TIPS were among the top performers as inflation expectations increased given the

nature of  the announced policies from Washington. Despite the expectations, bonds were generally

positive as the concerns in the equity market were not matched by similar concerns in the credit markets.

Gold and silver were the big winners as their spot prices each increased over 18%. This is a direct

reflection of  the uncertainty in financial markets.

Market Returns in Q1 2025

Index Q1 2025 Total Return 2024 Total Return

S&P 500 -4.28% 25.00%

Russell 2000 -9.48% 11.54%

Nasdaq -10.26% 29.60%

MSCI EAFE (Developed International Stocks) 7.03% 4.43%

MSCI Emerging Markets 2.97% 7.97%

Bloomberg Aggregate Bond Index 2.78% 1.25%

Footnotes:
1. The S&P 500 is an index comprised of roughly the 500 largest publicly traded companies in the United States as determined by market
value.
2. The Russell 2000 is an index comprised of roughly 2,000 companies determined by Frank Russell Co. to represent small cap stocks.
3. The Nasdaq is an index of 100 of the largest companies listed on the Nasdaq exchange.
4. The MSCI EAFE index measures the performance of roughly 800 of the largest companies in developed markets outside of the United
States.
5. The MSCI Emerging Markets Index measures the performance of roughly 1,4000 companies in countries considered to be emerging
markets.
6. The Bloomberg Aggregate Bond Index is a diversified index of bonds including Treasuries, corporate bonds, mortgage bonds, municipal
bonds, and agency bonds that are considered investment grade.
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OUTLOOK

Our general outlook remains the same with regards to asset allocation. The one difference is that small cap stocks

should no longer be overweight. With conditions like this, we believe investors should be in-line with their long-term

strategic allocation.

The one exception we would make is to overcompensate for liquidity. If  an investor expects to need cash over the next

two years, they should raise that now or at least put it in short-term Treasury bonds. What should be avoided at all costs

is being put in a position where one is forced to sell volatile assets at a cyclical low to meet expenses.

Asset Class Current Thoughts

Large Cap U.S. Equities
Hold at long-term allocation with a bias to underweight.
Underweight large cap technology.

Small Cap U.S. Equities
Hold at long-term allocation. Formerly overweight.
Emphasis on quality.

International Attractive relative to the U.S.

Emerging Markets
Much depends on the success of Chinese stimulus as a
significant part of emerging markets are driven by
Chinese economic growth.

Treasury Bonds Shorter maturities have better risk/reward.

Corporate Bonds
Hold at long-term allocation. Higher quality offers better
risk/reward.

Real Estate Higher interest rates continue to be a negative.

Commodities
Much depends on the success of Chinese stimulus as a
significant part of emerging market economies are
driven by Chinese economic growth.
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Volatile conditions are difficult to navigate. We are proud of  our history of  successfully investing through such

conditions. Ultimately, quality -- our core investment philosophy -- is about resilience. Our approach to investing is

designed to help our clients weather the volatility in the short term so that they can achieve their long-term objectives. If

you are feeling anxious, please contact us to discuss your objectives and your portfolio.

Regards,

Gregory Toppe, CFA


