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Labor Market Gaining Momentum 

Despite ongoing challenges and a decline in 
confidence, consumers remain resilient thanks to 
decent gains on average in the labor market

Nonfarm payrolls rose by 172k in May following a 
179k gain in April, marking three consecutive 
monthly gains

With benchmark revisions (-862k), overall hiring 
momentum has waned; in 2025, job creation 
averaged just 10k (down from 49k), slowing from 
122k in 2024

However, job creation remains positive, up 188k 
over the past three months, above the growth 
range (25k-45k) deemed necessary to maintain 
full employment 

After all, given the aged nature of the recovery, a 
reduced pace of hiring is normal and expected to 
continue into 2026
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U.S. Unemployment Rate “Stabilized” at 4.3%, Below Full-Employment Range

At the same time job creation has slowed, the 
unemployment remains low as it has for the last 
four years; at 4.3% in May for the third 
consecutive month, and well below the Fed’s full 
employment range

Upward momentum could intensify (4.7% by year 
end), reflecting an aging population, tighter 
immigration policy and increased reliance on AI

Largely reducing entry-level positions, the 
unemployment rate of recent college grads, for 
example, is about two times the national average 
and will expectedly face ongoing upside pressure

Note: The October unemployment rate is not available due to the government shutdown  
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Artificial Intelligence (AI) Impact On Labor Market 

 

  

  

  

  

   

            

                                        

                                        

AI has significantly contributed to productivity, 

helping businesses to offset the burden of rising 

costs, particularly labor costs, the most costly 

component of the production equation

At the same time, AI could potentially result in a 

net loss of 9M jobs this year alone and with 

potentially 80% of tasks automated by 2050

Thus, while offering a lower cost labor alternative, 

there will be a sizable displacement factor for 

current and future labor market participants
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Average Hourly Earnings Still Positive

In the nearer term, as long as labor, particularly 
labor with advanced skill sets remains scarce, 
wage growth is likely to remain elevated

Nearly 40% of businesses report difficulty 
attracting and retaining skilled labor, a 
phenomenon that is expected to persist and 
perhaps worsen in coming years

Down from an earlier peak of 5.9% in 2022, wages 
rose 3.4% in May, a two-month low, and still 
offering welcome support for the consumer

Longer-term, businesses may turn to technology 
or close doors; for now, costs are likely to remain 
elevated as long as labor remains scarce 

*

Average since start of 2024: 3.9%

2018-2019 average: 3.2%

*Does not include government assistance
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Retail Sales Volatile with Broader Momentum Modest but Positive

For now, wage growth of near 4% continues to 
provide welcome support BUT consumers are not 
on unshakable footing and continue to suffer the 
pains of higher prices, resulting in a loss of 
momentum, meaning fewer dollars spent on top 
of that higher nominal debt and rising 
delinquency rates

Consumers are still spending but doing so at a 
reduced pace, and inflation is complicating the 
picture by eroding purchasing power (not cost 
adjusted)  

Year-over-year, retail sales rose 6.9% in May, 
marking the largest gain since January 2023, but 
consumers are taking home less for each 
greenback spent

Avg. Since Start of 2023: 3.5% Avg. Since Start of 2024: 3.4%

Avg. Since Start of 2025: 4.1%
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Gas Prices Cool From Peak Levels

The fastest way to derail the American consumer 
is with sustained heightened energy prices 

A rise in gasoline prices can have a significantly 
negative impact on the consumer and the broader 
economy

By some estimates, a $1 increase in pump prices 
can limit spending by $1.3B – which would 
translate into a loss of GDP by as much as several 
tenths of a percentage point

Average national gas price at $4.49 a gallon as of 
May, up 42% from May 2025, and 43% from five 
years ago

Since the start of the Iranian conflict, the national 
gas price has risen 32% to $3.93 a gallon

There is a considerable lag between oil and gas 
prices; the brunt of the potential pain at the 
pump is still yet to come
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Global Oil Production Faces Potential Ongoing Disruptions Despite Peace Deal

Despite recent peace deal, traffic through the 
Strait of Hormuz remains limited - bringing flows 
of energy and commodities to a virtual standstill 

8M b/d loss of global supply from the Gulf region, 
with 10M b/d of cut production in total 

Broadly speaking, every $10 price hike in oil 
roughly translates into a loss of global GDP by one 
to two tenths of a percentage point and adds 
three tenths to global inflation

Even after reopening, it won’t be a flip-of-the-
switch type of scenario, there will still be issues of 
cargo insurance, rerouting delays, and ship 
availability, which will all slow the normalization 
process

Not to mention, production has been reduced, or 
in some cases, entirely shut down, so there are 
some structural shortages and adjustments that 
will take time to unwind before flows can be 
completely restored; in the best-case-scenario, 
after a reopening, it will take 3-6 months to 
normalize supply

   

   
   

   

   

   

   

                                                         

     

     

           

     

      

    

     

                                            

              
                    

                      
                      
                   
                      

       

Note: Aside from oil, approximately 18% of total maritime trade goes through the Strait of Hormuz, 

including one third of global fertilizer trade and 15% of global aluminum trade. The strait connects the 

Persian Gulf to the Indian Ocean and accounts for roughly 30% of seaborne oil trade, about 20% of the 
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of plastics and important components in the production of fertilizer.

6

7



6/26/2026

5

Page 8

R: 0   G: 48   
B: 87

R: 151  G: 
153  B: 155

R: 101  G: 
141  B: 27

R: 0  
G: 163  B: 224

R: 241  
G: 196  B: 0

R: 179  
G: 163  B: 105

R: 229  
G: 114  B: 0

R: 81  
G: 42  
B: 68

R: 143  
G: 50  
B: 55

R: 92  
G: 70  
B: 43

Businesses will continue to struggle under the 
weight of higher prices, elevated costs of parts, 
materials, rents, and labor, along with a limited 
ability to pass on rising costs without the risk of 
losing market share, resulting in: 
➢ A muted pass-through of tariff-driven inflation 

in 2025
➢ A loss of investment momentum – outside of 

tech (down 3.7% in Q4 ‘24)

Of course, in Q1, nonresidential investment rose 
9.5% as businesses front-loaded purchases of 
aircraft and computers ahead of  levies; by Q2, 
activity moderated somewhat, up 7.3% before 
weakening to 3.2% in Q3, and then to 2.4% in Q4

Nonresidential investment jumped 10.6% in Q1 
2026, the largest increase since Q2 2023

Excluding technology, business investment rose 
9.2% in Q1

Averaging activity, the downward trend is likely to 
continue as reduced profit expectations lead to 
some credit quality problems 

Waning Business Investment 

Avg. Since Start of 
2024: 4.1%

2022-2023 Avg: 
7.4%
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To offset rising costs, some corporations have cut 
down on investment, announced hiring freezes, 
or turned to AI for cost reductions (efficiency and 
productivity increases)

50% of businesses in the U.S. say they have 
already adjusted their staff based on the adoption 
of AI with as many as 80% planning to do so over 
the coming 12-18 months

Thus, for many businesses AI has been a cost 
savings lifeline but, again, underscores the 
potential disruption factor for the labor market

Artificial Intelligence (AI) as a Cost Savings Lifeline for Businesses 
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Household Affordability Slowly Improving but Mortgage Rates Remain Elevated

Relatively higher rates and prices have also 
created challenging conditions in the U.S. housing 
market

Elevated costs have for years driven affordability 
to a near record low, perpetuating a sizable lock-
out effect 

The average age of a first-time homebuyer in the 
U.S. is now over 40 for the first time ever

Mortgage rates accelerating from near record low 
levels back in 2020-2021, existing homeowners 
are facing a sizable lock-in effect for fear of 
resetting at a significantly higher rate, from 3% to 
over 6%

According to RedFin, more than 83% of 
homeowners have a mortgage rate below 6%, 
while 73% of homeowners have a rate below 5% 
and 55% have rate below 4%, 

The 30-year mortgage rate rose from 4.50% to a 
high of 7.90% as the Fed initiated rate hikes in 
2022; now with 175bps in cuts, the 30-year 
mortgage rate is at 6.59%

Note: An index value of 100 means that a family with the median income has exactly enough income to qualify for 

a mortgage on a median-priced home.
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Trillions in Commercial Loans Set to Reset at Higher LTVs

Even with little reprieve expected in home prices 
with rates higher for longer and any legislative 
benefit slow to materialize, the biggest risk to the 
outlook stems from the commercial market, as 
elevated costs undermine affordability and 
exacerbate valuations for investors

Trillions in commercial loans coming due in the 
next several years, resetting at higher rates – a 
risk which is compounded by the pressure of 
potential resets from earlier years which were 
temporarily pacified under the expectation of 
returning to an easy (easier) money environment

By the end of 2027, over $1T in commercial loans 
are slated to mature, resetting at notably higher 
rates and requiring an influx of capital
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$1.1 trillion maturing by end of 2027
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Return to Office Rates Complicate Commercial Real Estate Market Outlook 

For the commercial market, as the work-from-
anywhere environment has been wholly adopted, 
a change in structural preferences has resulted in 
a significant relocation of populations

Downtown urban centers are still experiencing a 
55% return to office rate on average as of May

Contagion extends to secondary businesses and 
financial system (less than $250B)

Other areas, however, experiencing population 
booms will need further investment in commercial 
space to support the emerging growth and 
demand in everything from shopping centers to 
office spaces or alternative spaces for work, 
grocery stores and everything in between

Of course, this build up of pressure could simply 
get kicked further down the road if lenders 
continue to offer extensions beyond 2026
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Trade Weighs on Real Growth Early On – Consumption and Investment Offsets

Last year expectations for growth were 
significantly reduced, at least early on, in 
anticipation of the impact of policy on trade

A storyline that largely played out in the first 
quarter: exports rose 0.4%, imports 38% for a 
near 5% loss of topline activity/-0.6% drop in Q1; 
inventories surged $172B in Q1, a three-year high

With welcome offsets from consumption and 

investment, even after a dip into negative 

territory in Q1, growth averaged 4.1% April to 

September (3.8% Q2 ‘25, 4.4% Q3 ‘25); Q4 rose 

just 0.5% as the government shutdown shaved off 

1-2%, but annual 2025 growth rose 2.1%, 

seemingly discrediting any implication of an ailing 

U.S. economy in need of monetary – or fiscal – 

policy support

Despite the conflict in the Middle East, Q1 GDP 
rose 2.1%, driven by a still resilient consumers and 
businesses 

*Real final sales to private domestic purchasers excludes net exports, change in private 

inventories, and government consumption

*
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Growth Expected To Remain Positive in New Year Should Conflict Resolution Hold

Going forward, while volatility will no doubt 
persist, a resilient consumer, positive investment 
flows and solid gains in productivity, largely 
attributed to an expansion of technology, are 
likely to result in an ongoing positive growth 
profile near 2.0%-2.5% in 2026…if the conflict 
resolution holds

Stifel Forecast

*

*Real final sales to private domestic purchasers excludes net exports, change in private 

inventories, and government consumption
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Risk of recession still remains real

The longer the conflict persists, the larger the 
ramifications are for inflation and growth – 
both domestically and globally

The market remains optimistic, but should the 
peace deal be thrown off course – if the 
conflict resumes, weighing on investment, 
consumption, and confidence –  the supports 
to Stifel’s baseline forecast – then growth 
could dampen as well

Either way the U.S. does have some cover as 
an oil producer (U.S. imports roughly 6.2M 
barrels per day, about 30% of the 20.6M 
barrels per day consumed)– with higher 
energy prices benefiting domestic producers 
and a relatively solid growth profile to begin 
with, the domestic economy is not strong 
enough to perpetually withstand elevated 
energy prices

Eventually…elevated costs will break the 
consumer, choking off upside potential growth 
and resulting in stagnant growth, a recession 
or stagflation scenario

Recession Risk Remains Real but Reduced

Recession Probability

Stifel Forecast 
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Soft Landing Only Achieved by the Fed Once in Last 60 Years

Over the last 60 years, the Fed has only achieved 
a soft landing once (1994-1995), under Chairman 
Alan Greenspan

Conditions more challenging this time; The Fed 
has largely avoided negative growth but you don’t 
get partial credit for soft landing

Takeaways: 
➢ The Fed clearly stopped short of a sufficiently 

restrictive level of policy, allowing inflation to 
become engrained

➢ The biggest risk factor for the domestic 
economy is a period of stagflation; the Fed 
has been tolerant of above-target inflation for 
years, which will eventually choke off upside 
potential growth resulting in nonaccelerating 
economic activity amid still-elevated prices, 
creating difficult conditions and a policy 
conundrum for the Fed 

1995 Soft Landing Current Cycle

Peak Federal Funds Rate 6.00% (Feb. '95) 5.50% (Jul. '23)

Peak Unemployment Rate 7.8% (Jun. '92) 14.8% (Apr. '20)

Peak Core PCE YoY 4.4% (Sep. '90) 5.6% (Sep. '22)

Money Supply Growth $3.2T to 3.6T* $15.4T to $22.8T**

Money Supply Growth, % 12.5%* 47.8%**

Source: Bloomberg *1990-1995 **2020-Current Date
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U.S. Debt Continues to Increase, Risking Pressure on Inflation, Longer-Term Rates

The condition of the country’s finances appears 
dire

There has been massive growth in government 
debt with the country’s balance sheet surpassing 
$39T – five months after breeching $38T

In FY 2024, the federal deficit was $1.8T, and 6.4% 
of GDP; in 2025 the deficit held steady at $1.8T, 
approximately 6.0% of GDP, more than two times 
the historical norm

Growing debt levels and rising budget deficits will 
continue to reshape market expectations for higher 
longer-term rates, and risk additional inflationary 
pressures, further complicating the Fed’s pathway 
towards price stability

Forecast by 2034: $59T

Forecast by 
2034: -6.9%

Forecast
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Elevated Debt, Growing Debt Servicing Costs, and an Outsized Year for Refinancing

There has been massive growth in government 
debt with the country’s balance sheet surpassing 
$39T (including both debt held by the public as 
well as debt held by federal trust funds and other 
government accounts); according to the debt 
clock, we are now adding $1T every 163 days 

Debt servicing costs are now just shy of $1T or 
14% of the FY 2025 budget, more than the $917B 
spent on national defense

It is an outsized year for refinancing, with nearly 
$10T worth of Treasuries maturing this year, 
significantly more than the estimated maturity 
next year or over the next 10 years

China, the third-largest holder of U.S. Treasuries 
($652B), has urged financial institutions to curb 
exposure to U.S. Treasuries (net roll-off of $209B 
in 2025); largest holder is Japan at $1.2T

 

 

 

 

 

  

  

                                                            

                                                         

                               
The average issuance from 2000-2019 (pre-pandemic) was $1.6T/year

Average issuance from 2020-2025 was $4.3T/year

Long run average from 1980-2025 was $1.4T/year
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U.S. Debt Amassed Over Many Decades and Administrations 

Debt was amassed over decades and 
administrations – there isn’t one president or era 
that can be blamed

We’ve had policies implemented to combat 
recessionary cycles, the financial crisis, a forced 
economic shutdown, accommodative tax cuts, 
and involvement in geopolitical conflict
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The balance of debt is further intensified by new 
initiatives from the White House including the 
One Big Beautiful Bill Act (OBBBA)

Arguably a necessary step to jumpstart the 
economy and provide support to consumers and 
businesses, the legislation comes with an 
estimated $3.4T price tag (9% of the $39T)

Making permanent the 2017 landmark tax cuts, 
more money in consumers’ pockets is a welcome 
support for the economy but not necessarily 
inflationary

As opposed to a nominal reduction in rates, the 
expected “windfall” from avoiding a potential rise 
in tax rates will likely do more to maintain the 
current levels of expenditures than significantly 
increase spending into 2026

Other components: permanent restoration of 
100% bonus depreciation for qualified production 
property, along with $1.2T in spending cuts on 
social programs such as Medicaid, renewable 
energy tax credits

Market Weighs Tax and Spending Package Benefits vs. Costs 

                                     
      

                                          
      

                                          

                                     

                        

                                

                                                      
      

                             

                           

                                

                    

            
                                    

                                                             

Not over $19,050 10% Not over $24,800 10%

$19,051-$77,400 15% $24,800-$100,800 12%

$77,401-$156,150 25% $100,801-$211,400 22%

$156,151-$237,950 28% $211,401-$403,550 24%

$237,951-$424,950 33% $403,551-$512,450 32%

$424,951-$480,050 35% $512,451-$768,700 35%

Over $480,050 39.6% Over $768,700 37%

Source: IRS

Prior Law (2017) Current Law (2026)

Income brackets before the Tax Cuts and Jobs Act (TCJA) 

and after the One Big Beautiful Bill Act (OBBBA)
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The biggest – fiscal policy –unknown stems from 
international policy, particularly tariffs with 
countless rounds of levies threatened, amended, 
delayed, and re-negotiated 

President Trump implemented a 10% universal 
tariff on all imports, a 25% tariff on goods from 
Mexico and Canada (USMCA good exempted), a 
50% tariff on all steel and aluminum imports, as 
well as a 25% tariff on foreign autos

On August 7, new levies on over 90 countries 
ranging from 10-41% went into effect

On October 9, China introduced new export 
controls on rare earths aimed at deterring use for 
defense purposes, and President Trump 
responded with a threatened 100% additional 
tariff and increased software export restrictions 
effective November 1

Trade and Tariffs: The (Inflationary) Impact on the Economy Is Still Evolving

2025-2026 Tariff Timeline
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There is a $170B question of tariff revenue as SCOTUS 
struck down tariffs implemented under the 
International Emergency Economic Powers Act (IEEPA)

The Trump administration immediately responded with 
a 10% universal tariff vowing to return to previously 
negotiated levels albeit different avenues 

Most recently, under Section 301,The Trump 
administration proposed a new 10% tariff on 16 
economies, including the EU and Canada, and a higher 
12.5% levy on 44 countries, including China, Japan and 
India, after the Office of the U.S. Trade Representative 
completed an investigation on the use of forced labor 
in foreign production

China, Europe, Vietnam, Mexico and India were 
particularly subject to IEPPA; tariffs on aluminum, 
lumber and autos for example remain in place

While some trading partners have made deals with the 
U.S. and negotiated rates lower, such as the U.K. (10% 
tariff), Japan (15% tariff), and the EU (15% tariff) vs. 
Brazil that was unsuccessful in reaching a trade deal 
with imports facing 50% levy

Total tariff revenue was $205.8B in 2025, of which 
$171B is attributed to Trump and $133.5B (65%) was 
imposed under IEEPA

Progress, Uncertainty in Trade Deals and Policy

Country with 

Trade Agreement Date Announced

2024 Effective 

Tariff Rate

Tariff Rate Before 

Trade Agreement

Tariff Rate After 

Trade Agreement

UK May 8 3% 25% 10%

Vietnam July 2 5% 46% 20%

Indonesia July 15 8% 32% 19%

Philippines July 22 6% 20% 19%

Japan July 23 4% 25% 15%

EU July 27 5% 30% 15%

South Korea July 31 1% 25% 15%

Pakistan July 31 10% 29% 19%

China May 12 8% 145% 47%*

Switzerland Nov. 14 1% 39% 15%

Taiwan Jan. 15 1% 20% 15%

India Feb. 3 2% 50% 18%

Source: CNBC/United States Trade Representative/The White House

*Note: The U.S. and China have agreed to a one-year truce, with the U.S. lowering fentanyl
tariffs to 10% and suspending a rule blacklisting Chinese firms. China has agreed
to resume purchases of soybeans and end export controls on rare earth elements.
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If businesses passed on the entirety of tariffs, 
prices could rise 1.5%; a 50% pass-through could 
result in 0.8%

The reality has been muted – at least thus far –  

averaging 17% in the first six months and more 

recently rising to a 35% pass-through rate

The impact of tariffs on inflation has been 

relatively muted overall: 

➢ A calendar and tiered approach of 
implementation, often impacting only 
particular sectors or industries 

➢ The reality of the policy implemented was far 
less punitive than initial proposals with some 
trading partners negotiating rates lower (U.K. 
from 25% to 10%, Japan from 25% to 15%, 
and Vietnam from 46% to 20%) 

➢ Business sought to shield consumers for fear 
of losing market share

While many businesses were initially able to ramp 

up inventories or shrink profit margins, with 

stockpiles dwindling and margins compressed, 

businesses will face increased pressure to pass on 

additional cost increases risking a reacceleration 

of inflation

Businesses Likely to Face Increased Pressure to Pass on Additional Cost Increases

   

   

   

   

   

   

   

   

   

   

   

 

  

  

  

  

  

  

                                    

                                                               

                     

                                        
                                                      

22

23



6/26/2026

13

Page 24

R: 0   G: 48   
B: 87

R: 151  G: 
153  B: 155

R: 101  G: 
141  B: 27

R: 0  
G: 163  B: 224

R: 241  
G: 196  B: 0

R: 179  
G: 163  B: 105

R: 229  
G: 114  B: 0

R: 81  
G: 42  
B: 68

R: 143  
G: 50  
B: 55

R: 92  
G: 70  
B: 43

Consumers Still Reeling from Years of Higher Prices

Even before the Iranian conflict inflation was 
poised to remain elevated; a global energy price 
shock increases the upside risks to inflation

Now broadly speaking, for the U.S., trade 
exposure to the Strait of Hormuz is limited (3% of 
trade is bound for the U.S.) – but higher global oil 
prices will work to fuel already elevated costs in 
the U.S. filtering out across food production, 
transportation and manufacturing with crude 
going into everything from shampoo to trash bags 
to hearing aids and laptops
 
This comes as consumers have faced years of price 
hikes on everything from medical care to groceries 
to housing and insurance costs

CPI Category Increase Since 2020

Clothing: +11.6% Medical Care: +16.1%

Streaming & Cable TV: +22.9%

Public Transportation: +10.9%

Groceries: +32.1% Housing: +33.2%

Household Energy: +48.8% Car Insurance: +52.9% Roasted Coffee: +58.9%

New & Used Cars: +24.9%Furniture: +17.8%

Eggs: +30.7%
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Even with the realized impact of tariffs muted, the 
anticipation of higher prices – and now more 
recently, the international conflict – has eroded 
activity and confidence; short-term inflation 
expectations remain elevated at 4.6% in June 
(130bps higher than start of 2025), while longer-
term inflation expectations rose to 3.4% (20bps 
higher than start of 2025)

Since the start 2025, the University of Michigan 
Consumer Sentiment Index is down about 23 
points, while the Conference Board’s Consumer 
Confidence Index is 12 points lower (off roughly 
20 points from earlier peak)

Small business optimism lower, off six points from 
a peak reached in December 2024

91% of firms report no plans to hire within the 
next three months, and 93% reported that now is 
not a good time to expand their business

At the same time, business continue to invest and 
consumers spend, albeit at a reduced pace

Impact on Consumers and Businesses: Rise in Inflation Expectations, Decline in Confidence 
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Investors have similar inflationary concerns on the 
domestic front; a number of international 
wildcards add uncertainty, causing market jitters 
and price movements as investors seek traditional 
capital safe havens,  diversifying away from the 
yen and dollar 
➢ U.S.-Iran conflict persists and the Strait of 

Hormuz remains shut
➢ Russian aggression in Ukraine posing further 

threats to Western Europe
➢ Ukraine’s ability to destroy Russian refining 

capacity, damage industrial capacity in the 
Russian heartland, and economic disorder 
and inflation lead to the collapse of the Putin 
regime

➢ Relations with China could deteriorate based 
on U.S. actions in Venezuela and ongoing 
threats to Cuba and Greenland, threatening 
access to rare-earths and increased efforts to 
globalize the yuan 

➢ Ebola spreads from the Congo and 
approaches pandemic status or another 
international health crisis ensues

Already up roughly 25% in the last 12 months, 
gold could continue to gain ground; silver is up 
around 125% since the start of 2025

Investors Seek Safe Havens amid International Uncertainty 

 

  

   

   

   

   

   

     

     

     

     

     

     

     

                                                      

                            

                            

                               

                              

                 

($4,187.92/Oz)

($65.37/Oz)

(24.2%)

(79.7%)

WTI Crude

Futures

Brent Crude

Futures

YTD% 23.3% 21.6%

% Appreciation Since

Start of Iran Conflict 5.7% 2.1%

Price, $/bbl 6/25/2026 70.81 74.00

Source: Bloomberg
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Understandably, the dollar was “spooked” at the 
start of last year as a result of a significant reset 
in global trade policies, prompting a decline of 
9.4% in 2025

But the downside volatility appears to be 
somewhat of a correction from an earlier, 
arguably unsupported level

Thus, removing the recent runup back in 2022, 
the dollar is simply trading back near the range 
established for the ten years prior

Since the start of 2026, the dollar is up 2.7%

Dollar Returns to Previous Range
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Far from Ideal Market Conditions with Price Stability Mission Not Yet Complete (Four Years Later)

• Bloated and growing government balance sheet

• Increased market volatility

• Surge in productivity amid ample growth in technology/AI

• Positive but far from robust labor conditions 

• An uncertain but still “spendy” consumer

• An aggressive fiscal policy agenda under the leadership in Washington 

• Geopolitics risks and international conflict
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Inflation Remains Uneven, Uncertain, and Elevated

The pace of inflation has greatly improved (the 
rate of ascent has slowed markedly from earlier 
peak levels), but prices are still rising and 
nominally inflation remains above the 
Committee’s longer-run target of 2% with the 
latest data – prior to the conflict – implying 
conflicting trends

After improvement at the start of 2025, and 
reflecting a weaker growth profile, consumer 
prices accelerated more recently, while producer 
prices cooled mid-year and also accelerated in the 
latest March report

The Fed’s preferred measure, the core PCE, ticked 
up to 3.4%, 140bps above the Committee’s target 
but below more dire predictions of 5%+ 

An acceleration in inflation reflects a jump in 
services costs (0.3%), along with evidence that 
some tariffs are seeping into the economy (two of 
eight major CPI categories impacted)

In other words, the risk is to the upside, limiting 
the Fed’s ability to lower rates

(2.9%)

(3.4%)

(4.9%)

(5.1%)

(3.4%)

(3.6%)

(4.6%)

*Note: Some October inflation figures are not available due to the government shutdown  

Inflation Measure MoM Gain YoY Gain YoY Peak

Core CPI 0.2 2.9 6.6 (Sept. 2022)

Core PCE 0.3 3.4 5.7 (Feb. 2022)

Core PPI 1.0 5.2 9.7 (Mar. 2022)

Core PPI Ex. Trade 0.6 4.4 7.1 (Mar. 2022)

CPI: Shelter 0.3 3.4 8.2 (Mar. 2023)

Supercore CPI 0.3 3.6 6.5 (Sept. 2022)

Source: BEA, BLS, Haver Analytics
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Slower Growth and Higher Inflation 

Any progress is welcome, but even before the 
conflict, inflation was poised to remain elevated 
nearer 3.0% and not reach the Fed’s 2% target until 
2028

Now, amid rising energy costs, the Fed revised up 
its projections for inflation with the PCE expected 
to rise 3.6% this year (up from 2.7%) and increase 
2.3% next year (up from 2.2%)

With the ongoing conflict in Iran, the Fed revised 
lower its most recent projections for growth this 
year to 2.2% while leaving expectations for 2027 
unchanged at 2.3%

What we see is the Fed’s expectations of slower 
growth and higher inflation, but in both cases, 
there is a clear lack of conviction by the Committee 
members in this outlook given the heightened 
level of uncertainty surrounding international 
events and the potential impact on and evolution 
of the economy, as well as increased concerns in 
the private credit market and impacts on market 
liquidity 

Uncertainty Warsh underscored noting such 
forecasts as made “in pencil” and can and will be 
adjusted, as he said, “My colleagues understand 
the world is changing quite quickly”
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Officials Remain Divided on Appropriate Rate Pathway

International uncertainty aside, at the very least, 
there is a growing dispersion of opinions at the 
Fed; as of June, nine of the 18 officials that 
submitted a forecast now see a rate hike by year-
end, while eight officials anticipate no change

This clear divergence in outlooks underscores the 
growing divide between those still focused on 
lingeringly elevated price pressures and those that 
remain optimistic inflation will cool later this year, 
a timeline that becomes increasingly possible with 
a near-term resolution to the conflict overseas 

Firmer policy

No change
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New Federal Reserve Chairman Kevin Warsh

Former Fed Governor

Served as Federal Reserve Governor 
from 2006-2011 and interviewed for 
the Fed chair position in 2017 to 
replace then Chair Janet Yellen. Prior 
to his role, Warsh was in the National 
Economic Council under President 
George W. Bush.

Rates Outlook
Warsh favored higher rates while 
governor, but has since called for 
lower rates, along with a “regime 
change” at the Fed.

Kevin Warsh 

The divide among policy officials is likely to intensify with new leadership at the Fed

Warsh is aligned with President Trump’s push for significantly lower rates 

Chairman holds only one vote, but can add a persuasive tone
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June Statement Removes Easing Bias, Forward Guidance 

While holding  policy steady in a range of 3.50% 
to 3.75% in June, now for the fourth consecutive 
meeting, the Fed removed the lingering easing 
bias from the statement suggesting the next 
policy move could equally be a rate cut or a rate 
hike

Noting specifically the uncertainty and additional 

price pressures stemming from the ongoing 

conflict overseas, the Fed remains relatively 

optimistic reading its assessment of conditions 

and confident the Committee would eventually 

"deliver price stability," negating concerns new 

leadership may be willing to tolerate above-target 

price pressures indefinitely in the pursuit of a 

lower rate environment 

Most notably, however, was what wasn't included 

in the statement: forward guidance perhaps a 

prelude to new Warsh era of decisively more 

succinct language and more limited 

communication from Fed officials

“Economic activity is expanding at a solid pace 
despite elevated uncertainty that owes, in part, to 
the conflict in the Middle East. Productivity growth 
and capital investment are strong. Job gains have 
kept pace with the workforce, and the 
unemployment rate has changed little.”

“Inflation remains elevated relative to the 
Committee's 2 percent goal, in part reflecting 
supply shocks that have driven price increases in 
certain sectors, including energy. The Committee 
will deliver price stability.”

- June 17  FOMC Statement 
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Fed Likely To Hold Rates Steady Amid Uncertainty, Expectations of Inflation Cooling

Looking out through year-end, the Fed is likely to 

hold rates steady, unless inflation unexpectedly 

and meaningfully decelerates or the employment 

picture unexpectedly deteriorates there is no 

justification to further reduce policy

At the same time, the bar for rate hikes remains 

relatively elevated, as this is a Committee that has 

proven tolerant of above-target price pressures 

for years

Any expectation of a temporary …or bringing back 
a favorite word, “transitory,” impact can quickly 
derail a more hawkish conviction at the Fed and 
simply reinforce the Committee’s position on the 
sidelines

   

   

   

   

   

   

   

                    

                           

                                                            

                                            

                                                                 

                                                                  

                                        

                                   

                         

Page 35

R: 0   G: 48   
B: 87

R: 151  G: 
153  B: 155

R: 101  G: 
141  B: 27

R: 0  
G: 163  B: 224

R: 241  
G: 196  B: 0

R: 179  
G: 163  B: 105

R: 229  
G: 114  B: 0

R: 81  
G: 42  
B: 68

R: 143  
G: 50  
B: 55

R: 92  
G: 70  
B: 43 0

2

4

6

8

10

2013 2015 2017 2019 2021 2023 2025

Federal Reserve: Total Assets (EOP, Tril.$)

Federal Reserve: Mortgage-Backed Securities (EOP, Tril.$)

Federal Reserve: U.S. Treasury Securities held Outright (EOP, Tril.$)

Source: Federal Reserve/Haver Analytics

Fed Continues Quantitative Easing 

Aside from rate adjustments, the Fed has shifted 

from QT to QE

This will act as a “shadow rate cut” via the direct 

link between T-bills and fed funds, potentially 

putting downward pressure on short term rates 

The Federal Reserve plans to purchase about $25 

billion in Treasury bills monthly, a faster wind-

down of its reserve management program than 

expected. The program, initiated to ease short-

term funding costs, had seen the Fed buying $40 

billion in bills monthly since December 2025. Wall 

Street had anticipated a more gradual reduction, 

but the Fed's confidence in market stability has 

led to this acceleration

QT began in June 2022, reducing the balance 

sheet from $8.9T to $6.5T before initiating QE in 

December 2025

Announcement Date Dec. 10, 2025

Announced Monthly Purchases $40 billion T-bills

Dec. 2025 Purchase Total $38 billion T-bills

Jan. 2026 Purchase Total $40 billion T-bills

Feb. 2026 Purchase Total $56 billion T-bills

Mar. 2026 Purchase Total $52 billion T-bills

Apr. 2026 Purchase Total $49 billion T-bills

May 2026 Purchase Total $33 billion T-bills

Total Federal Reserve Balance Sheet $6.657 trillion (+$5 billion)

Source: Federal Reserve

Federal Reserve's Reserve Management Purchases Operations
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Longer-Term Yields Face a Floor from Still-Elevated Inflation, Bloated Government Balance Sheet  

The longer end of the yield curve will expectedly 

face a floor set by the reality of still-heightened 

price pressures amid a massive expansion of the 

government’s balance sheet

The longer end could also face some upside 

pressure the faster the country’s debt burden 

grows, and the longer inflation remains 

unchecked above the Fed’s 2% target
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Key Takeaway on Rates

Elevated inflation will likely force the Fed to keep 
policy steady with an upside risk to rates 

The still-elevated level of inflation and broadly 
positive level of economic performance, will limit 
downside potential for longer-term rates while 
ongoing balance sheet management will likely 
keep pressure on short term rates

Investors have drastically shifted expectations for 
interest rates following the conflict in the Middle 
East; forecasting at least two rate cuts at the start 
of the year, market participants are now pricing in 
at least one 25bp rate hike by year-end at around 
an 80% probability

Higher for longer position on rates

A more normal, positively sloped 
yield curve

Potentially higher neutral level of 
policy
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