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Equity Indices YTD Return
Dow Jones -0.20%
S&P500 -1.15%
NASDAQ -0.20%
SPDR Developed World Ex-US 14.42
MSCI-Emerging 8.41%
Bonds (Yield) \
2yr Treasury 3.93%
10yr Treasury 4.42%
10yr Municipal 3.32%
U.S. Prime Rate 7.50%
Gold $3,358.64/0z
Silver $34.20/0z
Crude Oil (WTI) $62.84/bbl
Natural Gas $3.52/MMBtu
. Currencies |
CAD/USD $0.73
GBP/USD $1.35
USD/JPY ¥142.96
EUR/USD $1.14

Overview

The Treasury has stated it is ‘close’ to a ‘a couple’ of deals, with the US pushing for *final
offers’ by June 5% to be considered before the deadline of July 9.

On April 9% Trump paused tariffs for 90 days, until July 9%, and had stated it was hoping
to reach 90 trade deals in that time. Since then, only the United Kingdom making up
2.3% of US imports has agreed to a deal with the US in early May. However, the deal
itself is more political theatre than a major deal, dropping tariffs on cars from the UK to
10% and implementing a quota system for British steel and aluminum. In a major win
for airlines, aircraft engines and components serviced by Rolls-Royce will be tariff free.
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https://www.cnbc.com/2025/06/02/trump-trade-deals-tariffs-treasury.html

However, the issues of food standard homogenization, pharmaceutical pricing, and
digital services taxation remained unaddressed.

APOLLO

Consensus expects inflation to rise in the US and fall in Europe
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Torsten Slgk - Apollo Chief Economist

Inflation expectations have diverged between the US and Europe in a rare movement.
The consensus forecast now expects US inflation to rise to the 3.5% neighborhood by
December 2026, while European inflation will cool down to the 2.0% neighborhood.
According to Apollo, the aggregate effect will likely be the continued upward pressure on
rates across the yield curve, while driving down pressure on rates in Europe.

Wall Street reacted with glee to the further pauses on tariffs of certain Chinese goods to
August 31st, Separately, on May 13t it was announced that there will be a 90 day tariff
reduction agreement to lower tariffs on Chinese goods to 30% from 145%, and China
will lower tariffs on US goods to 10% from 125%. The S&P 500 saw its best May since
1990 and best month since November 2023 rising 6.3%. Further tariff pauses and 77%
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https://www.apolloacademy.com/highly-unusual-divergence-in-us-eu-inflation-outlook/
https://www.akerman.com/en/perspectives/us-and-china-agree-to-90-day-tariff-reduction.html#:~:text=After%20constructive%20negotiations%20held%20over,during%20this%2090%2Dday%20pause.
https://www.akerman.com/en/perspectives/us-and-china-agree-to-90-day-tariff-reduction.html#:~:text=After%20constructive%20negotiations%20held%20over,during%20this%2090%2Dday%20pause.

of companies reporting positive earnings surprises led to a recovery in the US equity
market. However, the US Still trails globally on a YTD basis compared to the EU.

YTD Returns of Morningstar Country Indexes in Base Currency (%)
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The back and forth on trade has spawned a new moniker for short-term trading on these
sporadic announcements, the TACO trade. Short for “Trump Always Chickens out”, the
TACO trade has investors trying to time the on-again off-again nature of tariff policy. We
may see more solid policy shaking out in the first week of June, with CBNC reporting
Trump and Xi are scheduled to talk sometime this week which Treasury Secretary
Bessent said was ‘needed’ to un-stall talks.
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https://www.usatoday.com/story/news/politics/2025/06/01/trumps-tariffs-white-house-howard-lutnick/83980355007/
https://www.cnbc.com/2025/06/02/trump-xi-china-trade-tariffs.html
https://www.cnbc.com/2025/06/02/trump-xi-china-trade-tariffs.html

The TACO Trade
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Bond Market Turmoil

While the bond market turmoil may seem like a temporary tantrum, the collection of
factors paint a more worrying story. Within the last 6 months, we have seen demand
destruction from pension-fund de-risking, forced selling from basis trades unwinding,

and absorption concerns from excessive government spending.
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On the demand side, corporate defined benefit pension funds have hit over 100%
funding for the first time since 2007. While normally this may not change behavior,
many of these corporate plans have shifted new enrollments to defined contributions,
meaning that they will have aging beneficiaries and no new enrollments to cover over
the long-term. No longer having to target high-returns to catch up or maturity match
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https://www.wsj.com/finance/investing/pension-funds-wont-save-the-bond-market-1fed3c2c
https://www.wsj.com/finance/investing/pension-funds-wont-save-the-bond-market-1fed3c2c

longer timelines, many are steadily de-risking out of equities and the long-end of the
curve as they prioritize liquidity.

Funded ratio of 100 largest U.5. pension plans of publicly traded companies
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https://www.wsj.com/articles/radical-market-swings-leave-some-in-the-pension-crowd-on-edge-8422955d?mod=article_inline

On the public pension side, the 100 largest public US pensions have climbed to 79.6%
funded from 74.5% a decade ago. Above 80%, while not a hard actuarial rule, is
generally used as an indicator for a pension with a stable path to being 100% funded
over the long-term. To put it simply, even public pensions no-longer need to chase
returns as aggressively.
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Funded Ratio

----------- Projected Funded Ratio - Baseline (Plan assets return their assumption. The median interest rate is 7.0%)
=========== Projected Funded Ratio - Optimistic (Plan assets return their assumption +7%)

----------- Projected Funded Ratio - Pessimistic (Plan assets return their assumption -7%)
Milliman

According to Financial Times, Japanese institutional investors have dumped more than
$20 billion in bonds since April 1. As equity markets tumbled, portfolios fell out of
balance forcing massive sell-offs of bonds to maintain legal compliance. On top of this,
more than $800 billion in highly leveraged basis trade exposure faced margin calls
forcing further liquidation of Treasuries. Traditional shock absorbers, like Japanese life
insurance companies and banks, ended up becoming shock amplifiers.
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https://www.milliman.com/en/insight/public-pension-funding-index-may-2025
https://www.milliman.com/en/insight/public-pension-funding-index-may-2025
https://www.actuary.org/wp-content/uploads/2021/10/80percent_Myth_Issue_Brief.pdf
https://www.ft.com/content/953f1970-ae77-460b-aa4b-90dc63d2ddd4
https://www.investopedia.com/terms/b/basis-trading.asp

Finally, the “"Big Beautiful” budget will add around $700 billion per year to the deficit by
2027. Given much of the tax cuts and additional spending are front-loaded, more than
$2.8 trillion in new debt would need to be issued by 2029 increasing interest expense by
an estimated 34% compared to current law.

House Bill Front-Loads Tax Cuts & Spending, Back-Loads Savings

Primary Deficit Change, Billions
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Source: CRFB estimates based on CBO, JCT, and committee scores. CRFB' Org

Markets have started pricing in a massive influx of new issuances over the long term.
The first long-term Treasury auction since the introduction of the budget had very weak
demand, with the bid-to-cover dropping to 2.46x from 2.78x at the beginning of the
year and below the 10 year average of 2.58x.

Finally, to finish off the month, Moody’s finally followed Fitch and S&P by downgrading

the US’s debt from Aaa to Aal citing the rising deficit. While the impacts on the market
of downgrades are usually minor (the lead up to what causes the downgrade is usually
what moves markets), credit default spreads have risen to their highest level in nearly

two years.
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https://www.crfb.org/blogs/house-reconciliation-bill-would-massively-increase-near-term-deficits
https://www.crfb.org/blogs/house-reconciliation-bill-would-massively-increase-near-term-deficits
https://www.reuters.com/business/tepid-demand-us-treasury-auction-shows-investor-jitters-about-tax-bill-deficit-2025-05-21/
https://www.reuters.com/business/tepid-demand-us-treasury-auction-shows-investor-jitters-about-tax-bill-deficit-2025-05-21/

IG CDS Spreads
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Index Value Direction
Aggregate 48.5 Contracting Faster

New Orders 47.6 Contracting Slower
Total Backlog 47.1 Contracting Slower
Production Output 45.4 Contracting Slower
Employment 46.8 Contracting Faster
Customer Inventories 44.5 Contracting Faster

Prices 69.4 Increasing Faster

US PMI (Purchasing Manager’s Index) for the manufacturing segment came out
marginally worse than expected at 48.5 - the third straight month of contraction.
Unsurprisingly, imports are down to their lowest level since 2009 at 39.9. Any level over
50 indicates an expansion of the manufacturing sector. Conversely, China’s
manufacturing PMI fell to 48.3 from 50.4, the worst result since early 2022 as US tariffs
began to hit export orders there.
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Despite some retailers saying they are willing to absorb cost, there is very little
indication that manufacturers are willing to absorb any of the cost of tariffs which may
limit the actual impact of the already narrow-margined retail’s ability to absorb the
impacts to end consumers. Given Trump announced a doubling of aluminum and steel
tariffs to 50% on May 30, it is likely further price increases are on the way.

According to a respondent in the transportation industry, there is a continued softening
for the demand of commercial vehicles, which is downwind of both the expected
decrease in shipping volume over the medium term and price increases as vehicle
manufacturers attempt to preserve margins.

In the electronics sector, respondents highlighted that government delays on funding
distributions or cuts to programs entirely have amplified the unwillingness to take on
inventory risk which has heightened supply chain disruptions.

Outside of manufacturing, the JOLTs report indicates that it is getting more difficult to
find a job after losing one. Most analysts believe that the number of created jobs and
those employed is likely overstated, as laid off employees still collecting severance are
still considered employed under the survey.

Job openings, hires, and separations levels, seasonally adjusted
Click and drag within the chart to zoom in on time periods

— Total nonfarm job o... — — Total nonfarm hires === Total nonfarm sepa...
— Total private job op... — — Total private hires === Total private separa...
—— Government job op... - = Government hires e Government separa...
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Source: U.S. Bureau of Labor Statistics.
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https://www.theguardian.com/us-news/2025/may/18/trump-walmart-tariffs
https://www.prnewswire.com/news-releases/manufacturing-pmi-at-48-5-may-2025-manufacturing-ism-report-on-business-302470183.html
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https://www.cbc.ca/news/world/trump-canada-steel-tariffs-1.7548855
https://www.prnewswire.com/news-releases/manufacturing-pmi-at-48-5-may-2025-manufacturing-ism-report-on-business-302470183.html
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The Real Tariff Winner So Far: India

Despite some geopolitical risks flaring with the short-lived India-Pakistan conflict, for the
quarter ending March 2025 India’s economy grew 7.4% year over year compared to
estimates of 6.7%. Despite consumer spending easing to 6% growth compared to 8.1%
for the quarter ending December 2024, a broad gain in manufacturing output, which
rose 4.8% year over year, and construction activity jumped 10.8%, boosting GDP.

Growth in key components of expenditure

Government spending contracted during the March quarter

20% YIY

15

10
Capital Investment
9.4%

5 Private Consumption
6.0%

0

\ Government spending

-1.8%

-5

March June Sept. Dec. March June Sept. Dec. March
2023 2024 2025

Source: MoSPI, India | Reuters, May 30, 2025 | Vineet Sachdev

Some of the largest jumps in exports are $1.3 billion in additional iPhone exports to the
US. Broadly, March 2025 set a record for the most US smartphone imports, rising 30.1%
year over year. Apple indicated that it would be aggressively repositioning production to
India, hoping to double output by 2026 to meet the US’s total 84 million annual unit
demand.
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Estimated U.S. iPhone Shipments in 2025

U.S. Shipments
from India

U.S. Shipments
from China

The continued trend will likely depend heavily on how far the US and China roll back
trade talks, and if the 26% tariffs on Indian exports taking effect on July 9t will be
delayed again. As discussed in the intro, on May 13t it was announced that there will be
a 90 day tariff reduction agreement to lower tariffs on Chinese goods to 30% from
145%, and China will lower tariffs on US goods to 10% from 125%. An additional
exemption for certain electronics, making up 29% of US imports from China until late
August.
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Higher Tariffs Here to Stay
Despite Trade War De-Escalation?

Additional tariffs by the U.S. on China and vice versa
announced in 2025 (in percent)
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Sources: The Tax Foundation, CNN
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Disclaimer and Related Information

This article or video features Benjamin C. Halliburton, CFA, or an investment idea(s) that
Mr. Halliburton or Tradition Investment Management, LLC (Tradition) may invest in. Mr.
Halliburton is the founder and owner of Tradition Investment Management, LLC, a
registered investment adviser. Tradition is doing business as (DBA) Building Benjamins
in the publishing, email, and website space. All material on the website should be
considered paid advertising by Tradition. This article is a financial publication and is
provided for educational purposes only. It is not an investment recommendation nor
investment advice. It does not take into account your personal circumstances and
whether this investment is appropriate for you, your objectives, or your risk tolerance.
Under no circumstance is Building Benjamins or Tradition Investment Management LLC
responsible for any actions that you may take after reading this educational information.
Nothing from Building Benjamins should be considered personal investment advice.
Building Benjamins and Tradition Investment Management LLC, the website, emails,
interviews, social media pages, and other materials are published by Building Benjamins
and do not necessarily match the opinions of the individuals or companies published or
quoted herein. Investing, particularly stock or ETF investing, is risky and may result in
losses and sometimes loss of your entire investment. Stock investing has company-
specific operational risks like demand, competition, legal and regulatory, and broader
financial market risks like liquidity, economic cycle, and government policy. You may
lose money in any stock investment or other investments and are solely responsible for
those decisions.

Mr. Halliburton, Tradition Investment Management LLC, and/or the authors on this site
may or may not have positions in the securities discussed in this educational report.
Neither the author(s) nor Tradition Investment Management, LLC will knowingly trade
ahead of any customer buy or sell resulting from this information. The information
herein is shared as an educational endeavor. Mr. Halliburton, Tradition Investment
Management LLC, and/or the authors on this site may transact in the security discussed
at a later date, prior to, or without notification in this format. This is not investment
advice but only a discussion of select investments for educational purposes. Building
Benjamins is an investment website, blog, or newsletter, and the information contained
cannot be reproduced, copied, or redistributed without the prior written authorization of
Building Benjamins or Tradition Investment Management LLC. US copyright laws apply.
We rely on information from sources we believe reliable, including the companies
themselves, but cannot guarantee the accuracy of the information we provide. You rely
on this information at your own risk and are responsible for the verification of the data.
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