
 

 

Key points  

 So far shares have been relatively resilient but uncertainties 
are mounting particularly around Trump’s policies. 

 We remain upbeat on a 12-month view but expect a 
rougher more constrained ride this year for shares, with a 
15% plus correction likely somewhere along the way. 

 Seven key charts worth watching are: Trump’s tariffs; long 
term inflation expectations; inflation; business conditions 
PMIs; profit growth; the gap between earnings yields and 
bond yields; and the $US. Right now, they are mixed. 

Introduction 

Share markets have so far been fairly resilient in the face of uncertainty 

around Trump’s policies particularly tariffs. However, nervousness is 

creeping in. This note looks at seven key charts worth watching.  

Chart 1 – US tariffs  

Back in Trump 1.0 the tariff wars did not start until February 2018. So 

investors had a year of strong gains in 2017 with Trump’s tax cut and 

deregulation policies dominating before tariff uncertainty set it in 2018. 

This time he is moving the other way round with tariffs coming thick and 

fast because he wants the revenue and the pain out of the way earlier. So 

far tariffs have been confirmed on Chinese imports (10%) and steel and 

aluminium (25%) and these would take the average US import tariff to 

around 5%, well up from around 3% but still lowish. But there is much 

more to go with 25% tariffs on Canada and Mexico still “going forward” 

according to Trump, Trump planning a 25% tariff on auto, semi-

conductors & pharmaceuticals and “reciprocal tariffs” to offset any 

perceived barriers against US companies and ongoing talk of more tariffs  

on China and Europe and a universal tariff supposedly to make other 

countries pay for the security the US provides.  

 

Source: US FTC, Evercore ISI, AMP 

Much of this is ludicrous and lacks economic logic (and common sense). 

Ultimately, we think Trump will be constrained as the tariffs impact 

confidence (as already becoming evident) resulting in a backlash, shares 

come under pressure like in 2018 and as other countries dig in and threaten 

to move away from the US on grounds they don’t owe it anything. We think 

this will ultimately constrain the average US tariff around 10% - up from 

now but not the worst-case scenario. But it could initially go beyond that. 

The higher US tariffs go the bigger the risk for the global economy and 

shares – given the threat to confidence, spending and investment.  

Australia is in a strong position to argue for exemptions as the US has a 

trade surplus with us but this is not guaranteed as Trump is concerned with 

other things than just the trade balance. So we are still vulnerable in 

relation to pharmaceuticals and to “reciprocal tariffs” if Trump takes a 

(mostly irrational) dislike to our GST, biosecurity laws, and news media 

bargaining code. Fortunately, our exports to the US are less than 1% of GDP 

– about the same size as the exports China restricted in 2020. Tariffs on 

them from a country thought of as friendly could still be a blow to 

confidence, but the main risk for us comes from a hit to global trade and 

growth from the tariffs, leading to less demand for our exports.   

Chart 2 – longer term inflation expectations  

A big worry for central bankers following the 2021-22 inflation surge was 

that medium term inflation expectations would “de-anchor” from low 

levels making it harder to get inflation back down. Fortunately, this didn’t 

happen. But lately US consumers’ inflation expectations have moved 

higher with the key 5-10 year inflation expectation rising to 3.5% its highest 

since 1995 on the back of concerns about Trump’s tariffs. This will concern 

the Fed. So hopefully US medium-term inflation expectations stabilise and 

start to come back down soon. It’s less of an issue in other countries 

including Australia as they are not setting of the tariffs but if they retaliate 

or their currencies collapse then it could become more of a global concern. 

 
Source: Macrobond, AMP 

Chart 3 – inflation  

Just as important is that the trend in inflation remains down. But underlying 

inflation still remains above most countries targets of around 2% or 2.5% 

in Australia. It still needs to fall further for central banks to be able to keep 

cutting rates. We think it will, but Trump’s tariffs pose a risk in the US 

although in other countries including Australia his tariffs are more of a 
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Seven key charts for investors to keep an eye on  



 

 

downwards threat to growth. In Australia, we see inflation falling faster 

than the RBA expects resulting in three more 0.25% rate cuts – in May, 

August and February 2026.   

 

Source: Bloomberg, AMP 

Chart 4 – global business conditions PMIs 

As always a key driver of how shares perform over the next 6-12 months 

will be whether major economies including Australia slide into recession. 

This has been much feared but avoided in recent times. However, the 

disruption and uncertainty posed by Trump’s tariffs & public spending cuts 

pose a new risk. Global business conditions indexes (PMIs) – which are 

surveys of purchasing managers at businesses – will be a key warning 

indicator. Right now they are at okay levels, but they are softening again.  

 

Source: Bloomberg, AMP 

And this softening is being driven by the US! 

 

G3 = US, Europe and Japan. Source: Bloomberg, AMP 

Chart 5 – company profits 

Consensus global and US earnings growth expectations for 2025 are 

around 12% and 14% respectively, and in Australia they are around 2%. US 

December quarter earnings results have come in stronger than expected at 

around 13%yoy, but expectations for the year have been revised down 

reflecting mixed guidance. In Australia, the December half earnings 

reporting season has seen some bad news from banks and resources, but 

most companies are doing better with more beating expectations than 

missing and an increased proportion reporting profits and dividends up on 

a year ago, so the worst may be over after falling profits since 2022-23.  

 
Source: Bloomberg, AMP 

Chart 6 – the gap between earnings and bond yields 

Valuation is a poor guide to timing markets but can help tell us whether 

markets have run ahead of themselves and how vulnerable they are. Since 

2020, rising bond yields and rising PE multiples have worsened share 

valuations, with the gap between earnings yields and bond yields - a proxy 

for shares’ risk premium – around its lowest since 2002 in the US. Australia 

is a bit better. But both are vulnerable to bad news – eg if Trump’s tariff 

wars hit economic activity and hence earnings. By contrast Chinese shares 

are cheap. Ideally lower bond yields and higher earnings are required. 

 

Source: Bloomberg, AMP 

Chart 7 – the US dollar 

Due to the low exposure of the US economy to cyclical sectors (like 

manufacturing), the $US is a “risk-off” currency. It tends to go up when 

there are worries about global growth and down when the outlook 

brightens. So, moves in it are a key bellwether of the investment cycle. 

Right now, it remains high. It has shown signs of rolling over since January 

but ideally to be confident on global growth further $US weakness would 

be positive. Of course, the $A is a mirror image being a growth currency.  

 
Source: Bloomberg, AMP 

Dr Shane Oliver 
Head of Investment Strategy and Chief Economist, AMP 

0

1

2

3

4

5

6

7

8

03 05 07 09 11 13 15 17 19 21 23 25

Global Core Inflation Rates

US

Euro Area

Canada

UK

Australia (quarterly)

Australia (monthly)

Core or Trimmed Mean 
CPIs, annual % change

-4

-2

0

2

4

6

35

40

45

50

55

60

05 07 09 11 13 15 17 19 21 23 25

Global Composite 
PMI (LHS)

World GDP 
growth, 
(RHS)

Global Composite PMI vs World GDP
Index Annual 

% chg

-8%

-6%

-4%

-2%

0%

2%

4%

6%

8%

10%

87 89 91 93 95 97 99 01 03 05 07 09 11 13 15 17 19 21 23 25

Australia  
US  

Equity risk premium over bonds

Forward earnings yield 
less 10 year bond yield

Shares expensive

pre 1987 crash

Shares cheap

China

Eurozone

0.4

0.5

0.6

0.7

0.8

0.9

1.0

1.1

1.2

60

70

80

90

100

110

120

130

90 93 96 99 02 05 08 11 14 17 20 23

The $A and the $US v major currencies

Rising $US v 
major currencies

$A/$US
(RHS)

$US TWI
(LHS)

Rising 
$A v $US

Important note: While every care has been taken in the preparation of this document, neither National Mutual Funds Management Ltd (ABN 32 006 787 720, AFSL 234652) (NMFM), AMP Limited ABN 49 079 354 519 nor any 
other member of the AMP Group (AMP) makes any representations or warranties as to the accuracy or completeness of any statement in it including, without limitation, any forecasts. Past performance is not a reliable 
indicator of future performance. This document has been prepared for the purpose of providing general information, without taking account of any particular investor’s objectives, financial situation or needs. An investor 
should, before making any investment decisions, consider the appropriateness of the information in this document, and seek professional advice, having regard to the investor’s objectives, financial situation and needs. This 
document is solely for the use of the party to whom it is provided. This document is not intended for distribution or use in any jurisdiction where it would be contrary to applicable laws, regulations or directives and does not 
constitute a recommendation, offer, solicitation or invitation to invest. 


