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Dear Valued Castleview Advisors & Friends,  
 
 

Recent equity market weakness trends are showing signs of possible near-term exhaustion. S&P 500 volatility measurements 
in equity markets which have hit “extreme” levels only seen in relatively rare instances over the past 20 years. The volatility 
index (VIX) jumped over 20 points last week – a spike not experienced since 2008.  

 

Looking forward, expect markets to ebb and flow until either better equity valuations are realized or until global fiscal and 
monetary pulses are implemented. Such fiscal and monetary changes could be forthcoming within a relatively short time 
horizon. Markets rarely move in a straight line and current oversold conditions often precede sizeable counter-rallies.  
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Alternatively, U.S. equity market valuations, absent fiscal or monetary “stimulus” measures, would likely take longer to 
normalize. If current tariff levels are maintained and economic activity cools, then a typical recessionary profit decline of -10% 
to -15% would not be unexpected (average decline in recessions is -13%). Current FY2025 S&P earnings expectations of 
$270 would be expected to drift closer to $235. If markets gravitate to a more historically normalized P/E multiple of 18x-20x 
on reduced EPS expectations, then index values may seek equilibrium at lower levels. 

 

 

 

Viewing the bigger picture, current budget deficits and debt levels ($36 Tn) dictate that fiscal and monetary actions are 
forthcoming. US Government debt is not sustainable at current levels with interest rates in the 4% - 5% range. Debt levels 
must be brought down or there is significant risk that Treasury debt buyers will back away until a better risk/reward balance is 
in place. This risk can also be mitigated through lowered interest rates as the interest cost burden is lessened as rates decline. 

Additionally, an economic “event” provides the Federal Reserve the cover it needs to lower interest rates. Otherwise, the case 
is difficult to envision set against the recent economic backdrop of equity market highs, headline job growth stability and 
above-plan inflation readings. All else being equal, the likely outcome of DOGE-instituted federal government job cuts and 
recent tariff targets is weakened employment data, higher pricing resulting from higher tariff-driven input costs coupled with 
reduced import price competition in finished goods (initially) – and softer demand. Perhaps this is the intended strategy of the 
Trump administration led by Treasury Secretary, Scott Bessent (Soros Fund Management partner 1991-2000; CIO at SFM 
2011-2015).  

Lower employment headlines and slower economic growth would also indicate receding future inflationary pressures. In 
combination, this backdrop would provide the US Treasury and the Fed with the needed narrative to take action. What could 
that action look like? In short form – centralized activism. Reflecting on trends in US economic policy since the late 1990s, and 

https://advantage.factset.com/hubfs/Website/Resources%20Section/Research%20Desk/Earnings%20Insight/EarningsInsight_040425B.pdf
https://advantage.factset.com/hubfs/Website/Resources%20Section/Research%20Desk/Earnings%20Insight/EarningsInsight_040425B.pdf
https://www.usdebtclock.org/
https://fiscaldata.treasury.gov/interest-expense-avg-interest-rates/
https://responsiblestatecraft.org/scott-bessent/
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taking Treasury Secretary Bessent’s stated admiration for the economic policies of Shinzo Abe, late Japanese Prime Minister, 
at face value, we should anticipate an active government response. Abe’s action plan was built on “Three Arrows” involving: 
 
 Loose Monetary Policy: Implementation of Modern Monetary Theory through large-scale asset purchases via 

domestic Quantitative Easing programs. Increased bond buying would lower US Treasury bond interest costs, lower 
corporate debt costs and re-stimulate commercial/residential real estate markets. Expect change in Fed Chair role.  

 Fiscal Flexibility: Increased spending packages from US Congress and/or Presidential directives. Expect increased 
money supply and perhaps paired with reduced statutory tax rates (acknowledging inflationary policies are invisible 
taxes on consumers). Early signals that this strategy will be pursued include Treasury Secretary Bessent’s planned 
launch of a US Sovereign Wealth Fund (vehicle for purchase of varied financial assets). 

 Structural Economic Reforms: Suspension or removal of US debt ceiling limits. Changes to US workforce. 
Increased automation and robotics to offset money supply growth inflation. Increased “transfer payments” or 
transitional universal basic income subsidies. Stablecoin/cryptocurrency adoption and implementation. 

 

Expect short-end rates to be adjusted lower with Fed Funds cuts and lower longer-term interest rates through yield-curve 
measures (as implemented broadly in Japan under PM Abe) in line with the degree of financial market weakness. For context, 
as shown below, in 12 prior recessions dating back to WW2, the median SPX drawdown was -24%. I expect interest rates to 
be a key driver of financial markets in 2025 and the topic was discussed at greater length in a prior webcast last month. 

 
 

While acknowledging the difficulty of timing market movements in a precise manner, equity valuation risks remain unless 
preliminary tariff levels are reduced and/or fiscal/monetary policy actions are imposed to offset tariff impacts. Recalling prior 
asset allocation recommendations over the past several quarters, I continue to recommend focusing on long-term financial 
goals in a prudent manner and tilting asset class exposures as previously mentioned: 
 

 Moving up the corporate capital structure (increasing debt exposure to gain collateral backing) 
 Opportunistically tilt Value > Growth in US 
 Overweight valuation-oriented (“Value” focused) international equity managers 
 Add exposure to hard assets (energy/agriculture commodities and precious metals) 
 Increase exposure to high-quality secured fixed income vs low-quality unsecured fixed income 
 Add low-correlated non-correlated investments to help mitigate possible heightened risk in equities 

 

Looking ahead, and using history as a guide, we anticipate an upcoming monetary response from global central banks. Fiscal 
packages from European and Asian countries are also likely. Should one or both of these entities respond with an influx of 
liquidity via central bank managed asset purchase programs or increased fiscal spending packages, then our primary concern 
likely shifts even further to protecting against purchasing power erosion. I expect these decisions will become clearer in the 
days ahead and we will follow up with additional thoughts as events unfold. 

https://www.international-economy.com/TIE_F22_Bessent.pdf
https://www.cato.org/blog/japans-descent-keynesian-parody
https://mises.org/quarterly-journal-austrian-economics/deficit-myth-modern-monetary-theory-and-birth-peoples-economy
https://internationalbanker.com/banking/is-the-fed-on-a-collision-course-with-trump/
https://www.gtlaw.com/en/insights/2025/2/a-united-states-sovereign-wealth-fund-first-impressions
https://www.omfif.org/2025/02/us-sovereign-wealth-fund-debate-a-solution-in-search-of-a-problem/
https://www.reuters.com/markets/wealth/trump-signs-executive-order-create-sovereign-wealth-fund-2025-02-03/
https://www.housingwire.com/articles/bessent-floats-adding-gses-to-sovereign-wealth-fund/
https://thehill.com/homenews/house/5071863-jim-clyburn-donald-trump-debt-limit-elimination/
https://www.axios.com/2025/04/03/tech-jobs-robots-lutnick-manufacturing-renaissance
https://cointelegraph.com/news/us-stablecoin-bill-likely-next-2-months-bo-hines
https://castleview.box.com/s/jffu0j1s658xtwtv28yg3o84rv6h0ro4
https://home.treasury.gov/news/press-releases/sb0073
https://x.com/Ole_S_Hansen/status/1743253862260023341
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IDEAS TO CONSIDER 
Similar to comments expressed over the past few quarters, and our expectation for continued uncertainty and volatility in 
financial markets in 2025, we continue to recommend clients of the firm stay diversified and scrutinize their long-term financial 
planning objectives. It is these planning objectives formulated in close consultation with professional advisory expertise that 
should guide macro-level asset allocation decisions. Our current outlook continues to recognize the need for investors to 
defend against both rising costs as well as higher than average valuations in large cap US equities.  

Finally, as we look ahead, and as personal circumstances dictate, it may be worth considering a greater tilt toward value-
oriented and international (DM and EM) equities, high-quality intermediate duration fixed income, as well as an increased 
allocation to what are often times referred to as “alternative investments” (commodities, tactical and/or hedged equity 
strategies as well as selective private credit or equity strategies). Monitoring balance sheet strength remains a focus in 2025. 

Thank you for your continued trust and confidence. 

 
Sincerely, 

Scott 
Scott Zachary   
Director – Investment Management 
 
 
 
 
 
 
Past performance is no guarantee of future results. Diversification does not guarantee investment returns and does not eliminate the risk of loss. Bonds are subject 
to interest rate risks. Bond prices generally fall when interest rates rise. The price of equity securities may rise or fall because of changes in the broad market or 
changes in a company's financial condition, sometimes rapidly or unpredictably. Equity securities are subject to "stock market risk" meaning that stock prices in 
general may decline over short or extended periods of time. 

International investing involves a greater degree of risk and increased volatility. Changes in currency exchange rates and differences in accounting and taxation 
policies outside the U.S. can raise or lower returns. Also, some overseas markets may not be as politically and economically stable as the United States and other 
nations. Investments in emerging markets can be more volatile. 

Real estate investments may be subject to a higher degree of market risk because of concentration in a specific industry, sector or geographical sector. Real estate 
investments may be subject to risks including, but not limited to, declines in the value of real estate, risks related to general and economic conditions, changes in 
the value of the underlying property owned by the trust and defaults by borrower. 

Investments in commodities may have greater volatility than investments in traditional securities, particularly if the instruments involve leverage. The value of 
commodity-linked derivative instruments may be affected by changes in overall market movements, commodity index volatility, changes in interest rates, or factors 
affecting a particular industry or commodity, such as drought, floods, weather, livestock disease, embargoes, tariffs and international economic, political and 
regulatory developments. Use of leveraged commodity-linked derivatives creates an opportunity for increased return as well as the possibility for greater loss. 

Derivatives may be riskier than other types of investments because they may be more sensitive to changes in economic or market conditions than other types of 
investments and could result in losses that significantly exceed the original investment. The use of derivatives may not be successful, resulting in investment 
losses, and the cost of such strategies may reduce investment returns. 

There is no guarantee that the use of long and short positions will succeed in limiting an investor's exposure to domestic stock market movements, capitalization, 
sector swings or other risk factors. Investing using long and short selling strategies may have higher portfolio turnover rates. Short selling involves certain risks, 
including additional costs associated with covering short positions and a possibility of unlimited loss on certain short sale positions. 

Castleview Partners, L.L.C. does not provide tax or legal advice. Accordingly, any discussion of U.S. tax matters contained herein (including any attachments) is 
not intended or written to be used, and cannot be used, in connection with the promotion, marketing or recommendation by anyone unaffiliated with Castleview 
Partners of any of the matters addressed herein or for the purpose of avoiding U.S. tax-related penalties. 

This presentation is a compilation of articles we think our clients will find interesting.  We did not write these articles and have provided credit to the originator of the 
content.  You should not construe this presentation or any other communication received in connection with Castleview Partners, LLC (“Castleview”) as legal, 
accounting, tax, investment, or other advice; you should always consult with your advisor and your legal and tax counsel before acting on anything you might read 
in one of these articles.  Information contained herein is believed to be accurate and/or derived from sources which Castleview believes to be reliable; however, 
Castleview disclaims all liability for the completeness or accuracy of the information contained herein and for any omissions of material facts. 

These materials do not constitute an offer to sell, nor a solicitation of an offer to buy, any interest in any security. Any such offer may only be made at the time a 
qualified offeree receives the confidential private offering memorandum or other appropriate disclosure materials. 

https://www.multpl.com/s-p-500-price-to-sales
https://en.macromicro.me/charts/1001/crb-commodity-index
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