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Executive Summary

The global economic landscape is undergoing a profound transformation driven by significant U.S.
policy shifts that are reverberating across markets worldwide. This analysis examines the
multidimensional impact of these policy changes on growth trajectories, inflation dynamics, fiscal
positions, and investment opportunities. The current environment represents a departure from
traditional business cycles, with supply-side factors increasingly dominating economic outcomes
and creating unprecedented challenges for investors seeking to navigate this complex terrain.

Our assessment indicates that the U.S. is embarking on a policy path characterized by a substantial
reconfiguration of global trade relationships with effective tariff rates approaching 10%, significant
adjustments to immigration policies that will constrain labor supply, fiscal measures including tax
policy extensions and departmental cost-cutting initiatives, and potential deregulation alongside
continued technological advancement through artificial intelligence implementation. These policy
shifts are occurring against the backdrop of broader structural forces, including demographic
changes, technological disruption, and geopolitical fragmentation, which collectively are reshaping
the economic landscape in ways not seen for decades.

The implications of these policy shifts extend far beyond U.S. borders, triggering responses from
major economies worldwide as they adapt to a changing international order. European nations are
reassessing defense priorities and fiscal frameworks, the United Kingdom is navigating a
particularly challenging growth-inflation tradeoff, and Japan is experiencing a significant transition
after decades of deflationary pressure. These global responses further complicate the investment
landscape, creating both risks and opportunities across asset classes and regions.

For investors, this environment necessitates a fundamental recalibration of strategies and
expectations. The traditional playbook that guided investment decisions during the Great
Moderation period of 1986-2019 has become increasingly obsolete. Success will require greater
selectivity, enhanced flexibility, and a deeper understanding of how structural transformations will
reshape economic relationships and market dynamics in the years ahead.

The Supply-Driven Transformation

The global economy has entered a period where supply-side dynamics—rather than traditional
demand-driven business cycles—are the primary determinants of economic outcomes. This
structural transformation represents a fundamental shift in how economies function and markets
behave. For decades, investors operated in an environment where demand fluctuations drove the
business cycle, with central banks responding to manage inflation and growth. Today, that paradigm
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has been upended by forces that are altering the supply side of the economic equation in profound
and sometimes contradictory ways.

The artificial intelligence revolution stands at the forefront of these supply-side transformations,
fundamentally altering productivity possibilities across sectors. The integration of Al into business
processes has accelerated dramatically over the past two years, with implications that extend far
beyond the technology sector. Manufacturing processes are being reimagined, service delivery is
being transformed, and entire business models are being reconceptualized. The productivity
potential is substantial, but the transition is creating significant disruption as labor markets adjust
and capital is reallocated across the economy.

Demographic constraints are simultaneously reshaping labor markets in ways that will have lasting
implications for growth and inflation. Population aging across developed economies has reduced
the natural growth rate of the workforce, creating persistent labor shortages in many sectors. In the
United States, elevated immigration in recent years has partially offset these demographic
headwinds, but policy shifts now threaten to constrain this source of labor supply growth. The
resulting tightness in labor markets is creating upward pressure on wages that may persist even as
overall economic growth moderates.

Geopolitical fragmentation has emerged as another critical supply-side factor, driving significant
changes in how goods and services move across borders. The post-Cold War consensus that
facilitated the rapid expansion of global trade and investment flows has fractured, replaced by a
more complex and regionalized international economic order. Security concerns are increasingly
influencing economic decisions, leading to supply chain reconfiguration and resource reallocation
that prioritize resilience over efficiency. These adjustments come with economic costs in the form
of higher prices and reduced productivity, but they also create opportunities for countries and
companies that can successfully adapt to the new landscape.

Policy uncertainty stemming from significant shifts in fiscal, monetary, and regulatory frameworks
is creating implementation challenges across economies. The predictability that characterized policy
environments during much of the post-financial crisis period has given way to more volatile and
sometimes contradictory policy signals. This uncertainty is affecting investment decisions,
consumer confidence, and market functioning, creating additional headwinds for economic growth
even as policymakers seek to stimulate activity.

This supply-driven environment has produced unusually high sensitivity of long-term asset prices to
short-term economic data, as investors struggle to differentiate between transitory fluctuations and
fundamental structural changes. The traditional business cycle framework that guided investment
decisions for decades has become less relevant in a world where supply shocks drive both inflation
and growth outcomes simultaneously. Investors are being forced to reassess long-held assumptions
about economic relationships, market correlations, and the appropriate frameworks for valuing
assets across the risk spectrum.

The complexity of this environment is further increased by the interaction between these supply-
side factors. Technological disruption is altering demographic impacts through automation.
Geopolitical fragmentation is affecting the diffusion of technology across borders. Policy responses
to one challenge often create unintended consequences for others. These interactions create a level
of uncertainty about economic outcomes that is unprecedented in recent decades, requiring
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investors to adopt more flexible and adaptive approaches to portfolio construction and risk
management.

Quantifying Policy Impact

1. Trade Policy Transformation

The administration's trade policy reconfiguration represents the most significant shift in U.S. trade
relations since the 1940s, fundamentally altering the frameworks that have governed international
commerce for generations. The scope and scale of the changes being implemented extend far
beyond previous adjustments, creating ripple effects throughout the global economy that will
reshape comparative advantages, alter investment flows, and reconfigure supply chains across
industries.

Our analysis of external estimates suggests that tariffs at approximately 10% effective rate could
generate up to $300 billion in annual fiscal revenue, equivalent to approximately 6% of 2024
federal revenue. This potential revenue boost represents a significant contribution to addressing
fiscal challenges, but it comes with important economic tradeoffs that must be carefully considered.
The implementation of tariffs at this scale would likely reduce GDP by 0.3-0.5 percentage points
annually over the next two years while increasing inflation by 0.3-0.6 percentage points annually,
with potential for greater impact if supply chains undergo significant restructuring.

The transmission mechanisms through which tariffs affect the broader economy are complex and
multifaceted. Direct price effects occur as imported goods become more expensive, reducing
purchasing power for consumers and increasing input costs for businesses that rely on imported
components or materials. Secondary effects emerge as domestic producers potentially raise prices in
response to reduced foreign competition, further contributing to inflationary pressures. Tertiary
effects materialize through changes in investment patterns, as businesses reconsider production
locations and supply chain configurations to adapt to the new trade landscape.

Export contraction due to potential retaliatory measures represents another significant concern that
may partially offset intended improvements in trade balances. Historical experience suggests that
trade partners typically respond to tariff increases with measures of their own, creating additional
headwinds for U.S. exporters that could undermine the administration's goal of reducing trade
deficits. The agricultural sector, which depends heavily on export markets, may be particularly
vulnerable to such retaliatory measures, as has been observed in previous trade disputes.

The ultimate economic impact will depend on several factors, including dollar strength, producer
absorption of costs, and consumer response to price increases. If the dollar strengthens sufficiently
to offset tariff-induced price increases, import volumes may remain relatively stable, limiting the
inflationary impact but also reducing the revenue generated by the tariffs themselves. Conversely, if
producers pass costs fully to consumers, purchasing power will decline more significantly,
potentially weighing on consumption and overall economic activity.
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The sectoral impacts of trade policy changes will be highly uneven, creating both winners and
losers across the economy. Industries with significant exposure to international competition, such as
consumer electronics and apparel, may benefit from reduced import competition, while those
dependent on global supply chains, such as automotive manufacturing, may face higher costs and
operational challenges. This dispersion of outcomes creates opportunities for active investors who
can identify the specific beneficiaries of trade policy shifts while avoiding sectors that face
structural headwinds.

Beyond the immediate economic impacts, the trade policy transformation has important
implications for international relations and global governance structures. The post-war trading
system built around multilateral institutions like the World Trade Organization is being supplanted
by a more bilateral and transactional approach to trade negotiations. This shift creates additional
uncertainty as countries navigate a less predictable international economic environment, potentially
leading to greater volatility in trade flows and investment patterns in the years ahead.

2. Immigration Policy Adjustments

Recent immigration patterns have significantly expanded the U.S. workforce, with immigration
rates approximately triple the pre-pandemic average. This surge in labor supply has been a critical
factor supporting economic growth while simultaneously helping to contain wage pressures that
might otherwise have driven more persistent inflation. The administration's focus on reducing net
immigration therefore represents a significant shift with far-reaching economic implications that
will affect labor markets, growth potential, and fiscal outcomes.

Demographic analysis suggests that sustainable monthly job creation will likely decline to
80,000-100,000, approximately half the pre-pandemic average, as population aging would have led
to minimal workforce growth without elevated immigration. This dramatic reduction in the
economy's capacity to create jobs without generating inflationary pressures represents a
fundamental constraint on growth potential that will shape economic outcomes for years to come.
Our estimates indicate that this adjustment could reduce annual GDP growth by 0.2-0.4 percentage
points and decrease tax revenues by $30-100 billion annually, creating additional challenges for
fiscal sustainability.

Recent employment data showing monthly job creation of approximately 200,000 suggests
continued wage pressure if immigration rates normalize to historical levels. This wage pressure,
while beneficial for workers in the short term, may contribute to persistent inflation and complicate
monetary policy decisions. The Federal Reserve may face increasingly difficult tradeoffs between
supporting growth and containing inflation, potentially leading to higher interest rates for a longer
period than would otherwise be necessary.

The labor market impacts of immigration policy changes will vary significantly across sectors and
skill levels. Industries that have relied heavily on immigrant labor, such as construction, agriculture,
and hospitality, may face particularly acute challenges as they struggle to fill positions and manage
rising labor costs. Conversely, sectors with less reliance on immigrant workers may be relatively
insulated from these direct effects, though they will still be affected by the broader macroeconomic
implications of slower growth and higher inflation.
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The fiscal implications of reduced immigration extend beyond direct tax revenue effects to include
impacts on entitlement programs and public services. Immigration has historically provided
demographic support for programs like Social Security by expanding the working-age population
relative to retirees. A reduction in immigration flows could accelerate the deterioration of
dependency ratios, creating additional long-term fiscal pressures that compound the immediate
revenue effects.

It is important to note that the ultimate impact of immigration policy changes will depend on their
specific implementation and the composition of immigration flows that result. Policies that
prioritize high-skilled immigration while restricting other categories might mitigate some of the
economic costs while still achieving the administration's overall objective of reducing net
immigration. However, the implementation challenges associated with such targeted approaches are
substantial, and the political dynamics surrounding immigration policy may limit the
administration's flexibility in this regard.

3. Fiscal Policy Direction

The administration's fiscal approach combines tax policy extensions with departmental cost
reduction initiatives, creating a complex set of interactions that will shape economic outcomes and
market conditions in the years ahead. This fiscal strategy reflects broader tensions between
stimulating growth, addressing inflationary pressures, and ensuring long-term fiscal sustainability
that policymakers around the world are struggling to reconcile in the current environment.

Continuation of the Tax Cut and Jobs Act could provide modest growth stimulus but increase the
deficit by $350-460 billion annually according to Congressional Budget Office and Joint Committee
on Taxation estimates. These tax provisions, which include reduced individual income tax rates,
expanded child tax credits, and lower corporate tax rates, have supported economic activity since
their implementation in 2017. Their extension would provide continuity for businesses and
households, potentially supporting investment and consumption in the near term. However, the
fiscal costs are substantial and would contribute to already elevated deficit levels.

External analyses suggest potential savings from departmental cost reductions of up to $300 billion
annually, substantially below the administration's $1 trillion target. Achieving even these more
modest savings would require significant changes to federal operations, potentially affecting service
delivery and program effectiveness across a range of government functions. The political and
practical challenges associated with implementing such reductions should not be underestimated,
particularly given the divided nature of the current political landscape.

Even with optimistic cost-cutting scenarios, the fiscal deficit is projected to widen under current
policy proposals. This expansion of the deficit would occur against a backdrop of already elevated
government debt levels, potentially raising concerns about fiscal sustainability and contributing to
upward pressure on interest rates. The resulting increase in debt service costs could create a self-
reinforcing cycle that further complicates fiscal management and constrains policy flexibility.

Achieving the administration's stated 3% deficit target would require primary balance surplus
through deeper spending reductions, which would create a significant drag on growth of
approximately 1.5 percentage points. This creates a fundamental tension between deficit reduction
goals and growth objectives that will likely require difficult policy tradeoffs in the years ahead. The
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historical experience with fiscal consolidation suggests that achieving such significant deficit
reduction without compromising growth is exceptionally challenging, particularly in an
environment of already elevated interest rates and limited monetary policy flexibility.

The composition of fiscal adjustments will be critical in determining their economic impact.
Reductions in government consumption and transfers would have more immediate negative effects
on growth, while cuts to inefficient programs or regulatory reforms that enhance productivity could
potentially support growth even as they contribute to deficit reduction. Similarly, tax policies that
improve incentives for work, saving, and investment might support growth even as they reduce
revenue in the short term.

The interaction between fiscal policy and monetary policy adds another layer of complexity to the
economic outlook. If fiscal policy remains expansionary, the Federal Reserve may feel compelled to
maintain higher interest rates for longer to contain inflationary pressures, potentially offsetting
some of the growth benefits of fiscal stimulus. Conversely, if fiscal consolidation proceeds rapidly,
it could create space for monetary easing that might mitigate some of the growth impact.

Market reactions to fiscal developments will be an important transmission mechanism for their
economic effects. If investors become concerned about fiscal sustainability, they may demand
higher risk premiums on government debt, leading to higher borrowing costs throughout the
economy. Alternatively, if markets view fiscal measures as credible and growth-enhancing, they
might respond more positively, potentially limiting the increase in borrowing costs or even leading
to lower rates in some scenarios.

Global Implications

The U.S. policy transformation is catalyzing responses across major economies, creating a complex
web of interactions that will shape the global economic landscape for years to come. These
international responses further complicate the investment environment, as policy changes in one
region trigger adjustments elsewhere that can amplify or offset the original effects. Understanding
these global dynamics is essential for investors seeking to navigate the current environment
successfully.

In Europe, defense and infrastructure spending is increasing significantly in response to changing
security dynamics and the need to enhance competitiveness. Germany has approved a €500 billion
infrastructure fund and exempted defense spending above 1% of GDP from fiscal rules, signaling a
dramatic shift in fiscal priorities for Europe's largest economy. France, Poland, and other NATO
members are similarly increasing defense expenditures, creating potential growth opportunities in
the defense and aerospace sectors that could partially offset weaknesses elsewhere in European
economies.

However, many European countries face high debt levels that limit their spending capacity and
create difficult fiscal tradeoffs. Italy, Greece, and several other nations already have debt-to-GDP
ratios well above 100%, constraining their ability to increase spending without raising concerns
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about fiscal sustainability. These constraints may lead to uneven implementation of defense and
infrastructure initiatives across the continent, potentially exacerbating existing economic
divergences within the European Union and creating additional challenges for monetary policy
coordination.

Implementation challenges exist as rapidly expanding defense and infrastructure capabilities
requires time to develop production capacity and address supply chain constraints. The defense
industrial base in Europe has contracted significantly in recent decades, and rebuilding this capacity
will not happen overnight. Similarly, infrastructure projects typically involve lengthy planning and
approval processes that can delay their economic impact. These implementation lags mean that the
growth benefits of increased spending may take several years to fully materialize, even as the fiscal
costs are incurred more immediately.

Moreover, structural competitiveness concerns identified in the Draghi report remain largely
unaddressed, potentially limiting the growth impact of increased government spending. These
challenges include regulatory barriers, fragmented capital markets, insufficient research and
development investment, and labor market rigidities that have contributed to Europe's productivity
gap relative to the United States. Addressing these structural issues would enhance the effectiveness
of fiscal initiatives, but political obstacles to reform remain substantial in many European countries.

The European Central Bank faces a particularly challenging environment as it attempts to navigate
divergent inflation dynamics across member states while supporting growth in an increasingly
uncertain global environment. The ECB has begun its easing cycle, but persistent inflation pressures
and fiscal expansion may limit how far rates can fall. This constraint on monetary policy flexibility
could create additional headwinds for European growth, particularly in more indebted countries that
would benefit most from lower borrowing costs.

The United Kingdom faces one of the most challenging balances between growth and inflation
among developed economies. After three years of economic stagnation, the UK desperately needs to
revitalize growth, but persistent inflation pressures limit the Bank of England's ability to provide
monetary support. This difficult tradeoff is further complicated by the UK's post-Brexit adjustment
process, which continues to create friction in trade relationships and contribute to labor market
challenges in certain sectors.

While growth concerns may provide space for rate cuts, persistent inflation will prevent a return to
pre-pandemic levels of monetary accommodation. The Bank of England has begun reducing rates
cautiously, but market expectations for the terminal rate remain significantly above pre-pandemic
levels. This higher interest rate environment will continue to create challenges for the UK housing
market and consumer spending, both of which are particularly sensitive to borrowing costs.

In the bond market, increased term premium requirements will offset downward yield pressure from
rate cuts, maintaining relatively high long-term borrowing costs. This dynamic reflects broader
concerns about fiscal sustainability and inflation persistence that are affecting bond markets
globally. For UK investors, this environment creates challenges for traditional fixed income
allocations but may offer opportunities in inflation-linked securities and alternative income
strategies that can better withstand the current market conditions.
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In Japan, 10-year yields have reached their highest levels since the financial crisis as the economy
shows signs of escaping its decades-long deflationary trap. This remarkable transition represents
one of the most significant economic developments globally, with important implications for capital
flows and asset allocation decisions. After years of extraordinary monetary accommodation,
inflation and wage growth are showing signs of sustainable increases, allowing the Bank of Japan to
begin normalizing monetary policy after decades of unconventional measures.

The Bank of Japan is likely to continue gradual rate increases while carefully monitoring economic
responses to avoid undermining the nascent normalization process. This cautious approach reflects
the delicate balance required to support the transition to a more normal inflation environment
without triggering financial instability or excessive yen appreciation that could undermine export
competitiveness. For global investors, the normalization of Japanese monetary policy represents a
significant shift that could reduce capital outflows that have supported asset prices in other markets
for decades.

Corporate governance reforms in Japan are simultaneously creating opportunities for improved
shareholder returns after decades of underperformance. These reforms, which include measures to
enhance board independence, improve capital allocation, and increase shareholder distributions,
have already begun to bear fruit in the form of higher dividends and share buybacks. For investors,
these developments create attractive opportunities in a market that has historically traded at a
significant discount to global peers.

Emerging markets face a particularly complex environment as they navigate the crosscurrents of
U.S. policy shifts, changing trade patterns, and evolving capital flows. Higher U.S. interest rates
have traditionally created challenges for emerging markets by increasing borrowing costs and
potentially triggering capital outflows. However, the current environment is more nuanced, with
some emerging economies potentially benefiting from supply chain diversification away from
China, while others face headwinds from reduced global trade volumes and higher financing costs.

Within emerging markets, differentiation across countries and regions will be critical for investment
success. Mexico stands to benefit from "nearshoring" as companies seek to reduce supply chain
vulnerabilities by relocating production closer to the U.S. market. India continues to show strong
growth potential driven by demographic advantages, digital transformation, and infrastructure
development. Conversely, economies with significant external financing needs or exposure to
sectors facing structural challenges may struggle in the current environment.

Investment Implications

In this environment of structural transformation and policy uncertainty, our investment perspective
emphasizes adaptability and selectivity rather than broad market exposures. The traditional
approach of allocating across major asset classes based on economic cycle positioning has become
less effective in a world where structural forces are driving divergent outcomes within asset classes.
Success will increasingly depend on identifying specific opportunities that can benefit from these
structural shifts while avoiding areas facing secular headwinds.
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For fixed income positioning, we maintain an underweight stance on long-term U.S. Treasuries
given rising term premium, persistent inflation, and a challenging fiscal outlook that suggests
continued upward pressure on long-term yields. The combination of elevated government debt
levels, persistent inflation pressures, and reduced foreign demand for U.S. Treasuries creates a
challenging environment for long-duration government bonds. The recent increase in term
premium, which has pushed 10-year yields above 4.5% despite expectations for Federal Reserve
easing, reflects these structural challenges and is likely to persist even as monetary policy becomes
less restrictive.

We prefer short and medium-term Treasuries that offer better risk-adjusted return potential in the
current environment. These securities provide attractive yields with less exposure to term premium
increases, creating more favorable risk-reward characteristics. Additionally, they offer greater
liquidity and lower volatility than many alternative fixed income investments, providing valuable
portfolio stabilization benefits during periods of market stress.

Similarly, we remain underweight euro area government bonds as increased public spending will
contribute to inflation pressure and greater bond issuance. The fiscal expansion underway across
Europe, particularly in defense and infrastructure spending, will necessitate greater bond issuance at
a time when the European Central Bank is reducing its balance sheet. This combination of increased
supply and reduced central bank support creates a challenging technical backdrop for European
government bonds, particularly for longer-duration securities.

Credit markets offer more attractive opportunities, but selectivity is essential given elevated
leverage levels and the potential for economic slowing. Higher-quality investment grade credits,
particularly in sectors with strong balance sheets and pricing power, can provide attractive income
with manageable default risk. Within high yield, we favor securities at the higher end of the quality
spectrum and remain cautious on the most leveraged issuers that may face refinancing challenges in
a higher-rate environment.

Regarding equity market outlook, we maintain an overweight position in U.S. equities despite near-
term volatility. We anticipate U.S. equities will resume global leadership, supported by
technological innovation and approximately 2% annual GDP growth. The U.S. market's significant
exposure to sectors benefiting from artificial intelligence and other technological transformations
provides a structural advantage that should support relative performance over our tactical horizon.

Within the U.S. equity market, we expect continued dispersion across sectors and styles as the
impact of policy shifts and structural changes varies widely. Technology and communication
services sectors should benefit from ongoing Al investment and adoption, while healthcare may
offer attractive opportunities given demographic tailwinds and innovation potential. Conversely,
sectors with significant exposure to discretionary consumer spending may face challenges if higher
interest rates and inflation pressures continue to weigh on household purchasing power.

Our approach to international markets is selective, focusing on specific opportunities rather than
broad regional allocations. Corporate reforms in Japan have created attractive prospects for
improved shareholder returns after decades of underperformance. The combination of reasonable
valuations, improving corporate governance, and a more normal inflation environment creates a
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compelling case for selective exposure to Japanese equities, particularly companies embracing
shareholder-friendly policies.

Supply chain benefits in select Latin American markets, particularly Mexico, offer another area of
opportunity as companies seek to reduce dependence on Chinese manufacturing and bring
production closer to end markets. This "nearshoring" trend is creating significant investment and
growth potential that could support equity market performance despite broader emerging market
challenges.

Our view on European equities has improved to neutral as greater government spending could
support growth in specific sectors. Defense contractors, infrastructure providers, and companies
involved in the green transition stand to benefit from increased public investment in these areas.
However, we remain selective given Europe's structural growth challenges and the uneven impact
of fiscal initiatives across countries and sectors.

From a strategic perspective, increased policy uncertainty will likely contribute to market volatility,
creating tactical opportunities for nimble investors. The transition to a new policy regime inevitably
involves adjustment periods during which markets may overreact to new information or
misinterpret policy signals. These episodes of volatility can create attractive entry points for long-
term investors with the capacity to look beyond short-term fluctuations and focus on fundamental
value.

Structural transformation will produce greater differentiation in performance across sectors and
regions, leading to wider return dispersion than markets have experienced in recent years. This
environment favors active management approaches that can identify specific beneficiaries of
structural changes rather than relying on broad market exposures or traditional cyclical positioning.
The potential for above-benchmark returns through security selection and tactical allocation has
increased significantly in this more dispersed market environment.

Alternative investments may play an increasingly important role in portfolio construction as
traditional asset class relationships evolve. Private markets can offer access to specific themes
related to technological transformation, energy transition, and infrastructure development that may
be less available in public markets. Real assets with inflation-protection characteristics, such as
certain types of infrastructure and real estate, may provide valuable portfolio diversification in an
environment of persistent inflation pressures.

For income-oriented investors, the current environment offers attractive yield opportunities across
the fixed income spectrum, but with important caveats regarding duration and credit risk. Structured
credit, dividend-paying equities, and alternative income strategies may complement traditional fixed
income allocations to create more resilient income portfolios in a world of higher rates and
persistent inflation.

Currency markets will likely remain volatile as divergent policy paths and structural changes create
significant cross-border capital flows. The U.S. dollar has shown remarkable resilience despite
expectations for Federal Reserve easing, reflecting the relative strength of the U.S. economy and its
attractiveness as a destination for global capital. This dollar strength may persist if U.S. growth
continues to outpace other developed economies, with important implications for international
investments and commodity markets.
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Conclusion

The global economy is navigating a complex transformation driven by U.S. policy shifts that are
reshaping trade relationships, labor markets, and fiscal frameworks. While near-term uncertainty
may create volatility, we anticipate a path forward that allows for continued economic growth,
albeit with higher structural inflation and interest rates than in the pre-pandemic era. The interaction
between policy changes, technological transformation, demographic shifts, and geopolitical
realignment creates an unusually wide range of potential outcomes that investors must navigate
carefully.

For investors, this environment requires a recalibration of return expectations and a more dynamic
approach to asset allocation. The most successful strategies will likely be those that identify specific
beneficiaries of structural transformation rather than relying on traditional cyclical positioning. As
policy uncertainty gradually resolves over the coming months, opportunities will emerge for those
prepared to take calculated risks in sectors and regions positioned to thrive in this new economic
landscape.

The supply-driven nature of the current environment means that traditional relationships between
growth, inflation, and asset prices may continue to evolve in unexpected ways. Investors should be
prepared for periods of heightened volatility and counterintuitive market behavior as these
relationships are tested and redefined. Flexibility, diversification, and a willingness to challenge
conventional wisdom will be essential attributes for successful investment strategies in the years
ahead.

Despite these challenges, we remain constructive on risk assets over our tactical horizon,
particularly in areas benefiting from structural growth drivers and technological transformation. The
combination of reasonable valuations in many markets, strong corporate fundamentals, and the
potential for continued innovation creates a favorable backdrop for selective risk-taking, even in an
environment of higher interest rates and policy uncertainty.

The path forward will not be linear, and investors should expect periodic setbacks as markets adjust
to new policy realities and structural changes. However, for those with the patience and discipline to

look beyond short-term volatility, the current environment offers attractive opportunities to position
portfolios for long-term success in a transformed global economy.

Deepening Structural Policy Analysis
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Structural Impact Radar: A Multidimensional Policy Diagnostic

The Structural Impact Radar (in Figure 1) offers a holistic representation of how major U.S. policy
shifts—trade, immigration, and fiscal—intersect across six macroeconomic dimensions. By plotting
normalized policy effects across GDP growth, inflation dynamics, wage pressure, investment risk,
fiscal revenue impact, and debt pressure, this radar framework allows for a synthetic comparison of
complex economic forces.

Trade policy, for instance, exhibits high revenue potential but imposes significant inflationary and
investment risks, primarily due to supply chain restructuring and retaliatory dynamics from foreign
trading partners . Immigration policy, in contrast, scores low on revenue contribution but extremely
high on wage and inflation pressures. Its effects are most acutely felt in labor-intensive sectors,
where a contraction in labor supply intensifies wage inflation, thereby complicating monetary
policy calibration .

Meanwhile, fiscal policy, though aiming for long-term sustainability, carries substantial short-term
growth costs and inflationary consequences, especially if cost-cutting targets fall short and debt
servicing costs escalate. By visualizing these interdependencies, the radar chart underscores a
central insight: no single policy operates in isolation, and each introduces distinct macro-financial
tradeoffs that must be weighed in both domestic and global investment contexts.

Sectoral Heatmap of Policy Transmission: Uncovering Uneven Burdens

The Sectoral Impact Heatmap (in Figure 1) provides a matrixed view of how different policies
asymmetrically affect major sectors of the U.S. economy. This heatmap—plotting policy categories
(Trade, Immigration, Fiscal) against sectoral exposure (Technology, Agriculture, Manufacturing,
Construction, Services)—uncovers critical pockets of vulnerability and opportunity.

For example, agriculture demonstrates dual susceptibility to both trade and immigration policies. It
faces high exposure to trade retaliation risks and simultaneously suffers from a potential labor
supply shock due to reduced migrant labor inflow . Construction exhibits a similar dual sensitivity,
making it particularly exposed to the second-order effects of both protectionism and demographic
contraction.

Conversely, the technology sector, while sensitive to changes in trade policy, remains relatively
insulated from immigration shocks and benefits from fiscal incentives targeting innovation. This
multidimensional exposure map reinforces the report’s emphasis on selective asset allocation:
identifying sector-specific winners and avoiding high-concentration risk in structurally
disadvantaged areas is paramount in this policy-driven investment cycle.

Multiaxial Time-Series Projection: GDP and Inflation Under Dual Regimes
The dual-axis time-series plot presents a scenario analysis of U.S. GDP growth and inflation
trajectories under a baseline versus policy-affected regime from 2024 through 2029. This forward-

looking visualization encapsulates the core dilemma facing monetary and fiscal authorities: the
simultaneous pursuit of economic stabilization and structural transformation.
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Under the baseline path, GDP growth rebounds steadily to 2.5% by 2029, while inflation subsides
below 2.5%, reflecting a return to post-pandemic normalization. Under the policy regime—which
incorporates elevated tariffs, labor market tightening, and deficit spending—GDP remains
persistently below trend, reflecting supply-side drags. Inflation, while gradually declining, remains
sticky due to embedded wage pressures and structural cost-push forces .

This juxtaposition highlights a critical narrative tension: while U.S. policymakers aim to reshape the
economic model for long-term competitiveness and resilience, the path there may entail a protracted
period of stagflationary dynamics. For fixed-income and equity investors alike, these projections
suggest a premium on duration management, real asset exposure, and alternative sources of
inflation-protected income.

*This report contains forward-looking statements based on current ions, forecasts, and ions. Actual outcomes may differ materially from those expressed
or implied in such statements. New York General Group does not undertake any obligation to update any forward-looking statements to reflect events or circumstances
after the date of this report. This material is for informational purposes only and should not be construed as investment advice or an offer to sell or the solicitation of an
offer to buy any security. Past performance is not indicative of future results.*

*Many of the analyzes posted on the report are based on computer simulations using Categorical Al If you would like to know more about computer simulation, please
contact us below:

info@newyorkgeneralgroup.com*
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