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AT A GLANCE

HOLDING
ALTITUDE
Strategic Perspectives for 
Volatile Times
Navigating today’s uncertain investing environment requires an understanding 
of the forces driving markets. This first report in our three-part series explores 
the macroeconomic landscape and central bank backdrop, setting the stage 
for actionable insights across fixed income and equity markets in the second 
and third reports.

U.S. trade policy appears structurally tilted toward higher and more 
persistent trade restrictions.

Ultimately, the path the global economy takes will depend heavily 
on policy choices.

Our base case is for U.S. growth to slow down materially from 2024 levels, 
but not contract.

Market shifts support a more global approach to capital allocation 
while real assets and real return strategies can serve as important 
tools for diversification.
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Anyone who has flown has likely been unsettled by a jolt of turbulence—an abrupt 
disturbance that creates a sense of unease despite confidence in the aircraft’s 
ability to withstand it. Similarly, the U.S. economy, which had been cruising 
steadily, has been shaken awake. Trade tensions and shifting policies have created 
an unexpected pocket of turbulence, making investors grip their armrests a 
little tighter. 

We believe these shifts support a more global approach to capital allocation, in 
both fixed income and equities. Additionally, seeking exposure beyond traditional 
U.S.-centric portfolios may be a consideration.

Although we think markets have become more uncertain, it’s important to evaluate 
what has—and hasn’t—fundamentally changed in the economic environment. 
 
 
 
 
Coming into 2025, the U.S. economy and markets were on solid ground. Strong 
labor markets, easing inflation, and a stock market boom were fueling consumer 
spending. Business sentiment reached recent-year highs, driven by optimism 
for potential changes in tax and regulatory policies. Outside of the U.S., forward-
looking indicators of manufacturing were also positive, including in Europe and 
China, where growth had been disappointing for the past two years.

Then came the tariff shock: swift, large and unexpected. The effective tariff rate 
on U.S. imports rose from below 3% at the start of the year to a peak of around 
30% in April.1 The equity market dropped, U.S. Treasury yields rose, and the 
dollar depreciated.

The Trade Policy Uncertainty Index captures the degree of uncertainty around U.S. trade policy. 
The higher the reading, the more uncertainty there is. Source: Macrobond, BNY Advisors. 
Data as of June 4, 2025. Chart for illustrative purposes only.
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“continues to change 
rapidly... the direction of 
U.S. trade policy is tilted 
toward higher and 
more persistent 
trade restrictions.”



GROWTH REGIME INDICATOR
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The Growth Regime Indicator is a BNY Institute proprietary measure capturing the probability of a high growth regime in 
the U.S. based on several leading macro and market indicators. Source: BNY Investment Institute with Bloomberg data. 
Data as of May 2025. Chart for illustrative purposes only.

Our base case is for U.S. growth to slow down materially from 2024 levels, but 
not contract. Core inflation is expected to pick up above 3%. A reduction in the 
extremely high U.S.-China tariffs mitigates the risk of a decoupling of U.S.-China 
trade and the associated supply chain disruptions. This, combined with the 
rebound in sentiment seen in Q2, alleviates a significant downside risk to the 
global outlook. However, it does not eliminate the risk entirely. While a recession 
remains unlikely, risks to growth are still tilted to the downside, and risks to 
inflation remain skewed to the upside above 3.5%.3 

But just as quickly the narrative changed again. ‘Reciprocal’ tariffs were 
suspended for most countries for 90 days to allow time for trade negotiations. 
After negotiations between the U.S. and China, tariffs on Chinese imports were 
slashed from 145% or so, to about 40%.2 

While the tariff situation continues to change rapidly – including pauses and 
ongoing litigation – we believe that the direction of U.S. trade policy is structurally 
tilted toward higher and more persistent trade restrictions, and will continue to 
weigh on the economic outlook.
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There remains, however, an optimistic case. One where focus of the U.S. 
administration remains on de-escalation of trade policy and lowering uncertainty. 
In this scenario, underlying global strength and front-loaded demand could 
support global growth in the near term. Tariffs could come down further as more 
trade deals are announced. Changes in U.S. tax and regulation may gain center 
stage, shaping private sector expectations and influencing behavior. In this 
scenario, greater policy stimulus from the rest of the world kicks in.

   
Ultimately, the path the global economy takes will depend heavily on policy 
choices regarding tariffs, retaliatory measures, and broader economic policy. How 
growth-friendly these decisions prove to be, alongside timely indicators of activity, 
will be critical in determining which of the potential scenarios materializes. 

Hard data—especially on consumer spending, capital expenditures (capex), and 
labor markets—will be essential for validating or challenging the early signals 
already emerging in the surveys. 

In the U.S., we expect consumer spending to slow as rising tariffs feed through to 
higher prices, eroding disposable income. Core retail sales—a historically reliable 
real-time indicator—will be a key metric to watch. 

Global capex is also likely to come under pressure from heightened uncertainty 
in the second half of the year. Capital goods orders, alongside manufacturing 
production, will be important indicators to monitor. 

In the labor market, initial jobless claims are usually the earliest hard indicator to 
respond to slowdowns, while the unemployment rate and job-finding probability 
tend to weaken more noticeably later into a slowdown (becoming more reliable 
measures of underlying trends).

 
As the U.S. government encourages a rebalancing of the global economy, other 
countries are increasingly stimulating domestic demand. As a result, the growth 
gap between the U.S. and other developed markets—particularly in Europe—is 
expected to narrow over the coming years. 

This environment favors a more global lens for portfolio construction, across both 
bonds and equities. Meanwhile, thematic differences also reinforce the benefits 
of diversification: while the U.S. is leading in areas like AI and energy innovation, 
Europe is gaining momentum in sectors such as defense and infrastructure. At 
the same time, structural shifts—ranging from declining trade openness and 
demographic pressures to geopolitical realignments, climate challenges and the 
disruptive potential of AI—are contributing to a more volatile inflation and growth 
environment. In this context, real assets and real return strategies can serve as 
important tools for diversification beyond traditional stock-bond allocations, in 
our view, helping portfolios remain resilient through shifting macro regimes.

POSITIONING FOR VOLATILITY

EYES ON THE DATA
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INTERRUPTED FLIGHT PLANS FOR THE 
FEDERAL RESERVE 
Tariff turbulence has interrupted the flight plan of the main discretionary 

a path of occasional and small reductions in the nominal policy rate as inflation 

inflation-adjusted, policy rate in appropriate alignment with aggregate demand to 

a supply shock pushing inflation and employment away from the Fed’s goals, 
testing the mettle of the pilot.

The Fed describes itself as in “no hurry” to alter the stance of policy, preferring 
to wait until tariffs are set in place rather than brandished about as a negotiating 

through to only temporarily higher inflation that would not necessarily dislodge 

of trade policy closer to prior norms would pose less of a supply shock and put 

uncertainty weigh heavily enough on spending to tip the economy into recession, 
the Fed will likely step up the size of its rate cuts.

In all of the above listed scenarios, the Fed is not the first mover.                              
The Administration has to put trade policy into practice before the Fed puts 
monetary policy into motion. We think of Fed chair Jay Powell as a trapeze 
artist who will not leave the platform until he’s sure that his partner has left the 

A reactive Fed planning on limited policy accommodation curbs its support of 
spending in the baseline and slows it from responding immediately to good news 
on trade policy in the alternative. This raises the odds that a bad outcome on trade 

feints on trade policy from the Administration, Fed officials will tolerate restrictive 
financial conditions in the better scenarios and opt to wait until events drive the 
worse one. We believe that a slow response could draw the ire of the White House 
as Chair Powell’s term draws to a close. So expect drama surrounding the Fed 
succession in the latter part of the year.
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This material should not be considered as investment advice or a recommendation of any investment manager or account arrangement, and should 
not serve as a primary basis for investment decisions. Any statements and opinions expressed are those of the author as at the date of publication, 
are subject to change as economic and market conditions dictate, and do not necessarily represent the views of BNY. The information has been 
provided as a general market commentary only and does not constitute legal, tax, accounting, other professional counsel or investment advice, is not 
predictive of future performance, and should not be construed as an offer to sell or a solicitation to buy any security or make an offer where otherwise 
unlawful. The information has been provided without taking into account the investment objective, financial situation or needs of any particular 
person. BNY is not responsible for any subsequent investment advice given based on the information supplied. This is not investment research or a 
research recommendation for regulatory purposes as it does not constitute substantive research or analysis. This information may contain projections 
or other forward-looking statements regarding future events, targets or expectations, and is only current as of the date indicated. There is no 
assurance that such events or expectations will be achieved, and actual results may be significantly different from that shown here. The information 
is based on current market conditions, which will fluctuate and may be superseded by subsequent market events or for other reasons. References 
to specific securities, asset classes and financial markets are for illustrative purposes only and are not intended to be and should not be interpreted 
as recommendations. Charts are provided for illustrative purposes only and are not indicative of the past or future performance of any BNY product. 
Index performance does not reflect any management fees, transaction costs or expenses. Indexes are unmanaged and one cannot invest directly in an 
index. Past performance is no guarantee of future results. Information and opinions presented have been obtained or derived from sources which BNY 
believed to be reliable, but BNY makes no representation to its accuracy and completeness. BNY accepts no liability for loss arising from use of this 
material. 

Disclosure

1BNY Investment Institute, Macrobond, June 1, 2025.
2Bloomberg, May 12, 2025. 
3BNY Investment Institute.



All investments involve risk including loss of principal. 

Not for distribution to, or use by, any person or entity in any jurisdiction or country in which such distribution or use would be contrary to local law 

or regulation. This information may not be distributed or used for the purpose of offers or solicitations in any jurisdiction or in any circumstances in 
which such offers or solicitations are unlawful or not authorized, or where there would be, by virtue of such distribution, new or additional registration 
requirements. Persons into whose possession this information comes are required to inform themselves about and to observe any restrictions that 
apply to the distribution of this information in their jurisdiction.
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Issuing entities

This material is only for distribution in those countries and to those recipients listed, subject to the noted conditions and limitations: For Institutional, 

Professional, Qualified Investors and Qualified Clients. For General Public Distribution in the U.S. Only. • United States: by BNY Mellon Securities 
Corporation (BNYSC), 240 Greenwich Street, New York, NY 10286. BNYSC, a registered broker-dealer and FINRA member, has entered into agreements to 
offer securities in the U.S. on behalf of certain BNY Investments firms. • Europe (excluding Switzerland): BNY Mellon Fund Management (Luxembourg) 
S.A., 2-4 Rue EugèneRuppertL-2453 Luxembourg. • UK, Africa and Latin America (ex-Brazil): BNY Mellon Investment Management EMEA Limited, BNY 
Mellon Centre, 160 Queen Victoria Street, London EC4V 4LA. Registered in England No. 1118580. Authorised and regulated by the Financial Conduct 
Authority. • South Africa: BNY Mellon Investment Management EMEA Limited is an authorised financial services provider. • Switzerland: BNY Mellon 
Investments Switzerland GmbH, Bärengasse 29, CH-8001 Zürich, Switzerland. • Middle East: DIFC branch of The Bank of New York Mellon. Regulated 
by the Dubai Financial Services Authority. • Singapore: BNY Mellon Investment Management Singapore Pte. Limited Co. Reg. 201230427E. Regulated by 
the Monetary Authority of Singapore. • Hong Kong: BNY Mellon Investment Management Hong Kong Limited. Regulated by the Hong Kong Securities and 
Futures Commission. • Japan: BNY Mellon Investment Management Japan Limited. BNY Mellon Investment Management Japan Limited is a Financial 
Instruments Business Operator with license no 406 (Kinsho) at the Commissioner of Kanto Local Finance Bureau and is a Member of the Investment 
Trusts Association, Japan and Japan Investment Advisers Association and Type II Financial Instruments Firms Association. • Brazil: ARX Investimentos 
Ltda., Av. Borges de Medeiros, 633, 4th floor, Rio de Janeiro, RJ, Brazil, CEP 22430-041. Authorized and regulated by the Brazilian Securities and 
Exchange Commission (CVM). • Canada: BNY Mellon Asset Management Canada Ltd. is registered in all provinces and territories of Canada as a Portfolio 
Manager and Exempt Market Dealer, and as a Commodity Trading Manager in Ontario. All issuing entities are subsidiaries of The Bank of New York 
Mellon Corporation.

IMPORTANT INFORMATION – Hong Kong and Singapore

This document is provided for information purposes only. This document may not be used for the purpose of an offer or solicitation, directly or 
indirectly, in any jurisdiction or in any circumstances in which such offer or solicitation is unlawful or not authorised. This document has not been 
reviewed or approved by any regulatory authorities.  This document may not be copied, duplicated in any form by any means, published, circulated or 
redistributed or caused to be done so, whether directly or indirectly, to any other persons without the prior written consent of BNY. This document is 
not for distribution to, or to be used by, any person or entity in any jurisdiction or country in which such distribution or use would be contrary to local 
law or regulation, or where there would be, by virtue of such distribution or use, new or additional registration or approval requirements. Persons into 
whose possession this document comes are required to inform themselves about and to observe any restrictions that apply to the distribution or use 
of this document in their jurisdictions.  Accordingly, this document and any other documents and materials, in connection therewith may only be 
circulated or distributed by an entity as permitted by applicable laws and regulations. BNY Investments do not have any intention to solicit for any 
investment or subscription in a fund or use of BNY Investments services and any such solicitation or marketing will only be made by an entity 
permitted by applicable laws and regulations. BNY Investments do not intend to conduct any offering activities, investment management business, 
investment advisory business, and/or any other securities business in any jurisdiction or in any circumstances in which such offer or solicitation is 
unlawful or not authorized.  
 
Any views and opinions contained in this document are those of Investment Manager as at the date of issue; are subject to change and should not be 
taken as investment advice.  BNY is not responsible for any subsequent investment advice given based on the information supplied. BNY, BNY Mellon 
and Bank of New York Mellon are the corporate brands of The Bank of New York Mellon Corporation and may also be used to reference the corporation 
as a whole and/or its various subsidiaries generally.  BNY Investments encompass BNY Mellon’s affiliated investment management firms and global 
distribution companies.  Any BNY entities mentioned are ultimately owned by The Bank of New York Mellon Corporation. This document is not intended 
as investment advice. Investment involves risk. Past performance is not indicative of future performance. No investment strategy or risk management 
technique can guarantee returns or eliminate risk in any market environment. The value of investments and the income from them is not guaranteed 
and can fall as well as rise due to stock market and currency movements.  When you sell your investment you may get back less than you originally 
invested.  No warranty is given as to the accuracy or completeness of this information and no liability is accepted for errors or omissions in such 
information. BNY accepts no liability for loss arising from use of this material. The investment program contained in this presentation may not meet 
the objectives or suitability requirements of any specific investor. An investor should assess his/her own investment needs based on his/her own 
financial circumstances and investment objectives. You are advised to exercise caution when reading this document. If you are in any doubt about the 
contents of this document, you should obtain independent professional advice. The information contained in this document should not be construed 
as a recommendation to buy or sell any security. It should not be assumed that a security has been or will be profitable. There is no assurance that a 
security will remain in the portfolio. Tax treatment will depend on the individual circumstances of clients and may be subject to change in the future. If 
there is any inconsistency between this warning statement and the disclosure stated under this document, this warning statement shall prevail to the 
extent of the inconsistency.



BNY COMPANY INFORMATION

BNY Investments is one of the world’s leading investment management organizations, encompassing BNY’s affiliated investment management 
firms and global distribution companies. BNY is the corporate brand of The Bank of New York Mellon Corporation and may also be used to reference 
the corporation as a whole and/or its various subsidiaries generally. • Mellon Investments Corporation (MIC) is a registered investment advisor and 
subsidiary of The Bank of New York Mellon Corporation. MIC is composed of two divisions: Mellon, which specializes in index management, and 
Dreyfus, which specializes in cash management and short duration strategies. • Insight Investment - Investment advisory services in North America are 
provided through two different investment advisers registered with the Securities and Exchange Commission (SEC) using the brand Insight Investment: 
Insight North America LLC (INA) and Insight Investment International Limited (IIIL). The North American investment advisers are associated with other 
global investment managers that also (individually and collectively) use the corporate brand Insight. Insight is a subsidiary of The Bank of New York 
Mellon Corporation. • Newton Investment Management - “Newton” and/or “Newton Investment Management” is a corporate brand which refers to the 
following group of affiliated companies: Newton Investment Management Limited (NIM), Newton Investment Management North America LLC (NIMNA) 
and Newton Investment Management Japan Limited (NIMJ). NIMNA was established in 2021, NIMJ was established in March 2023. NIM and NIMNA 
are registered with the Securities and Exchange Commission (SEC) in the United States of America as an investment adviser under the Investment 
Advisers Act of 1940. Newton is a subsidiary of The Bank of New York Mellon Corporation. • ARX is the brand used to describe the Brazilian investment 
capabilities of BNY Mellon ARX Investimentos Ltda. ARX is a subsidiary of The Bank of New York Mellon Corporation. • Walter Scott & Partners Limited 

(Walter Scott) is an investment management firm authorized and regulated by the Financial Conduct Authority, and a subsidiary of The Bank of New 
York Mellon Corporation. • Siguler Guff - The Bank of New York Mellon owns a 20% interest in Siguler Guff & Company, LP and certain related entities 
(including Siguler Guff Advisers LLC). • BNY Mellon Advisors, Inc. (BNY Advisors) is an investment adviser registered as such with the U.S. Securities 
and Exchange Commission (“SEC”) pursuant to the Investment Advisers Act of 1940, as amended. BNY Advisors is a subsidiary of The Bank of New York 
Mellon Corporation.

No part of this material may be reproduced in any form, or referred to in any other publication, without express written permission. 
All information contained herein is proprietary and is protected under copyright law.
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