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Despite near-term growth and tariff risks, markets are pricing in a smoother path ahead. Stretched valuations warrant 
caution, but pulling back risks missing momentum. The backdrop remains constructive, supported by expected Fed 
easing, accommodative policies in tariff-hit economies, and resilient earnings. Rate cuts and slowing US growth should 
bias the USD lower over time, though safe-haven demand may limit downside. With both headwinds and tailwinds in 
play, we remain Neutral.
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Top of Mind

Is The US Economy Stalling Or Already In 
Recession?

� July payrolls signal a near-stall in US growth, with 
underlying job growth estimates plunging from 
206k in Q1 to 28k (well below the 90k breakeven for 
stable unemployment)�

� May & June's payroll revisions and 1.2% H1 GDP 
growth, highlight slowing momentum into H2 25�

� NBER’s new labor-market-based recession models 
show a 71% probability that the US is already in 
recession.

Who Is Paying For US Tariffs?

� External estimates suggest two-thirds of tariff costs 
will shift to consumers by Oct, eroding purchasing 
power and discretionary spending. This could 
worsen if sentiment weakens further�

� Tariffs are set to add 0.66% to core PCE by year-
end, pushing inflation near 3.2% and pressuring an 
already slowing economy.

How Will The Fed React To The Sharp 
Deterioration In The Labour Market?

� Fed likely to treat tariff-driven inflation as transitory, 
focusing on the ~2.4% core PCE trend and 
prioritising weak growth and labour data (despite 
political pressure for cuts)�

� If tariffs further squeeze spending, policymakers 
may front-load cuts; potentially 3 by year-end and 
up to 5 by mid-26.

US Market Concentration Is Back At Extreme 
Levels

� US market concentration is at record highs, driven 
by tech earnings and policy tailwinds favoring 
globally diversified large/mega-caps�

� While risks exist if the AI theme fades, earnings 
momentum and lower tariff exposure make a full 
exit from (tech) mega-caps hard to justify.

Are We Seeing Irrational Exuberance In The 
Market?

� Not quite irrational – large-cap, globally diversified 
firms delivered 11% earnings growth (vs. 5% 
expected), with tariff effects muted by pricing 
power, supply chain adjustments, and margin 
flexibility. Market highs are supported through 
fundamentals rather than speculation�

� With over 100 bps of Fed easing likely over the next 
12 to 18 months, maintaining US equity exposure 
remains preferable despite elevated risks.
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Macroeconomic Outlook

US

July US non-farm payrolls rose just 73k vs. 105k 
expected, with unemployment climbing to 4.25%. 
Large May to June downward revisions (-258k) signal 
broad labour market cooling.

Tariff costs are shifting from US businesses (over 50% 
absorbed so far) to consumers, whose share could 
rise from 22% to 67% by year-end.

Effective US tariff rate now stands near 16%, with 
potential sector-specific hikes in semiconductors and 
pharmaceuticals still under consideration.

Europe

The EU secured a favorable trade deal, cutting tariffs 
to 15% (from a potential 30%) in exchange for 
commitments to buy $750 billion in US energy goods, 
more military equipment, and invest $600 billion in 
the US by 2029.

The agreement sharply reduced policy uncertainty, 
lowering the estimated GDP drag from -0.6% to -0.4% 
via improved business sentiment and reduced 
uncertainty effects.

With reduced trade risks and stronger data, the ECB 
is likely to hold rates at 2% in Sept unless growth or 
inflation weaken significantly.

China

China’s trade position remains strained despite a 90-
day tariff truce extension, as it lacks a defined deal 
timeline and faces average US tariffs (~40%) about 25 
points above the global average; this is higher than 
peers like the EU with bilateral deals.

US trade policy disproportionately impacts Chinese 
export channels, including a 40% levy on suspected 
transshipped goods and the possible removal of the 
de minimis exemption (29 Aug expiry), a key e-
commerce pathway.

US labour market momentum is fading, with July’s jobs miss compounded by one of the largest downward revisions 
in decades outside Covid. Tariff burdens are set to tilt decisively toward consumers, adding persistent inflationary 
pressure. While the immediate wave of policy actions may be past, sector-specific measures could still reshape trade 
and price dynamics in the months ahead.
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Global Tactical Asset Allocation

Sub-Asset Classes UW N OW Comments

Equities

US/Canada
US at record highs on strong Q2 earnings and mega-cap tech 
leadership; valuations elevated but near-term support intact.

Europe
Supported by lower inflation, tariff-mitigating support, and 
valuations but lag US on earnings; trade headwinds cap upside.

Japan
Driven by corporate reforms, weak yen, and strong foreign 
inflows, with sentiment remaining well supported.

Asia ex-Japan
Performance led by China, with strength in export-oriented 
markets offset by domestic weakness; tariff risks and China’s 
slowdown limit upside.

Emerging Markets

Global Thematic Equities

Fixed Income

Developed Sovereign Bonds
Long-end yields may stay elevated as Fed policy pressure and 
debt concerns offset cuts; prefer short duration Treasuries.

Developed Corp Investment 
Grade Bonds

Prefer quality IG carry with short duration as tight spreads, solid 
balance sheets, and low default risk offset rich valuations.

Developed Corp High Yield 
Bonds

Tight valuations amid a slowing economy, with potential Fed 
easing cushioning spreads near term.

Emerging Markets Bonds

Alternative Investments

Precious Metals
Gold remains the preferred hedge against geopolitical risks, 
Fed autonomy concerns, and strong central bank demand. 
$3,500 target.

‘Hedge/Private Markets Funds


