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Financial markets are reeling after a sudden 10% drop in the S&P 500, triggered by newly announced tariffs from
the Trump administration. The decline has pushed stocks near bear market territory and raised urgent questions
about U.S. trade strategy, inflation risk, and interest rate manipulation. In this week’s Two Question Tuesday, the
team at Focused Wealth Management offers insight into the root causes of market volatility and the strategic rea-
soning behind a rumored government push to suppress yields.

A Self-Inflicted Market Decline?

In the span of two days, markets fell sharply as the result of escalating trade tensions. According to Philip J. DeAngelo,
Managing Director of Focused Wealth Management, this drawdown is unlike others:

“This was immediately self-inflicted. We were probably near a bottom before the trade war rhetoric reignited. If
these tensions persist, we could be looking at a 30-40% drop in a full recession scenario.”

While previous bear markets—from the mortgage crisis to COVID—were met with coordinated global reflation, this
one is different. DeAngelo believes President Trump's aggressive strategy may be more of a negotiation tactic:
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“He’s coming from a more extreme starting point to bring others to the table. He learned from his first term and is
leveraging a blunt-force method to pressure allies and adversaries alike.”

Still, DeAngelo pointed to market signals suggesting mixed outcomes. The 10-year Treasury yield touched 3.86%, and
the dollar remained relatively flat—factors that could indicate stagflation or inflationary pressures ahead.

Portfolio Strategy: What Investors Should Do?

Despite the turmoil, diversification is working. According to Michael Passante, CFP®, CPWA®, diversified portfolios are
holding up better than in prior downturns:

“This isn’t 2022. Bonds and fixed income are performing their role. They’re providing a buffer right now.”
Passante added that the outcome of these tariffs could swing both ways:
If they result in new bilateral trade agreements, the market could rebound organically.
If the only relief comes from a Federal Reserve rate cut, the benefits may be more muted and delayed.

“There’s a 75 basis point spread between the Fed funds rate and the two-year Treasury. That signals the Fed
should cut. But if that’s all we get—just a rate cut—it may not be enough.”

DeAngelo emphasized the importance of asset allocation and rebalancing:

“Every market event starts differently, but they all end the same. Staying invested, rebalancing at the lows, or do-
ing nothing is far better than panic selling. That’s where real wealth destruction happens.”

S S the Government Suppressing Yields to Refi-
nance Debt?
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A second pressing topic focused on whether the administra-
tion is attempting to artificially suppress Treasury yields to
refinance a massive wave of maturing debt—particularly $9
trillion due in the next few quarters.

Passante confirmed the logic:

“We laid out this exact scenario back on March 11. $4.5
trillion in U.S. debt matures this quarter alone. Given that
nearly 25% of our $36.5 trillion national debt is due now,
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there’s strong incentive to bring rates down.”

Much of the current debt was issued under Janet Yellen's short-term borrowing strategy, which emphasized liquidity.
But Treasury Secretary Scott Besson now appears to be spreading issuance across the yield curve to avoid concentra-
tion risk.

“If they can roll this debt into longer maturities at lower rates, the government saves money. But it comes at the
cost of geopolitical uncertainty and market volatility.”

Interestingly, the 10-year yield started rising again at the lowest point of last week’s market drop, signaling that inves-
tor behavior might be diverging from administration goals.

DeAngelo added:

“They may be taking advantage of the timing, but that yield bounce is something to watch. It means the market
may not go along with this quietly.”

Conclusion

The August jobs report and the subsequent political fallout reveal deeper concerns about the validity of key economic
data. While the labor market is not collapsing, the credibility of the numbers guiding fiscal and monetary policy is now
under scrutiny. Financial professionals and investors should look beyond the headlines and maintain a long-term view
while monitoring inflation data and central bank signals.

For further inquiries, please contact us at questions@twoquestiontuesday.com.
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