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Chaos Theory  
 
 
“The truth is, these are not very bright guys, and 
things got out of hand.”  
 
 — Hal Holbrook as “Deep Throat”  
      All The President’s Men  (1976) 
 

 
 
 
After reaching all-time, historic highs between De-
cember 2024 and February 2025, the major U.S. equi-
ty market indices declined by the end of March 2025, 
with the Standard & Poor’s 500 Index (S&P 500), 
Dow Jones Industrial Average (DJIA), and 
NASDAQ Composite Index (NASDAQ) declining   
–4.28%, –0.87%, and –10.26%, respectively, during 
the First Quarter of 2025.   

Given that the major U.S. equity market indices are 
up anywhere from +33% to +87% over the two years 
ended December 31, 2024, the possibility for these 
declines should not have been unexpected to readers 
of previous Windward Quarterly Reviews where we dis-
cussed several market-related risk factors, including, 
among others, speculative excesses, above-average 
market valuations, unjustified economic sector rota-
tion, the narrowness of the market advance, and is-
sues related to significant uncertainty regarding the 
impacts of tighter monetary policy, inflation, and geo-
political conflict on the global macroeconomy.   
 
However, subsequent to the end of the First Quarter, 
the indices suffered additional approximately –12% to 
–15% declines after the Trump Administration re-
leased its initial trade tariff plans on April 02, 2025.  
As a result, the major U.S. equity market indices trad-
ed down to levels that were anywhere from –17% to 
–25% off of their previous historic highs before re-
covering a substantial portion of the decline after a 
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major sell-off in the U.S. fixed income markets 
caused interest rates to spike, prompting President 
Donald Trump to delay implementation of most of 
the “reciprocal” tariffs (except for on China) for 90 
days. 
 
In our opinion, the proximate cause of the recent 
volatility in the financial markets is directly attributa-
ble to the extreme uncertainty created by the tariff 
announcements.   
 
We provided a detailed discussion of our views on 
the current, dysfunctional, “beggar-thy-neighbor” 
global macroeconomic trade environment in our 
Windward 2024 Fourth Quarter Review, which we en-
courage you to revisit.  Although we noted that it was 
ultimately inevitable that trade deficit countries (like 
the U.S.) would retaliate against trade surplus coun-
tries with their own interventionist policies, we be-
lieve that the Trump Administration’s most recent 
policy announcements indicate a lack of understand-
ing regarding how to properly address key trade is-
sues in a systemic manner. 
 
By definition, global trade policy is a complex issue 
that has evolved over decades and that involves a 
disparate variety of participants, each with competing 
interests.  Reform of that system, therefore, will re-
quire more than simplistic solutions (like tariffs 
alone).  Stated plainly, we believe that the Trump Ad-
ministration’s current approach represents bad eco-
nomic policy and lacks any clear rationale or sem-
blance of a strategic plan.  In our opinion, the tariffs, 
as currently structured, are misinformed and ill-
advised, have been incorrectly calculated and arbitrar-
ily applied, and, as a result, reflect a high degree of 
economic incompetence.  Most importantly, if imple-
mented over a sustained period (and not “dialed 
back” as part of a more strategic trade negotiation), 
they have the potential to be highly detrimental to 
the U.S. and the world economies.  The tariff an-
nouncements have already served to destroy investor 
confidence and U.S. credibility, with the potential for 
further erosion in consumer confidence.  In our 
opinion, a more strategic solution is needed to create 
an international trading system that preserves U.S. 
freedom to set its own economic policy, protects the 
U.S. from bearing the costs of other nations’ indus-
trial policies, and allows for the allocation of re-

sources and production through a system of compar-
ative advantage (see further discussion below). 
 
Previously, despite ongoing risks, the U.S. economy 
has remained in a relatively strong position among 
the Group of Seven (G7) and continued to be sup-
ported by factors that we have discussed in the past, 
which included employment-driven increases in 
household income and the substantial net worth of 
the household sector.  However, whether or not the 
U.S. economy retains this relative strength in the face 
of the Trump Administration’s recent economic poli-
cies is now uncertain.  Indeed, given the elevated un-
certainty regarding the ongoing scope and timing of 
the Trump Administration’s potential changes to 
trade, immigration, fiscal, and regulatory policies—
and the resultant effect that these issues could have 
on the corporate revenue and earnings outlook—
financial market volatility may continue. 
 
Despite the recent market volatility associated with 
these tariff announcements, we currently believe that 
they do not present a systemic risk to the overall fi-
nancial markets.  In our view, the current financial 
market volatility is primarily related to the uncertain 
outlook for global macroeconomic growth as it re-
lates to issues that we have discussed with you previ-
ously as well as to additional directives promulgated 
by the Trump Administration.   
 
However, significant short-term volatility has the po-
tential to create liquidity challenges as financial stress 
increases across global financial markets.  Although 
we are certain that global central bank policymakers 
are closely monitoring the situation as financial condi-
tions have tightened as a result of the tariff an-
nouncements, we do not currently anticipate signifi-
cant monetary policy easing because this is a self-
induced trade shock that could create upside risks to 
the inflation outlook.  In our opinion, we would need 
to see a greater tightening of conditions and dysfunc-
tion in financial markets for the U.S. Federal Reserve 
(Fed) and other global central banks to act. 
 
As we have discussed for several years, liquidity ef-
fects, excessive leverage, and momentum “investing” 
have combined with high-frequency trading, algo-
rithms, the pervasive use of ETFs, and a variety of 
social media-driven commission-free retail trading 
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platforms to exacerbate financial market volatility.  
This is especially evident during periods of excessive 
uncertainty—as in the current environment.  During 
such periods, our decades of investing experience 
through a variety of market cycles (and corrections) 
have taught us that the best approach is to remain 
unemotional and dispassionate as we continuously 
evaluate whether there are any material impacts to the 
long-term fundamentals of the businesses that we 
own.  It is worth noting that extraordinary investment 
opportunities are often created during such extreme 
changes in investor sentiment. 
 
As you know, as investors we remain politically ag-
nostic in evaluating the economic and corporate im-
pacts of public policy.  That is the reason why we 
prefer to analyze the actual legislative mandates and 
policies that are enacted by any Administration and 
determine their long-term implications before consid-
ering whether any changes to the investments in 
Windward’s portfolio strategies are warranted.   
 
Currently, we are unable to confidently make any au-
thoritative, long-term assertions regarding the impact 
of the Trump Administration’s proposals on the geo-
political and global macroeconomic outlook, much 
less the financial markets.  Notwithstanding their in-
herent lack of coherence and certainty, it is important 
to note just how challenging it is to quantify and/or 
estimate these tariffs’ impact on growth, employment, 
and inflation.  Modeling such a shock to the global 
macroeconomy depends upon several basic assump-
tions that do not always take into account additional 
factors like currency fluctuations, retaliation through 
the trade channel, or the construction of non-tariff 
barriers.  As a result, we are not making any changes 
to Windward’s portfolio strategies at this time until 
there is greater clarity.  As always, however, we will 
continue to monitor domestic and international polit-
ical and economic developments as they unfold. 
 
We continue to believe that the risk associated with 
any resultant financial market volatility is mitigated in 
Windward portfolios—especially over the long run—
to a large degree by the fact that we are invested in 
businesses that we believe are leading companies that 
have high quality standards from a financial and man-
agement perspective, high incremental returns on in-

vested capital, and business models with competitive 
advantages.   
 
Historically, periods of excessive ex-ante savings, 
combined with demand that is too weak to justify 
investment, cause certain areas of the financial mar-
kets to become driven by the speculative rearranging 
of portfolios rather than by the underlying business 
fundamentals (like return on capital investment).  We 
are not “traders;” we are investors.  As such, it is ir-
relevant to us whether or not “the market” agrees 
with us over the short term.  For speculators, on the 
other hand, daily market affirmation remains essen-
tial. 
 
Although our strategies may underperform relative to 
the market indices over the short term given the de-
gree to which other market participants make un-
grounded assumptions and/or high-frequency trading 
and algorithmic “investment” strategies engage in 
daily speculative financial market trading, we believe 
that we will continue to be successful in making prof-
itable long-term investments for Windward’s portfolio 
strategies.*  In our view, one of the best ways to ac-
cumulate wealth over the long term continues to be 
by investing in high quality businesses—especially 
during periods of financial market volatility when in-
vestors can take advantage of valuation discounts to 
purchase such businesses “on sale.” 
 
As you know, Windward’s goal is to help protect our 
clients’ capital and mitigate market-related risks by 
investing in specific, high-quality businesses that have 
long-term, secular growth opportunities.  Indeed, we 
prefer to take a proactive approach to managing risk 
by investing in specific companies that are taking ad-
vantage of the changes in their operating environ-
ment to create long-run opportunities for their busi-
nesses.  Our long-term performance results demon-
strate the effectiveness of our disciplined investment 
approach.* 
 
As always, we continue to monitor domestic and in-
ternational political and economic developments as 
they unfold.  As a result, from our long-term perspec-
tive, ongoing equity market volatility continues to 
revolve around numerous global macroeconomic and 
geopolitical risks that we have elucidated upon in the 
past.  We closely monitor these, as well as other, risks 
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when managing Windward’s portfolios of invest-
ments.  Since we take a long-term view, we typically 
do not react to short-term financial market fluctua-
tions driven by near-sighted market participants.  
However, should there be a change in the global 
macroeconomic indicators and/or corporate funda-
mentals that we monitor, we are prepared to take 
whatever action is necessary to help protect our cli-
ents’ capital. 
 
 
 

“Tariff Man” 
 
 

 
On April 02, 2025—a date President Donald Trump 
proclaimed “Liberation Day”—the Trump Admin-
istration announced sweeping U.S. tariff hikes.  On 
April 05, a universal 10% tariff on all imported goods 
went into effect.  On the morning of April 09, fur-
ther “reciprocal” tariffs (at up to a 50% rate) went 
into effect on dozens of named countries (up to 
145% for China); however, later that same day, Presi-
dent Trump announced that these further tariffs 
would be delayed for 90 days (with the exception of 
those levied on China) after a major sell-off in the 
U.S. fixed income markets caused interest rates to 
spike. 
 
We believe that the impact of trade tariffs depends 
on the specific economic context and how they are 
implemented:  as we noted in our discussion of the 
current global macroeconomic trade environment in 
our Windward 2024 Fourth Quarter Review, they could 
potentially boost U.S. jobs, wages, and the overall 
economy.  However, the success of tariffs in achiev-
ing these economic goals depends on various factors, 
including the structure of the domestic economy and 
the responses of trade partners.  Most importantly, 
without adequately addressing underlying global mac-
roeconomic imbalances, tariffs alone are unlikely to 
lead to those desired outcomes. 
 
The Trump Administration believes that their trade 
tariff policy can solve a range of problems, arguing 
that they are primarily designed to reduce reliance on 
foreign goods by making imports more expensive, 
thereby encouraging domestic manufacturing and job 

creation.  They believe that these tariffs could also be 
used as a bargaining tool to protect intellectual prop-
erty and address unfair trade practices, particularly 
with China.  They feel that tariffs could also poten-
tially help reduce the U.S. trade deficit because, by 
making imported goods more expensive, they may 
encourage consumers and businesses to buy Ameri-
can-made products instead.   
 
Tariffs, in and of themselves, are neither the panacea 
that the Trump Administration supposes they are nor 
the bogeyman that most economists make them out 
to be.  In our view, they are simply one of many in-
dustrial policy tools designed to tax consumption and 
subsidize production and, as such, can be expansion-
ary under certain circumstances and contractionary 
under others.  In fact, other policies can be much 
more effective. 
 
We would argue that tariffs are a relatively minor 
contributor to China’s trade surplus, for example.  
The Chinese use far more important methods to tax 
consumption and subsidize production, including an 
undervalued currency, a financially-repressed banking 
system that directs credit to favored sectors, measures 
that have limited wage growth relative to productivity 
growth, and overspending on logistical infrastructure.   
 
In our view, the primary flaw of the Trump Admin-
istration’s tariffs is that they do not address the un-
derlying systemic issues associated with the current, 
dysfunctional, “beggar-thy-neighbor” global macroe-
conomic trade environment.  One obvious reason is 
that the tariffs, as currently structured, are largely bi-
lateral; and while bilateral imbalances may impress 
those who do not understand trade and capital flows, 
they are, in fact, pretty useless.  Bilateral tariffs mostly 
divert trade; but, because they do not address the in-
ternal imbalances in the surplus countries that drive 
their trade surpluses nor address the U.S. role in ac-
commodating these surpluses, they will most likely 
just shift bilateral imbalances without changing the 
overall U.S. trade deficit.  (This is what happened af-
ter the first round of U.S. tariffs in 2018, when the 
U.S. deficit with China declined, but the overall U.S. 
deficit and the overall Chinese surplus both rose.) 
 
Another problem with the latest round of tariffs is 
that they target the wrong countries.  The Trump Ad-
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ministration focuses on whether or not a country has 
a trade surplus with the U.S. rather than on whether 
or not that country is running large, persistent surplus-
es overall.  It is only the latter countries that export 
“beggar-thy-neighbor” trade policies.  Countries like 
Canada, Mexico, and Japan are not part of the prob-
lem because they run overall trade deficits that help 
absorb some of the global imbalances. 
 
The U.S. plays two very separate roles in global trade.  
One role is as a trade “partner,” in which the U.S. 
buys and sells different goods to different countries.  
The other role, of course, is as “consumer of last re-
sort,” in which the U.S. absorbs the net trade surplus-
es of the rest of the world.  This “consumer of last 
resort” role matters a great deal to the rest of the 
world because it represents an enormous amount of 
net demand for these economies. 
 
If Washington were actually to take trade policy seri-
ously—and were to take real steps that meaningfully 
reduced its enormous trade deficit—there is no way 
that the rest of the world would be able simply to re-
direct trade.  In that case, either surplus economies 
would be forced to reduce their surpluses massively 
or other countries would be forced to run much larg-
er deficits. 
 
This has important policy implications for the Trump 
Administration.  If U.S. trade policies are designed 
not to address the U.S. deficit but rather to achieve 
political ends, their net impact will likely be to reduce 
U.S. trade with its partners and increase trade with its 
rivals—without addressing the problems created by 
the huge U.S. trade deficit (including the declining 
U.S. share of global manufacturing, rising income ine-
quality, and rising household and fiscal debt). 
 
In that case, it is hard to see how the U.S. will be bet-
ter off. 
 
That is why we believe that the main purpose of U.S. 
trade and industrial policy should be to reverse the 
role that the U.S. plays in absorbing global demand 
imbalances.  If the U.S. does this, the benefits of dis-
ruptive trade policies will exceed the costs.  If not, the 
costs will likely exceed the benefits.  So far, the 
Trump Administration’s trade interventions have not 
been designed to take this approach.  This means 

that, for all of the noise surrounding the recent tariff 
announcements, the U.S. trade deficit will probably 
continue to grow, and the U.S. will have managed to 
reduce some of the benefits it gets from trade while 
increasing the costs.  This is a “suboptimal” outcome. 
 
In our opinion, a more rational strategy for adjusting 
the role of the U.S. in accommodating global “beggar
-thy-neighbor” trade policies should encompass the 
following: 
 
 

✓ Address global savings and trade imbalances on a systemic 
basis   
Many trade deficits stem from high-saving, high-
trade surplus countries like China and Germany, 
which suppress domestic household income and 
consumption and rely to an excessive and desta-
bilizing degree on export-driven growth.  Encour-
aging these countries to boost domestic demand 
by raising household income would naturally re-
duce the U.S. deficit as their imports rise and 
parts of their exporting industries, particularly in 
manufacturing, become relatively less competi-
tive.  These kinds of policies would reduce the 
glut of global savings and shrink global trade im-
balances more sustainably. 

 

✓ Implement some form of capital controls   
At the moment, unregulated capital inflows into 
the U.S. inflate asset prices and contribute to eco-
nomic imbalances by strengthening the U.S. Dol-
lar relative to other currencies.  A weaker Dollar 
could help to reduce imports and domestic con-
sumption, while boosting exports and domestic 
production and employment.  Managing these 
inflows could help stabilize the U.S. economy 
during this transition. 

 

✓ Develop comprehensive industrial policies   
Instead of relying on tariffs, the U.S. should sup-
port and fund investment in infrastructure, re-
search and development, and education to en-
hance the country’s productivity and competitive-
ness.  Raising a country’s productivity (which 
means producing more goods and services with 
the same or fewer resources) tends to lead to in-
creased wealth, as it drives economic growth, 
higher wages, and improved living standards. 
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✓ Coordinate international trade reforms   
Unilateral (and bilateral) tariffs are less effective 
than negotiating global trade agreements that ad-
dress systemic imbalances.  These could promote 
fair trade practices and discourage policies that 
lead to excessive trade surpluses. 

 
 
 

Overall, we believe that the best “solution” would be 
to seek to address the fundamental causes of trade 
imbalances rather than merely some of the symp-
toms.  It would encourage global cooperation rather 
than trade wars, and it would support long-term eco-
nomic sustainability.  This requires international co-
operation, of course, which can be difficult to 
achieve.  However, the economic benefits to be de-
rived from such an approach are potentially far great-
er and more sustainable compared with tariffs alone.  
(Systemic trade reform is also more complex to im-
plement than simple tariff policies.) 
 
The reality is that our current global trade environ-
ment is one in which some countries aggressively 
obtain competitive advantage at the cost of weak do-
mestic demand, and use trade surpluses to export 
their demand deficiency to their trading partners.  As 
a result, we live in a world of massive trade imbalanc-
es that are extraordinarily far from the “free trade” 
world of ECON 101.  The global economy must al-
ways balance—which means that global economic 
integration often comes at the expense of national 
control over the economy.  In our hyper-globalized 
world, this also means that countries that retain open 
capital and trade accounts (like the U.S.) automatical-
ly import their trade and industrial policies from 
those of their trade partners that aggressively manage 
their domestic economies behind closed trade and 
capital accounts (like China).  The irony is that if the 
U.S. were to impose policies that reversed the impact 
of trade intervention abroad, this would actually 
bring the global trading system closer to “free trade.” 
 
While the Trump Administration’s tariff policies may 
end up offering a short-term boost to particular do-
mestic industries, they fail to address the root causes 
of these trade imbalances.  A broader, systemic eco-
nomic strategy provides a much more sustainable 
long-term solution but requires significant policy 

shifts and international coordination.  In our opinion, 
a balanced approach that combines strategic tariffs 
with deeper structural reforms could provide a more 
effective path forward for U.S. trade and industrial 
policy.  The key question remains:  will the current 
Administration’s policymakers be willing to adopt 
such a nuanced strategy, or will economic nationalism 
continue to dominate the trade debate?  Unfortunate-
ly, the latter seems more likely at the moment.   
 
 
 

Before and After 
 
 

 
Prior to the recent self-inflicted financial market tur-
moil and trade disruption caused by the Trump Ad-
ministration’s tariff announcements, the U.S. econo-
my was on track to reach an “immaculate disinfla-
tion” outcome, whereby inflation decreases without 
causing a recession or significant unemployment in-
creases.  Indeed, economic trends that we have dis-
cussed in detail with you in previous Windward Quar-
terly Reviews remained primarily intact through the 
First Quarter of 2025: 
 
 
Inflation 
 
As we have discussed for some time now, several 
economic and industry-specific indicators suggest 
that U.S. inflation has peaked as a result of tighter 
financial conditions, ongoing progress in matching 
supply/demand imbalances, a moderation in eco-
nomic growth, and demand destruction, among other 
factors. 
 
Over the 12 months ending in February 2025, total 
Personal Consumption Expenditures (PCE) prices 
rose +2.5%—a significant decline from the June 2022 
peak of +6.8%.   Although there has also been fur-
ther progress in certain core inflation statistics, some 
components appear to be persistent and remain 
above the Fed’s +2% longer-run goal:  excluding the 
volatile food and energy categories, core PCE prices 
rose +2.8% over the 12 months ending in February 
2025 (down from the February 2022 peak of +5.4%). 
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Encouragingly, after peaking at +6.48% year-over-
year in September 2022, “supercore” inflation 
(inflation in core Services other than Housing)—
which constitutes more than half of the core PCE 
index and may be the most important category for 
understanding the future evolution of core infla-
tion—has gradually declined nearly every month 
since then and is at a current rate of +2.86% year-
over-year as of March 2025, a new low. 
 
 
Employment 
 
As inflation has eased substantially from its peak, the 
Fed’s focus has increasingly shifted toward the U.S. 
employment situation.  In our view, the employment 
situation remains solid. 
 
After the most recent Bureau of Labor Statistics 
benchmark revisions, U.S. payroll growth, on a three-
month moving average basis, declined from 176,000 
per month in January 2024 to 152,000 per month in 
March 2025, a rate of growth that is consistent with 
sustaining a low level of unemployment. 
  
Even after accounting for these lower numbers, how-
ever, the U.S. employment situation remains robust, 
and the big picture remains relatively unchanged:  job 
growth is slowing, but not collapsing.  The unem-
ployment rate has risen, but layoffs remain low. 
  
Indeed, March 2025 employment growth was strong-
er than expected:  the U.S. economy generated 
228,000 new jobs, while the unemployment rate held 
steady at 4.2% (still near a historic low) compared to 
3.7% in January 2024.  Monthly Nominal Average 
Hourly Earnings growth is not accelerating and has 
remained relatively steady at an average of +4.2% 
since the beginning of 2023 (and was +3.8% on a 
year-over-year basis in March 2025). 
 
 
 
Gross Domestic Product (GDP) 
 
U.S. Real GDP increased at an annualized rate of 
+2.4%, +3.1%, +3.0%, and +1.6% in the Fourth, 
Third, Second, and First Quarters of 2024, respec-
tively.  Notably, Real Private Domestic Final Purchas-

es (PDFP)—which comprises PCE and Private Fixed 
Investment, and which often provides a better signal 
than GDP of underlying economic momentum—
rose faster than Real GDP in the Fourth Quarter (at a 
+3.2% rate).  In the First Quarter of 2025, available 
economic indicators suggest that Real GDP growth 
declined—and may have even contracted:  while the 
Federal Reserve Bank of Atlanta’s most recent 
GDPNow forecast predicts that annualized U.S. Real 
GDP contracted by –2.4%, private forecasters have 
estimates closer to +0.3%.  Importantly, after recent 
releases from the Census Bureau and the Bureau of 
Labor Statistics, Real PDFP is estimated to have 
grown by +2.0%. 
 
 
 
Overall, then, through the First Quarter of 2025,   
although inflation remained “sticky,” progress was 
being made toward the Fed’s +2% target, and U.S. 
economic activity continued to expand at a solid 
pace, the unemployment rate stabilized at a low level, 
and labor market conditions remained solid. 
 
That was then, this is now. 
 
Updated Fed survey data indicate that there has been 
some deterioration in household and business senti-
ment amid heightened uncertainty about recent gov-
ernment policies. 
 
Although the available data suggest that the economy 
has continued to grow at a solid rate, there are some 
indications that consumer spending growth might be 
moderating from its rapid pace of the previous two 
Quarters.  In addition, with regard to the business 
sector, there appears to be a deterioration in business 
sentiment, which has led many firms to pause their 
capital spending and investment plans.   
 
If sustained, these survey results indicate the potential 
for increased downside risks to the employment situ-
ation and upside risks to the inflation outlook.  Nota-
bly, these surveys were conducted before the recent 
tariff announcements. 
 
The economic impact of tariffs is uncertain due to a 
complex interplay of factors, including unpredictable 
reactions from other countries, the potential for retal-
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iatory tariffs, and the difficulty in predicting how 
businesses and consumers will adjust to new price 
levels.  Furthermore, the lack of clear data on how 
much each tariff will affect specific industries and 
regions contributes to the uncertainty.  
 
 

✓ Unpredictable Global Reactions   
Countries may respond to tariffs with their own 
measures, creating a ripple effect that is difficult 
to fully predict.   If other countries retaliate with 
their own tariffs, it can lead to a trade war, which 
could significantly impact global trade and econ-
omies. 

  

✓ Unclear Industry and Regional Impact   
The effect of tariffs can vary widely depending 
on the specific goods, industries, and geographic 
regions involved.  It is hard to predict exactly 
how each will be affected.  

 

✓ Business and Consumer Responses   
Businesses might adjust production, shift to oth-
er markets, or pass the costs of tariffs on to con-
sumers.  Consumers may respond by buying less, 
delaying purchases, or switching to cheaper alter-
natives.  

 

✓ Data Gaps and Limitations   
Predicting the precise impact of tariffs is chal-
lenging due to limited data and difficulty in quan-
tifying factors like how much price increases will 
reduce demand. 

 
 
In essence, the economic impact of tariffs is not a 
simple equation. The outcome depends on a multi-
tude of factors and is difficult to predict with certain-
ty.  
 
Although it will be very difficult to predict the likely 
economic effects of higher tariffs until there is great-
er certainty about the details, The Budget Lab at Yale 
University has performed an initial analysis of the 
effects of all recently-announced U.S. tariffs and for-
eign retaliation implemented in 2025 through April 
09, 2025 (including the revised April 09 tariffs), and 
has estimated the following impacts: 
 

 

✓ Current Tariff Rate:  Consumers face an overall av-
erage effective tariff rate of 27%, the highest 
since 1903 (and compared to 2.5% in 2024).  
Even after consumption shifts, the average tariff 
rate will be 18.5%, the highest since 1933. 

 

✓ Overall Price Level & Distributional Effects:  The 
price level from all 2025 tariffs rises by +2.5% in 
the short run, the equivalent of an average per 
household consumer loss of $4,700 in 2024 Dol-
lars.  Annual pre-substitution losses for house-
holds at the bottom of the income distribution 
are $2,100.  The post-substitution price increase 
settles at +1.7%, a $2,700 loss per household.. 

 

✓ Commodity Prices:  The 2025 tariffs disproportion-
ately affect clothing and textiles, with consumers 
facing +64% higher apparel prices in the short 
run.  Apparel prices stay +27% higher in the long 
run. 

 

✓ Real GDP Effects:  U.S. Real GDP growth is         
–1.1% lower from all 2025 tariffs.  In the long 
run, the U.S. economy is persistently –0.6% 
smaller, the equivalent of $170 billion annually in 
2024 Dollars. 

 

✓ Labor Market Effects:  The unemployment rate ris-
es 0.6 percentage point by the end of 2025, and 
payroll employment is 740,000 lower. 

 

✓ Fiscal Effects:  All tariffs to date in 2025 raise $2.4 
trillion over 2026-35, with $587 billion in negative 
dynamic revenue effects. 

 
 
 
Whether these estimates of the magnitude of the eco-
nomic impact of the tariffs prove accurate or not re-
mains to be seen.  Second-order effects (i.e., longer-
term and broader implications) could also be signifi-
cant.  At the very least, however, we can, at this junc-
ture, definitively conclude that the Trump Admin-
istration’s tariffs, as currently structured, have created 
an environment of increased uncertainty, which is 
negative for the global macroeconomic growth out-
look. 
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Catch-22 

 
 

 
Although we appear to be at the end of the current 
monetary tightening cycle, it remains uncertain how 
long restrictive monetary policy will remain in effect 
given the persistence of certain components of infla-
tion.  There are many reasons why inflation could 
remain above the Fed’s +2% target for longer than 
expected.  For example, inflation could stay elevated 
as a result of worsening geopolitical developments, 
heightened trade tensions, more persistent shelter 
price inflation, financial conditions that might be or 
could become insufficiently restrictive, or U.S. fiscal 
policy becoming more expansionary than expected. 
 
As we noted in the Windward 2024 Fourth Quarter Re-
view, some economists have previously warned that 
the economic proposals currently put forward by 
President Trump—such as unilateral, non-targeted 
tariffs, mass deportations, and unfunded tax cuts 
combined with expansionary fiscal policy/stimulus—
could cause inflationary pressures to reignite. 
 
Surveys indicate that the announced tariff increases 
were larger and broader than many businesses had 
expected.  Companies are already reporting increases 
in costs, possibly in anticipation of rising tariffs, or 
have indicated a willingness to pass on to consumers 
higher input costs that would arise from tariff in-
creases and/or refuse to accept shipments of goods 
from heavily-tariffed countries, if possible. 
 
In our opinion, inflation will likely be boosted by the 
effects of higher tariffs, although significant uncer-
tainty surrounds the magnitude and persistence of 
such effects.  A range of factors could influence the 
persistence of tariff effects, including the extent to 
which tariffs are imposed on intermediate goods and 
therefore affect input costs at various stages of pro-
duction, the extent to which complex supply chains 
need to be restructured, the actions of trading part-
ners in responding with retaliatory increases in tariffs, 
and the stability of longer-term inflation expectations.    
 
As a result, restoring price stability could require 
maintaining a restrictive monetary policy stance for 
some time because the historical record cautions 

strongly against prematurely loosening policy—even 
in an environment in which economic growth slows 
and/or unemployment rises.  This could increase the 
risk of an economic recession.  Although reducing 
inflation could require a sustained period of below-
trend economic growth and softening of labor market 
conditions, restoring price stability is essential to set 
the stage for achieving maximum employment and 
stable prices over the longer run.  At the same time, 
monitoring risks and the responsiveness of economic 
activity to interest rate changes will be important 
guides in adjusting the pace—and duration—of that 
transition. 
 
 
 

Reaction Function 
 
 

 
We believe that our strategy during the current in-
vestment environment remains consistent with the 
investment strategy that we have followed in the 
past—essentially:  to invest in high-quality businesses 
at the right valuations and hold them for as long as 
they remain high-quality businesses.  In addition, we 
continue to believe that the long-term secular invest-
ment themes that we have previously identified re-
main intact.   
 
Our investment process utilizes a combined top-
down/bottom-up approach whereby, based upon our 
analysis of the components of global macroeconomic 
GDP, we identify a variety of investment themes, 
both secular and cyclical, that drive further funda-
mental analyses of individual businesses that meet our 
investment criteria.  Currently, some of our invest-
ment themes include: 
 
 

Rise of The Rest 
Globalization and the development of the 
middle class in emerging markets is a long-
term secular trend. 
 

Disruptive Innovation 
Companies that are disruptive innovators may 
be well positioned to outperform their peers 
in the current economic environment. 
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Regulation 
Information Technology regulation, 
Healthcare reform, Infrastructure investment, 
and Climate Change policy are all currently 
areas of government focus, and the economic 
sectors within these areas may, therefore, be 
subject to challenges or opportunities based 
upon how successful the government is in 
implementing its programs. 

 
Continued De-leveraging 

De-leveraging and the shrinking of private 
and public balance sheets will be a multi-year 
process that will restrain global macroeco-
nomic growth. 

 
The Great Unwind 

The eventual “normalization” of monetary 
policy may result in unforeseen and unintend-
ed consequences. 

 
China Rebalancing 

The rebalancing of China’s economy from 
investment- to consumer-driven has signifi-
cant global macroeconomic ramifications. 
 

Supply and Demand 
Global macroeconomic growth remains ane-
mic due to a surfeit of supply and a dearth of 
demand. 
 

Demographics 
Demographically, the aging of the popula-
tions of the developed, and some developing, 
economies will have important implications 
for future demand growth and entitlement 
costs. 

 
 
As you know, we do not predict, nor does your Wind-
ward portfolio own, “the market.”  Instead, we seek to 
mitigate market risk and generate excess returns by 
making long-term investments in individual business-
es with the following underlying fundamental charac-
teristics: 
 

Quality 
Dominant, financially strong, leading compa-
nies with established managements, high in-

cremental returns on invested capital, and 
business models with competitive advantages 
 

Growth 
Companies with predictable and sustainable 
above-average growth in revenue, earnings, 
and free cash flow 

 
Value 

Companies that are undervalued on either an 
absolute or relative basis, based upon our 
projections of future cash flow and earnings 

 
 
Our goal, as always, is to identify those companies 
and invest in them for your Windward portfolio.  Our 
risk averse approach to managing your investments 
causes us to take a more measured and unemotional 
view of extremes in bullish or bearish sentiment and 
find ways to potentially outperform the market with 
less volatility by focusing on specific companies’ fun-
damentals.   
 
Windward’s portfolios of individual businesses, with 
their own company-specific fundamental dynamics, 
are continuing to thrive and prosper, in our opinion.  
In the short term, this fact may be obscured by 
“market action”—which results in highly-correlated 
security price movements during periods of increased 
volatility—and/or the negative influences of ETFs, 
asset allocators, speculators, and algorithmic trad-
ers—whose focus is on baskets of securities or on 
stock symbols, not on underlying business model 
fundamentals.  However, financial history has prov-
en, time and again, that, over the long term, investors 
are often rewarded by being owners of these types of 
companies. 
 
We believe that the “indices” will become less rele-
vant as time goes on and that successful wealth crea-
tion and capital preservation in the years to come will 
become increasingly dependent upon the identifica-
tion and ownership of those businesses that, alt-
hough possibly impacted by exogenous events in the 
short run, remain relatively immune to these global 
macroeconomic issues over the long run due to their 
own underlying growth dynamics. 
 
We remain exceedingly optimistic on the prospects 
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for the individual companies that we own in Wind-
ward portfolios and encourage you to contact us 
should you have any questions or concerns. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Sources:  Bank for International Settlements 
  Bloomberg 
  Congressional Budget Office 
  Council of Economic Advisers 
  FactSet 
  Federal Reserve Banks of Atlanta, 
   New York, San Francisco, 
   and St. Louis 
  International Monetary Fund 
  Organisation for Economic Co- 
   operation and Development 
  Reuters 
  The World Bank 
  U.S. Bureau of Economic Analysis 
  U.S. Bureau of Labor Statistics 
  U.S. Congress 
  U.S. Department of the Treasury 
  U.S. Federal Reserve 
  U.S. White House 
  Yale University 

*  There is no guarantee that the investment objectives 
presented in this newsletter will be achieved. Moreover, 
the past performance is not a guarantee or indicator of 
future results.  
 
Information provided is based on matters as they exist 
as of presentation of this material and should not be 
relied upon for future investment decisions. 
 
This document does not constitute advice or a recom-
mendation or offer to sell or a solicitation to deal in any 
security or financial product. It is provided for infor-
mation purposes only and on the understanding that 
the recipient has sufficient knowledge and experience 
to be able to understand and make their own evaluation 
of the proposals and services described herein, any risks 
associated therewith and any related legal, tax, account-
ing or other material considerations. To the extent that 
the reader has any questions regarding the applicability 
of any specific issue discussed above to their specific 
portfolio or situation, prospective investors are encour-
aged to contact Windward Capital or consult with the 
professional advisor of their choosing.  
 
Certain information contained herein has been obtained 
from third party sources and such information has not 
been independently verified by Windward Capital. No 
representation, warranty, or undertaking, expressed or 
implied, is given to the accuracy or completeness of 
such information by Windward Capital or any other per-
son. While such sources are believed to be reliable, 
Windward Capital does not assume any responsibility 
for the accuracy or completeness of such information. 
Windward Capital does not undertake any obligation to 
update the information contained herein as of any fu-
ture date.  
 
Any indices and other financial benchmarks shown are 
provided for illustrative purposes only, are unmanaged, 
reflect reinvestment of income and dividends and do 
not reflect the impact of advisory fees.  Investors cannot 
invest directly in an index.  Comparisons to indexes have 
limitations because indexes have volatility and other 
material characteristics that may differ from a particular 
hedge fund.  For example, a hedge fund may typically 
hold substantially fewer securities than are contained in 
an index.   
      
Certain information contained herein constitutes 
“forward-looking statements,” which can be identified 
by the use of forward-looking terminology such as 
“may,” “will,” “should,” “expect,” “anticipate,” “project,” 
“estimate,” “intend,” “continue,” or “believe,” or the neg-
atives thereof or other variations thereon or comparable 
terminology. Due to various risks and uncertainties, ac-
tual events, results or actual performance may differ 
materially from those reflected or contemplated in such 
forward-looking statements. Nothing contained herein 
may be relied upon as a guarantee, promise, assurance 
or a representation as to the future. 
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HAS YOUR FINANCIAL CONDITION 
CHANGED? 

 
Portfolio decisions are based on an individual’s in-
come requirements, tax bracket, time to retirement, 
risk tolerance, and other characteristics.  If your fi-
nancial condition has changed, such as your invest-
ment objectives, risk tolerance, time horizon, or em-
ployment status, please notify us in writing immedi-
ately, as this may impact how we manage your ac-
count.  Additionally, if you would like to place rea-
sonable restrictions on the way we manage your ac-
count, or revise any existing restriction, please notify 
us in writing immediately.  We strive to prepare a 
portfolio that meets each investor’s objectives, and 
the more information we have, the better the job we 
can do.  If you have any questions regarding your 
portfolio, your asset allocation, or any investment 
within your portfolio, please let us know. 
 
 
 
 

 
THE FUTURE IS NOW 

 
As you may know, we post a weekly commentary on 
our website most Friday afternoons.  We only mail 
some of these comments out when markets are par-
ticularly unsettled.  Please be aware that these notes 
will continue to be available on-line at 
www.windwardcapital.com under “Commentary.” 
 
We encourage you to log into your account at your 
custodian for real-time, updated account information.  
If you need assistance, please call our Operations De-
partment at (310) 893-3000. 
 
If you would like to receive a copy of our Form ADV 
Part II or Form CRS free of charge, please email Jere-
my Johnson at :  johnson@windwardcapital.com, or 
call him at our main number:  (310) 893-3000. 
 



 

Page 13 

NOTES 



 

Page 14 

NOTES 



 

Page 15 

NOTES 



Risk Averse Asset Management 

www.WindwardCapital.com 

 

11111 Santa Monica Blvd, Suite 1200 

Los Angeles, California 90025 

 

(310) 893-3000 

(800) WINDWARD 

(800) 946-3927 

(310) 893-3001 Facsimile 

mail@WindwardCapital.com 

 

Joseph Robillard 

CEO 

 

Donald R. Bessler, CPA 

Chief  Investment Officer  


