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EƷħěƝƘŉưħҳÉƝŤŤĀƋƸ 

Trade policy remains the key wildcard for the second half of this year. Short -ƘħƋŤҳӤŤŉťŉҳġħĀŞƏӥҳņĀưħҳġŭťħҳŞŉƘƘŞħҳ
to dispel the broader Section 232 fog: most pacts are narrow in scope, legal enforceability is unclear, and any 
US partner risks sudden tariff reversals if Washington re -tools a sector carve-out. The ongoing uncertainty 
has businesses deferring capex, supply chains lingering in limbo, and markets repricing higher risk premia Ӎ 
an environment likely to persist until durable, congress -approved agreements emerge. 

Beneath the tariff veneer, US growth momentum is moderating. Manufacturing PMIs  have slipped back into 
contraction, new -orders are soft, and industrial production has flat line Ӎ signaling a cooling cycle which may 
intensify if credit impulses and ISM new -orders continue their descent. However, financial conditions remain 
accommodative,  and markets are pricing in an imminent resumption of the Fed rate-cut cycle. We see inflation 
re-accelerating in the coming months, which likely would pare yea r-end Fed cuts from two to one and trigger 
a market pullback. Simultaneously, further labor market deterioration and slowing growth would push the 
Trump administration to strike broader trade deals faster Ӎ helping tame inflation. As these headwinds abate, 
markets would start to price in a clearer path for rate -cuts between 4Q25 and 1Q26 thus setting the stage for 
equities to rebound towards new highs by year -end and into early next year.  Until inflation data is released, 
however, we expect markets to grind higher on the  back of light positioning and momentum catch -up. 

Against this backdrop, we maintain a neutral allocation to equities. Valuations at 22.3x NTM EPS discount 
robust growth, while still -light positioning and bullish sentiment suggest further upside near -term even as the 
number of macro headwinds grows. We keep a disciplined approa ch, using higher -beta sectors and ETFs to 
capture selective momentum rather than broad equity exposure or an outright overweight. In fixed income, 
we stay defensive with an overweight to sovereign bonds and a neutral stance on credit  Ӎ favoring selective, 
bespoke strategies over broader IG/HY allocations. We tactically flip  neutral commodities  after a strong run.  

 

 

  

INVESTMENT STRATEGY VIEWS

Bearish Neutral Bullish Bearish Neutral Bullish
Global Asset Allocation Fixed Income
Equities FALSE TRUE FALSE Governments FALSE FALSE TRUE
Fixed Income FALSE FALSE TRUE Corporates FALSE TRUE FALSE
Commo/Special Opp. FALSE FALSE TRUE Investment Grade FALSE TRUE FALSE
Alternatives FALSE FALSE TRUE High Yield TRUE FALSE FALSE
Cash TRUE FALSE FALSE Duration FALSE TRUE FALSE
Equities Regions
Regions DM FALSE TRUE FALSE
US FALSE TRUE FALSE EM FALSE TRUE FALSE
Europe FALSE FALSE TRUE Currencies
APAC FALSE TRUE FALSE USD FALSE TRUE FALSE
EM FALSE FALSE TRUE EUR FALSE TRUE FALSE
Sectors JPY FALSE TRUE FALSE
Communication Services FALSE TRUE FALSE GBP FALSE TRUE FALSE
Consumer Discretionary FALSE TRUE FALSE CHF FALSE TRUE FALSE
Consumer Staples FALSE TRUE FALSE SEK FALSE TRUE FALSE
Energy FALSE TRUE FALSE Other FALSE TRUE FALSE
Financials FALSE TRUE FALSE
Health Care FALSE FALSE TRUE Legend
Industrials FALSE TRUE FALSE ˕ - Current View
Information Technology FALSE TRUE FALSE
Materials FALSE TRUE FALSE
Real Estate FALSE TRUE FALSE
Utilities FALSE TRUE FALSE
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]ŞŭęĀŞҳ~ĀěƋŭҳ§ƝƘŞŭŭŚ

The Tariff Saga Continues  

Short -term deals are inherently narrow and leave 
critical questions unanswered. Fully fledged trade 
agreements typically take years  Ӎ rarely less than 
three Ӎ to negotiate. Hastily arranged pacts tend to 
look more like memorandum -of-understanding 
frameworks than binding accords. Case in point: 
the recent US-UK ӤĀĿƋħħŤħťƘӥҳhas identified broad 
areas of cooperation but drilled down on only a 
ņĀťġľƝŞҳŭľҳƏħěƘŭƋƏҺҳŞħĀưŉťĿҳŤŭƏƘҳġŉƏƈƝƘħƏҳӤŭƈħťҳľŭƋҳ
ľƝƋƘņħƋҳġŉĀŞŭĿƝħӥ. Worse still, key details on final 
legal status and treatment of future sector -based 
tariffs remain unresolved.  

A more fundamental obstacle is the clash between 
country -wide reciprocity and sector -specific 
Section 232 tariffs. The US-UK deal, for example, 
included an auto export quota to waive steel and 
aluminum duties but conspicuously omitted any 
pharmaceutical ca rve-out thus forcing a fallback to 
the default 232 region. If Washington later swaps 
in a new sector tariff, does it supersede reciprocal 
country tariff or does the original deal hold sway? 
ìņŉƘħҳcŭƝƏħҳĿƝŉġĀťěħҳŭťҳӤxŉęħƋĀƘŉŭťҳ?ĀƸӥҳņŉťƘħġҳ
232 measures would  prevail, but most U.S. trading 
partners will not accept a framework that can be 
unilaterally overridden by US policy.  

Legal and procedural uncertainty now pervades 
negotiations. Any comprehensive trade deal will 
require congressional approval Ӎ and most likely a 
Supreme Court review of Section 232 authority Ӎ 
before taking effect. Meanwhile, companies must 
navigate a patchwork of provisional arrangements, 
ťħưħƋҳƊƝŉƘħҳƏƝƋħҳƲņħƘņħƋҳƘŭġĀƸӧƏҳěŭťěħƏƏŉŭťƏҳĀƋħҳ
ťŭƘҳĿŭŉťĿҳƘŭҳęħҳŭưħƋƘƝƋťħġҳęƸҳƘŭŤŭƋƋŭƲӧƏҳƘĀƋŉľľƏҹҳ
The timing, scope, and enforceability of the Section 
232 measures remain highly ambiguous.  

The policy fog is more than a negotiation headache 
as it injects volatility into global markets. Supply 
chains stay on standby, capex are deferred, and 
risk prem ia tick higher. In the absence of clear, 
durable rules, businesses price in the possibility of 
sudden tariff swings, driving up costs for both 
manufacturers and consumers. Over the medium -
term, uncertainty undermines investment, slows 
GDP growth, and pushes central banks to weigh 
trade-induced inflation vs broader economic slack.  

 

A More Balanced  Optimism  

Trade frictions have dominated headlines over the 
past six months . The century high US tariff impact 
will be reflected through both a slower growth and 
stickier inflation. ÑņħҳħľľħƋưħƏěħťěħҳĀľƘħƋҳÑƋƝŤƈӧƏҳ
election quickly eroded as tariffs were announced.  
The NFIB small-business optimism index retraced 
a large share of its post-election gains (Exhibit 1). 
Uncertainty has abated  (89%) but remains elevate. 
Hiring and capex plans remain the two pain points.  

Exhibit 1: US NFIB Small Business Optimism  

Sources. MAM Research, NFIB. 

Manufacturing Activity in Limbo  

ÑņħҳĿŭŭġƏҳƏħěƘŭƋӧƏҳƏƘƋŭťĿҳƏƘĀƋƘҳƘŭҳдвдзҳŞŭŭŚħġҳƏħƘҳ
to shore up overall growth but that momentum has 
evaporated as post-election optimism faded. In the 
last four months, PMI slipped back into contraction 
territory (49 -50), driven by softer new orders and 
rising inventories. At the same time, industrial 
production flatlined on a YoY basis (Exhibit 2 ). 

Exhibit 2: US Industrial Production and ISM Mfg.  

Sources. MAM Research, ISM. 
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Services Giving Up Some Relative Strength  

Service sector resilience underpinned US growth Ӎ 
until recently, when the ISM Services PMI slipped 
into contraction . After dipping to 49.9  in May, the 
index only recovered to 50.8 in June (Exhibit 3 ). 
Underneath the surface, business activity remains 
elevated (54.4), but backlogs have plunged to their 
weakest since August 2023 (42.2), and employment 
contracted for three months running. Data paints a 
sector increasingly more exposed to high financing 
costs and a weakening end-market demand. With 
PMIs near the 50-mark , any further slip could tip 
services into a sustained downturn in 2H25. 

Exhibit 3: ISM Services  

Sources. MAM Research, ISM. 

Capex Ӎ Where Do We Go from Here?  

Real business equipment spending was one of the 
few bright spots in 1Q25 GDP with core capital 
goods orders. However, most gains reflected tariff 
Ӥfront -runningӥ rather than sustainable demand. 
Capex intensions in manufacturing and services 
sectors dropped  sharply since  (Exhibit 4 ), with net 
plans to boost spending having all but evaporated.  

Exhibit 4: Capex Intentions Composites  

 
Sources. MAM Research, Regional Fed Districts. 

U.S. Labor Market , Not Out of the Woods Yet  

The labor market has been characterized as ӤƏŭŞŉġӥҳ
or ӤƋħƏŉŞŉħťƘӥ throughout the first half of this year , 
but yellow flags are persisting. Payrolls continue to 
slow gradually with recurring downward revisions  
to first prints. According to the Quarterly Census of 
Employment and Wages (key input into the bench -
mark revisions), monthly payrolls were overstated 
by around 75k per month in 2024 (Exhibit 5). 

Exhibit 5: Monthly Payroll Growth  and Revisions  

 
*Shown as 12-monht moving average 
Sources. BCA Research.  

While the unemployment rate dropped to 4.12%, a 
weak labor demand continues to show in the lower 
employment -to-population ratio ( Exhibit 6). Labor 
force participation continues to slip as people fall 
out of the labor force . The outlook is markedly  grim 
for college graduates. Unlike in past cycles, their 
unemployment rate is higher than other workers.  

Exhibit 6: Employment/Population vs. U -3 Rates 

 
Sources. MAM Research, BLS. 
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The US labor market is not as strong as headline 
numbers suggest. Overtime hours have retraced to 
3.7 per week, temp-staffing employment continues 
to contract, and average weekly hours softened to 
34.2 (Exhibit 7 ). JOLTS shows new hire  down to 
3.4% and quits plateauing near 2.1% (Exhibit  8) a 
sign that, while layoffs remain muted, employers 
are curbing headcount growth and hours worked . 

Exhibit 7: Overtime Hours and Avg. Weekly Hours  

Sources. MAM Research, BLS. 

Exhibit 8: JOLTS Hiring  and Quit  Rates 

 
Sources. MAM Research, BLS. 

Real-time measures of job openings  suggest these 
trends are carried  into the summer ( Exhibit 9). As 
the US economy operates on the flatter  side of the 
Beveridge curve, any further decline in openings is 
likely to translate into higher unemployment.  

Exhibit 9: Real-Time Job vs. JOLTS Openings  

 
Sources. MAM Research, Indeed, LinkUp . 

Cooling in the labor market eased price pressures, 
in turn putting a lid on wage inflation ( Exhibit 10), 
despite the new immigration policies , as expected. 

Exhibit 10: US Wage & Employment Cost Growth  

Sources. MAM Research, BLS, Atlanta Fed. 

US Consumer Credit  in  Limbo  

Excess pandemic savings have been drawn . In the 
absence of higher income growth, US consumers 
will be hard -pressed to maintain their current pace 
of spending. Revolving credit is now at $1.3 trillion, 
up 6% YoY. Concurrently average bank credit -card 
APRs remained in the mid-21%, intensifying debt -
service pressure on households and underscoring 
stretched consumer balance sheets despite seeing 
moderation in credit card growth ( Exhibit 11). 

Exhibit 11: Credit Card Balances  

Sources. MAM Research, NY Fed. 

Delinquencies in multiple categories (credit cards, 
auto loans) have stopped deteriorating Ӎ albeit still 
at 2011 levels, a time when the unemployment rate 
was double what it is today. However, student loan 
delinquency rates have spiked after the expir ation 
of the moratorium  (Exhibit 12). Nearly t en million 
Americans are delinquent on their student  loans, 
with around half not having made a single payment 
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in 360+ days. As of early May, a lack of repayments 
will now impact credit scores. FICO scores could 
go down 65 points on average with as much as 10% 
of US households facing a steep decline in their 
credit score , impacting their ability to obtain loans. 

Exhibit 12: 30-Day Delinquencies by Loan Type  

Sources. MAM Research, Bloomberg 

US consumer bankruptcies continue d to normalize  
(Exhibit 13) though remain below post -GFC highs. 
Elevated living costs and high borrowing expenses  
are core drivers behind the rise in filing s, while the 
resumption of student loan repayments should add 
further pressure to household balance sheets. The 
lack of meaningful relief on interest rates or prices 
could see these numbers perking higher although 
they are likely to remain below previous highs. 

Exhibit 13: US Consumer Bankruptcies  

 

Sources. MAM Research, United States Courts. 

 

Fiscal Deficit Overdose?  

Deficits should rise in the US and euro area albeit 
for distinct reasons. The key drivers in the US are 
slower growth and rising interest costs. Germany 

is projected to run its largest deficit outside of a 
recession since unification with infrastructure and 
ġħľħťƏħҳĀƏҳŤĀŉťҳġƋŉưħƋƏҹҳ9ņŉťĀӧƏҳľŉƏěĀŞҳƈŭŞŉěƸҳstill 
remains modestly expansionary meanwhile other 
Asian countries are constrained by elevated debt.  

The forced catch-up in Treasury issuance , some 
USD 1.5-1.7tn of T-bills hitting the market between 
August and year-end to refill the Treasury General 
Account , will push front -end rates sharply higher, 
steepening the short  end of the curve and repricing 
funding costs. In turn, the surge in issuance risk 
premium is likely to keep short -term rates elevated 
well into next year, setting up the stage for globally 
divergent monetary policy paths.  

Persisting Divergent Monetary Policy Paths  

Tariffs tend to boost inflation with a 1Ӎ3-month  lag 
before slowing growth  with a 6Ӎ12-month lag, so 
the Fed will be more concerned about its inflation 
mandate than employment until later in the year. 
The FOMC minutes published recently support this 
stance. A majority still has lingering concerns over 
ŉťľŞĀƘŉŭťҹҳӤ~ŭƏƘҳƈĀƋƘŉěŉƈĀťƘƏӥҳƏƘŉŞŞҳĀƋĿƝħҳƘĀƋŉľľƏҳmay 
lead to persistent inflation and risk destabilizing 
inflation expectations. Should inflation accelerate 
between June and September, as we expect, then 
the minutes indicate that more FOMC participants 
could prefer to keep the policy stance unchanged.  

The inflation backdrop in the US vs. the rest of the 
world is likely to further support monetary policy 
divergence. Norway and Australia, who held rates 
on hold this year, are only set to modestly cut in the 
second half of the year. Australia already stayed on 
pause, pending further development on inflation. 
The ECB is one of the few likely to cut interest rates 
by over 50bps before year end (Exhibit 14). 

Exhibit 14: Global Central Bank Policy Rates  

 
Sources. MAM Research, Bloomberg. 
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Europe fƏťӧƘ Immune to Trade Tensions  

EU exports to the US spiked in March (Exhibit 15) 
but have since reverted back to January levels  and 
account for just 3.2% of EU GDP. European goods 
face 10% US tariffs across the board (25% on autos, 
50% on steel and aluminum) while Chinese expo rts 
to the EU jumped 12% YoY in May even as their US 
shipments plunged 25%. A 10% in EUR/CNY this 
year (at an 11-year high) has further eroded Euro -
area competitiveness vs. China whose productivity 
nearly doubled. A European Commission survey 
found German firms are the least competitive they 
have been in three decades (Exhibit 16). 

Exhibit 15: European Exports to the US  (YoY) 

 
Sources. MAM Research, Bloomberg 

Exhibit 16: German Business Competitiveness  

 
Sources. BCA Research 

]ħƋŤĀťƸӧƏҳƈņĀƏħġҳľŉƏěĀŞҳƏƘŉŤƝŞƝƏҳƈĀěŚĀĿħҳƏņŭƝŞġҳ
eventually cushion the export slowdown, but its 
slow implementation will blunt near -term impact. 
Other large economies like France, Spain, Belgium, 
Italy, and Greece, all have debt-to-GDP ratios north 
of 100%, limiting their ability to deploy offsetting 
ľŉƏěĀŞҳŤħĀƏƝƋħƏҹҳ ƏҳĀҳƋħƏƝŞƘҺҳEƝƋŭƈħӧƏҳƋħƏƈŭťƏħҳƘŭҳ
US trade pressure may prove uneven and modest. 

China Recovery Contingent on Further Stimulus  

9ņŉťĀӧƏҳħěŭťŭmy has held up better than expected 
so far this year, partly due to its ability to redirect 
exports away from the US but also due to its more 
supportive fiscal policy. Unlike last year, aggregate 
government spending has risen more rapidly.  Yet, 
private sector loan demand remains anemic with 
both households and firms still very much focused 
on deleveraging (Exhibit 17). The housing market 
remains weak. Housing starts are down 71% from 
their peak  and floor space sold is down 53%. After 
showing tentative signs of stabilization earlier this 
year, home prices fell again in May.  

Exhibit 17: China Loan Demand and Consumer Conf.  

 
Sources. MAM Research, PBOC, NBSC
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