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Key takeaways: 

• Market action was dominated by developments in global trade negotiations, a dynamic we expect to persist through the year.  

• The Federal Reserve (“Fed”) maintains a “wait-and-see” approach towards monetary policy, and we continue to expect two 25-basis-
points cuts for 2025.  

• US Equity and Fixed Income market turbulence warrants increased diversification in investment portfolios.  Private markets may provide 
attractive diversification opportunities for investors.  
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M ay proved to be another volatile month for markets as shifting trade rhetoric and mixed economic data whipsawed US stocks.  None-
theless, major equity indexes rallied sharply and closed the month above pre-“Liberation  Day” levels.  The S&P 500 returned 6.15% 

for the month, while the Nasdaq gained 9.04%, bolstered by recent strength in the tech sector.1  Small-cap stocks similarly posted strong 
returns of 5.02%, although they still trail large-cap equities year to date.  Treasury yields rose considerably despite starting the month near 
the year's lowest levels, as investors sought a safe haven during the late-April growth scare.  The 10-year Treasury yield ended the month at 
4.40%, while the 2-year Treasury yield ended at 3.90%, as investors priced in a later start to Fed rate cuts.2  The recent rebound in equities was 
a welcome reprieve, but the environment remains shrouded in uncertainty, which we believe warrants a cautious approach to risk assets. 

Trade news dominated market action as stocks seesawed dramatically on each development in the US’s tariff disputes.  In early May, investor 
sentiment was weighed down by looming China tariffs, only for equity markets to surge when news broke of high-level trade talks between 
the US and China.  A string of positive trade developments perpetuated the rally as the US struck a trade truce with China, with both nations 
agreeing to pause new tariffs and even roll back some duties for 90 days.  Simultaneously, the US struck a bilateral trade agreement with the 
UK, easing tariffs between the two allies.  Equity markets were able to recoup early-April losses, with Mega-cap technology stocks leading 
the charge.  However, the market was again faced with resistance when President Trump abruptly threatened massive tariffs on Europe, 
proposing a 50% tariff on all EU imports, sending global stocks tumbling on the low-liquidity Friday before Memorial Day.  Only days later, 
Trump walked back the initial threats and delayed the 50% European tariffs until July 9, allowing markets to stabilize heading to month-end.  
Trump’s constant capitulation towards draconian tariff implementation has given rise to the TACO trade moniker, an acronym for “Trump 
always chickens out.”  While buyers of trade-related weakness have certainly been rewarded year to date, the President’s displeasure with 
the acronym may encourage a more staunch approach towards policy implementation going forward.  

The push-pull of tariff turmoil versus truce hopes made for a choppy but ultimately positive month for the stock market.  We expect this dy-
namic to continue as the trade saga endures, even as the legality behind tariff policy is increasingly scrutinized.  On May 29, a decision by the 
US Court of International Trade argued that the International Emergency Economic Powers Act did not permit such sweeping levies without 
input from Congress.3  The decision would void many of the Trump tariffs currently in effect, but alas, a Federal appeals court ruled that the 
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tariffs can remain in place while legal challenges proceed.  Nonetheless, the court's ruling would appear to create only a minor speed bump for 
the White House.  Trump appears steadfast in his trade agenda, and his trade adviser, Peter Navarro, has hinted that there are a range of 
mechanisms the White House can invoke to impose tariffs.  A provision in Trump's tax bill, announced at the end of the month and dubbed the 
"revenge tax," would give the US the power to impose new taxes of up to 20% on foreigners with US investments.4  We believe the ”revenge 
tax” provides further evidence that Trump will stop at no length to implement his agenda.  While the trajectory of trade policy seems impossi-
ble to forecast, we remain confident that it will continue to be the primary catalyst for market returns through year-end. 

On a brighter note, first-quarter earnings season was solid, which seemed to bolstered investor confidence and contributed to the May re-
bound.  Broadly, first-quarter corporate earnings beat consensus expectations, providing a floor to stock prices.  Many US companies report-
ed resilient profits and even raised guidance.  On the other hand, many companies warned of tariff-related cost pressures and even withdrew 
guidance due to uncertainty.  While solid first-quarter earnings have supported the markets, we believe the detrimental effects of tariffs have 
yet to fully permeate the business environment.  We expect corporate profits to weaken as trade policy uncertainty increasingly weighs on 
business operations.  At the same time, the recent market rally has caused valuations to appear stretched.  Moderate equity returns remain a 
possibility, but the abundance of downside risk has led us to retain a prudent approach toward further equity investment at this juncture.  

Economic data continues to send a mixed signal as hard data has yet to turn negative while sentiment data continues to falter.  First-quarter 
GDP contracted at a -0.3% annualized rate; however, it was revised up to -0.2% later in the month.5  US economic growth was significantly 
weighed down by businesses front-loading imports ahead of tariffs.  While the surge in imports pushed the economy into contraction, we 
believe this data point to be skewed and will normalize through the year.  Still, underneath the surface, there are aspects of the GDP print that 
give us concern.  Notably, consumer spending was revised down to 1.2% on an annualized basis, a steep dropoff from the 4% annualized 
growth observed in the fourth quarter.6  Consumer sentiment held steady in May as the University of Michigan index held at 52.2; however, it 
remains significantly below the 69.1 level observed in May 2024.7  As sentiment continues to wane, we will closely monitor any deterioration 
in consumer spending as a harbinger of a broader economic slowdown.  Inflation continues to cool, as the April core Personal Consumption 
Expenditure index came in at 2.52% year-over-year, down from a revised 2.67% the month prior.8  Core services inflation still looks relatively 
restrained, and evidence of tariff-related price pressures is beginning to creep into core goods inflation.  Taken together, we still believe the 
Fed will face challenges in bringing inflation back to its 2% target, and we retain our view that inflation risk skews to the upside. 

Federal Reserve policy remains on hold as the central bank maintained its policy interest rate at its May meeting.  The Fed has indicated a 
cautious approach to monetary policy as it continues to assess the impact of trade policy amid an uncertain economic environment.  The cen-
tral bank appears caught in a crosscurrent as recent policies have created risks to both sides of its dual mandate.  We believe the Fed will 
maintain a "wait-and-see" approach as trade negotiations unfold, leading us to maintain a forecast of two 25-basis-point cuts for the year, 
barring a deep recession. 

Treasury yields fluctuated within a wide range amid shifting rate expectations and an uncertain economic outlook.  Rates began the month at 
relatively low levels due to the market's dovish interpretation of the Fed's comments following its April meeting.  However, positive trade 
developments caused the benchmark 10-year rate to climb back up, while the 2-year, which is sensitive to Fed policy, followed suit as traders 
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began pricing in a later start to rate reductions.  Yields were again whipsawed as escalating trade tensions with Europe and a US credit rating 
downgrade sparked a flight to quality.  Moody's downgraded the US sovereign credit rating in mid-May, from Aaa to Aa1, citing the country's 
rising debt and interest costs, which are higher than those of other top-rated nations.9  This was the first time Moody’s had ever removed the 
US’s top rating since its initiation in 1919, which rattled markets briefly and raised concerns about US fiscal sustainability.10 The downgrade 
led to dollar weakness while paradoxically resulting in an inflow into Treasuries, which are viewed as a safe haven.  Yet, signs of risk premia 
were evident as yields on longer-dated Treasuries inched up relative to comparable German or Japanese bond yields, reflecting a higher per-
ceived credit risk.  Fed officials initially downplayed the bond market stress; however, the fiscal outlook amid rising deficits has become an-
other factor that bond traders will closely monitor.  The current relatively high levels of Treasury yields have caught the attention of many 
Wall Street strategists who see an investment opportunity if yields retrace.  However, a deteriorating fiscal outlook, a potential reacceleration 
of inflation, and continued tensions with foreign Treasury buyers lead us to believe that rates are biased to the upside.  With interest rate 
volatility in a heightened state, we have opted to trade interest rate risk for credit risk in our Fixed Income portfolios and maintain a short 
duration.  

The volatile and unpredictable nature of US equity and bond markets over the past few months have reinforced our belief that the current 
environment warrants increased diversification in investment portfolios.  On the equity side, international developed markets continue to 
post strong returns and serve as a healthy diversifier to domestic markets.  The MSCI EAFE Index returned 4.70% in May, buoyed by strong 
returns from Japan, which rose 5.33%, as measured by the Nikkei 225.11  Within developed markets, we continue to favor Europe, which re-
turned 4.02% in dollar terms and has outperformed US markets year to date.12  Europe trades at a lower valuation than the US, while currency 
diversification could prove favorable if the dollar continues to weaken.  Private markets have increasingly provided investors with avenues to 
diversify from their public portfolios.  Private credit continues to provide healthy yield spreads over public credit markets while offering a low 
correlation to both public credit and equity markets.  The traditionally institutional asset class of private Infrastructure is becoming increas-
ingly accessible to non-institutional investors.  Core and core-plus private Infrastructure can offer consistent income streams from contracted 
revenues often embedded with provisions to protect against inflation.  Amid fears of growing economic strain and a reacceleration of infla-
tion, private Infrastructure looks to be an interesting diversifier in this macroeconomic environment.  

As geopolitical tensions loom and economic activity slows, we maintain a cautious outlook for markets over the coming months.  Our portfolio 
construction is focused on allocating to high-quality assets with diversified return streams to mitigate downside risk during periods of height-
ened volatility.  Our team maintains a vigilant eye on economic and political developments to make the appropriate tactical adjustments, aim-
ing to enhance the risk-adjusted returns of our clients' portfolios. 
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Important Disclosures 

This publication is provided by Element Pointe Family Office (“Element Pointe”) for general information and educational purposes only. Any 
discussion of securities or investment strategies should not be construed as research or investment advice. This material should not be con-
strued as an offer to buy, sell or hold a security or investment strategy, and is not provided in a fiduciary capacity. 

This publication contains certain forward-looking statements that indicate future possibilities. Due to known and unknown risks, other uncer-
tainties and factors, actual results June differ materially from the expectations portrayed in such forward-looking statements. Readers are 
cautioned not to place undue reliance on forward-looking statements, which speak only as of their dates. 

Element Pointe does not make any representations as to the accuracy, timeliness, suitability, completeness, or relevance of any information 
prepared by any unaffiliated third party incorporated herein, and takes no responsibility therefore. All such information is provided solely for 
convenience purposes only and all users thereof should be guided accordingly. 

Nothing herein should be construed to limit or otherwise restrict Element Pointe’s investment decisions. Element Pointe customizes the 
portfolios it manages to suit the needs of each client. Investment advisory services are only provided to investors who become Element 
Pointe clients pursuant to a written account agreement, which investors are urged to read and carefully consider in determining whether such 
agreement is suitable for their individual facts and circumstances. 

Investing in fixed income products is subject to certain risks, including interest rate, credit, inflation, call, prepayment, and reinvestment risk. 
Investments in alternative investment strategies is speculative, often involves a greater degree of risk than traditional investments including 
limited liquidity and limited transparency, among other factors and should only be considered by sophisticated investors with the financial 
capability to accept the loss of all or part of the assets devoted to such strategies. Investing in the stock market involves gains and losses and 
June not be suitable for all investors. The indexes mentioned are unmanaged and an investment cannot be made directly into them and do not 
include fees and charges, which would reduce an investor's return. Past performance is no guarantee of future results. 

All expressions of opinion reflect the judgment of the authors as of the date of publication and are subject to change without prior notice. 
There is no guarantee that the views and opinions expressed herein will come to pass.  

Element Pointe and its affiliates and employees June hold positions in the securities discussed. You June access Element Pointe’s regulatory 
filings on the SEC’s website for additional information about certain of the securities that the firm, its affiliates and its principals June hold. It 
is important that you do not base your investment decisions on our discussion of certain individual securities as one ’s overall investment 
portfolio and individual objectives should be considered when making such a decision. 


