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U.S. Economy: Interest Rates & Inflation: Global Themes: Our View:

• The Fed's survey of professional 
forecasters projects Q2 GDP 
growth of 1.5%.

• For the full year the projection is 
GDP growth of 1.4%.

• The job market remained resilient 
in June, with 147,000 jobs added 
and the unemployment rate 
ticking down to 4.1%.

• The forecasters predict the 
unemployment rate will increase 
from 4.1% this quarter to 4.5% in 
the first quarter of 2026.

• Tariffs continue to weigh on the
U.S. economy.

• The average tariff rate for goods 
imported into the U.S. is now 
14.7% (up from 2.4% in 2024).

•  New federal tax legislation 
includes incentives for capital 
expenditures, with the goal of 
increasing growth.

• The Fed held rates steady at its 
June meeting.

• The Fed Funds target rate is at 
4.25% to 4.50%.

• Markets are pricing in 1-3 rate cuts 
in 2025.

• May Core PCE inflation was 2.7%.
• There is a divergence between 

market expectations for inflation 
and consumer expectations.

•  Market expectations for inflation 
remain relatively well anchored. 
The 10-Year TIPS breakeven 
inflation rate is 2.29%.

• Consumer expectations for 
inflation are more pessimistic (but 
improving).

• The University of Michigan 
Consumer Survey indicates year 
ahead inflation expectations of 
5.1% in June, down from 6.6% in 
May.

• Long-run inflation expectations 
were 4.1% in June, down from 
4.2% in May.

• The ECB cut its key interest rate by 
25 basis points at its June 5 
meeting. This brought the rate to 
2.00%.

• The European Central Bank has cut 
interest rates to boost growth, 
with the region's stalled economy 
facing twin shocks from tariff 
threats and a sudden need to 
radically increase military 
spending.

•  We now expect a summer pause 
from the ECB, with some analysts 
predicting one more cut after 
June, while others believe June 
may be the last.

• Germany has decided to spend as 
much as $1.1trillion or more on 
defense and infrastructure, 
altering the outlook for economic 
growth and inflation across the 
European continent.

• China's economy had been 
showing signs of improvement 
prior to the new tariffs. Future 
growth is highly dependent on the 
outcome of tariff negotiations.

• For Q2 2025, the estimated 
earnings growth rate for the S&P 
500 is 4.9%.

•  Analysts expect earnings growth 
of 9.0% in 2025 and 13.7% in
2026.

• The forward 12-month P/E ratio 
of the S&P 500 stands at 21.6. 
This is above the 5-year average 
of 19.9 and above the 10-year 
average of 18.4.

• International stocks are priced 
more reasonably and have 
outperformed U.S. stocks in 2025.

• Investment grade bonds have 
served as ballast during the 
recent drawdown, providing an 
attractive yield.

•  We continue to believe a broadly 
diversified, actively managed 
portfolio that includes allocations 
across asset classes, geographies, 
and market cap is the best way for 
investors to position for the 
current geopolitical and economic 
uncertainty.

Sources: The Budget Lab at Yale, BCA, Federal Reserve, European Central Bank, Northern Trust, Y-Charts, University of Michigan June 30, 2025
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