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What US Tariffs mean for 
pension schemes
On 2 April, Donald Trump announced a raft of tariffs 
affecting all trading partners with the US. This centred 
around a “universal tariff” of 10% on all countries, with 
further so-called “reciprocal tariffs” which ranged up  
to more than 40% and reflected the trade imbalance 
with each country.
The President’s rationale is that where imports to the US exceed exports 
from the US to a certain country, this reflects an imbalance that needs to 
be corrected through tariffs. This is unconventional economic thinking 
and for instance does not recognise that the US might import more than 
it exports because it might be cheaper for the exporting country to make 
those goods.

Tariffs and protectionist strategies are generally considered to reduce 
efficiency, and result in higher prices and lower economic output. This 
does not necessarily mean they shouldn’t be used. There are a wide 
variety of circumstances where they appropriately address policy aims. 
However, imposing tariffs raises costs and is consequently considered an 
inflationary policy. 

By the end of the week China retaliated with substantial tariffs on the  
US and there is scope for a large number of countries to respond in  
a similar way. If countries choose to retaliate against the US, with their  
own tariffs we end up with a situation of escalating costs and 
reduced trade.

Key highlights

10% Tariffs imposed by the US on 
all trading countries

Additional “reciprocal tariffs” 
on countries linked to the size of 
the trade balance ranging up to 
more than 40%

Substantial falls in global equity 
markets in the first week of April

Credit spreads rise moderately

Risk of higher inflation, but long 
term inflation expectations fell

UK gilt yields fall slightly but not 
far off recent highs 

Global Equities: Down 9% between 31 March and 7 April
Equities suffered notable falls in the first week of April. These falls come off the back of 
more general falls that we have seen since mid-February. There is scope for this volatility to 
continue for some time.

Impact: In general most pension scheme’s equity levels are relatively low but if you are in a 
scheme that has a substantial allocation it will likely have experienced a material dent to the 
funding position.

Actions: With equities it is important to remember that the markets are usually quite adept 
at reflecting news that is already in the public domain. Trading on information that we 
already know will inevitably miss the boat. The priority is to ensure that you understand 
your funding position and that the level of risk you are taking continues to be appropriate 
for your circumstances. If this is the case it generally pays to persevere with your long term 
strategy, avoiding being caught up in any tactical selling of assets. If you are in the process of 
a transition of assets, it will be important to discuss your transition plan with your consultant.
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So what does this mean for pension schemes and what can you do?

Click to watch
Investment Special

https://www.xpsgroup.com/news-views/insights-briefings/us-tariffs-implications-uk-pension-schemes/
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Investment Grade Credit spreads:  
+0.2% to 1.4% between 31 March and 7 April
Investment grade credit markets have seen spreads rising only moderately and again this is  
a continuation of what we have seen since February.

Impact: This is an area that pension schemes will want to watch closely, as whilst many are  
de-risked, credit still forms a key part of a low risk portfolio. We may see this having some 
impact on funding levels if spreads widen further.

Actions: Monitor closely and seek to understand any impact this has on your funding position. 
Credit investments have the benefit that when they fall in value, they implicitly are expected  
to earn a higher yield over their remaining life, as long as they don’t default.

Inflation and gilt yields

20 year inflation expectations: -0.1% to 3.3% between 31 March and 7 April

Counterintuitively, long-dated inflation expectations fell in the first week of April. It’s not clear 
why this is the case given that tariffs are an inflationary stimulus but there are a number of 
independent factors affecting these markets at any one time, including views on the long  
term issuance of gilts. 

20 year gilt yields: -0.2% to 5.1% between 31 March and 7 April

Nominal gilt yields have fallen a little, marginally increasing the value of unhedged liabilities, 
but as a result of falling inflation expectations, real yields have been largely stable and are 
sitting close to their highest level for 20 years.

Impact: High hedging levels mean many schemes will be insulated from yield and inflation 
changes. Unhedged schemes may have experienced a modest reduction in funding level.

Actions: If you aren’t fully hedged or haven’t refreshed your LDI benchmark in the last year  
or so, now would be a good time to review your LDI strategy.

Impact on scheme sponsor
It’s also important to be aware that these tariffs will have a very significant impact on 
businesses that trade with the US and it will be important to understand any impact on a 
pension scheme’s sponsor.

Actions for pension schemes:
•	Review your funding level and asset allocation 

•	Assess the current level of risk in your arrangements

•	Check your strategic asset allocation remains in keeping with your long term objectives 

•	Understand any impact on your sponsor

•	 If undertaking an asset transition, review your transition plan

•	Review your hedging level and seek to reduce any undesirable risk exposure
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Find out more
If you wish to discuss any of these aspects, please contact Simeon, or reach out to your regular XPS contact.

simeon.willis@xpsgroup.com

Simeon Willis
Chief Investment Officer

xpsgroup
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Our market round-up and news affecting  
UK investments

Quarter 1 Update
April 2025

US equities struggle to  
find their feet in a frantic 
start to 2025
The flagship US S&P 500 index finished the first  
quarter of 2025 down almost 5% in a stark contrast to 
its strong performance in 2024. DeepSeek’s emphatic 
entrance to the artificial intelligence (AI) market in 
China and fears over the long-term impact of Trump 
tariffs were key contributors to poor performance.  
US tech stocks, which carried global stock markets through an AI surge 
in 2024, were the victim of fears that too much is being spent on AI and 
the general uncertainty brought about by President Trump’s attempt to 
reset global trade relations with the US. In contrast, European and UK 
equities performed quite well in the first quarter. Europe’s defence sector 
has benefitted from bets on increased military spending to come from 
European governments as the US looks to pare back its contribution to 
NATO spending. Chinese equities have experienced some of the best 
performance globally since the start of 2025 with investors seemingly 
unphased by the prospects of a trade war with the US. $13bn has been 
piled into the Chinese stock market in 2025 – with tech stocks the main 
beneficiary – in a sign that September’s stimulus package from Beijing  
has reinvigorated a dormant Chinese market.

The first quarter was also a positive one for major commodities markets 
deemed ‘safe haven’ assets. Copper reached its highest price in five  
years towards the end of the quarter and gold surged to a record high 
having risen by 14% since the start of the year. The additional uncertainty 
brought about by the looming threat of Trump tariffs has seen investors 
flock to precious metals.

The chaotic start to the Trump administration has seen investor and 
consumer confidence in the US economy tumble. It was against this 
backdrop that the Federal Reserve (FED) kept the federal funds rate 
unchanged at 4.25%-4.5% over the quarter, persisting with their hawkish 
rate cutting policy despite a modest fall in inflation to 2.8% over the 
12 months to February. The Bank of England (BOE) opted for just one 
quarter percentage rate cut over the quarter to bring borrowing costs 
down to 4.5%. Governor Andrew Bailey did note that interest rates are  
on the way down when commenting on the decision to hold borrowing 
costs steady in March – a decision that increases the scope for rate 
reductions later on in the year. Consumer Prices Index inflation fell by 
more than expected to 2.8% in the 12 months to February 2025. 

Quarter in brief

Click to watchSian Pringle
Investment Partner

US equities posted their worst 
performance since Q3 2022 but 
other regions have performed well

The BOE and ECB cut 
interest rates whilst the FED 
remains hawkish 

The global economy continues to 
grapple with rising debt costs 

UK gilt yields fall back after a 
surge in January

https://www.xpsgroup.com/news-views/insights-briefings/us-tariffs-implications-uk-pension-schemes/
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Meanwhile Eurozone inflation has fallen to 2.4% 
and the European Central Bank (ECB) cut rates by 
a quarter of a percent on two occasions over the 
quarter, down to 2.5%. 

In the Chancellor’s Spring Statement, the UK economic 
growth forecast for 2025 was slashed in half from 
2% to 1%. Unemployment is expected to rise by 0.4% 
and inflation is predicted to rise to a peak of 3.8% in 
July before falling rapidly from 2026 onwards. The 
likelihood that the Chancellor will be able to abide by 
her own self-imposed fiscal rules teeters on a knife 
edge according to the Office for Budget Responsibility 
as she grapples with bringing down government debt 
and balancing the budget by 2030.

The rising cost of debt is a key challenge for the 
Chancellor but this is not a problem unique to the 
UK economy. The cost of financing sovereign debt 
amongst the 38 OECD countries has risen to from 
2.4% to 3.3% of combined GDP from 2021 to 2024 

with as much as 45% of this debt due to mature by 
2027. The unwinding of emergency bond-buying 
programmes has seen central banks shed $3tn of 
sovereign bonds from their balance sheets since 
their 2021 peak with this expected to fall by another 
$1tn in 2025.

Long dated gilt yields swelled in early January as  
UK government bond markets came under their 
biggest strain since the gilts crisis before falling back. 
A steadier rise over February and March saw yields 
finish around 0.2% higher than where they started 
the year. Long term inflation expectations were 
much more stable and finished marginally down 
over the quarter. UK credit spreads tightened over 
January before widening over February and March 
but still remain at exceptionally tight levels by historic 
comparison. Coupled with rising gilt yields, this led 
to dampened returns from UK corporate bonds over 
the quarter.

1 month to 31 March 2025 3 months to 31 March 2025

Source: Refinitiv Source: Refinitiv
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Market returns
Global equities suffered major losses over the quarter.

Chinese equities have experienced some of the 
best performance globally since the start of 
2025 with investors seemingly unphased by  
the prospects of a trade war with the US.

Simeon Willis
Chief Investment Officer

https://www.xpsgroup.com
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UK nominal spot gilt yield curve UK implied real spot gilt yield curve

XPS Investment asset class views

Asset class Favourable Neutral Unfavourable Movement

UK Equity

Developed Market Equitiy

Emerging Market Equitiy

Investment Grade Credit

High Yield Credit

Senior Secured Direct Lending

Balanced Property

Long Lease Property

Private Equity

Infrastructure

Equity Protection Strategies

Buy-in

Cash

https://www.xpsgroup.com
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Important information: Please note the information and opinions expressed herein do not take into account the circumstances of individual 
pension funds and accordingly may not be representative of the circumstances affecting your fund. This note, and the work undertaken to produce it, 
is compliant with TAS 100, set by the Financial Reporting Council. No other TASs apply. The note has been written on the basis that decisions will not 
be based on its contents. Appropriate advice should be obtained before any decisions are made. The information expressed is provided in good faith 
and has been prepared using sources considered to be reasonable and appropriate. While information from third parties is believed to be reliable, 
no representations, guarantees or warranties are made as to the accuracy of information presented, and no responsibility or liability can be accepted 
for any error, omission or inaccuracy in respect of this. This document may also include our views and expectations, which cannot be taken as fact. 
The value of investments and the income from them can go down as well as up as a result of market and currency fluctuations and investors may not 
get back the amount invested. Past performance is not necessarily a guide to future returns. The views set out in this document are intentionally broad 
market views and are not intended to constitute investment advice as they do not take into account any client’s particular circumstances.

Please note that all material produced by XPS Investment is directed at, and intended solely for the consideration of, professional clients within the 
meaning of the Financial Services and Markets Act 2000 (FSMA). Retail or other clients must not place any reliance upon the contents.

This document should not be distributed to any third parties and is not intended to, and must not be, relied upon by them. Unauthorised copying  
of this document is prohibited.

© XPS Investment. XPS Pensions Consulting Limited, Registered No. 2459442. XPS Investment Limited, Registered No. 6242672. XPS Pensions Limited, Registered No. 3842603. 
XPS Administration Limited, Registered No. 9428346. XPS Pensions (RL) Limited, Registered No. 5817049. XPS Pensions (Trigon) Limited, Registered No. 12085392. Penfida Limited 
Registered No. 8020393. Polaris Actuaries and Consultants Ltd, Registered No. 9640309. All registered at: Phoenix House, 1 Station Hill, Reading, RG1 1NB.

XPS Investment Limited is authorised and regulated by the Financial Conduct Authority for investment and general insurance business (FCA Register No. 528774).

Find out more
To discuss any of the issues covered in this edition, please get in touch with Simeon Willis or Sian Pringle. 
Alternatively, please speak to your usual XPS contact.

simeon.willis@
xpsgroup.com

sian.pringle@
xpsgroup.com

Simeon Willis
Chief Investment Officer

Sian Pringle
Investment Partner

xpsgroup

About us
XPS Group is a leading UK consulting and administration business specialising in the pensions and insurance 
sectors. A FTSE 250 company, XPS combines expertise and insight with advanced technology and analytics 
to address the needs of over 1,400 pension schemes and their sponsoring employers on an ongoing and 
project basis. We undertake pensions administration for over one million members and provide advisory 
services to schemes and corporate sponsors in respect of schemes of all sizes, including 83 with assets over 
£1bn+. We also provide wider ranging support to insurance companies in the life and bulk annuities sector.

Our investment team advises over 350 clients with assets of over £100bn.
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