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Macroeconomic Update

Heightened Tariff Volatility Is Slowing Growth
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The economic landscape continues to be shaped by heightened 
policy volatility, with historic swings in tariff policy the main source 
of uncertainty. Despite declining from its peak, the effective tariff 
rate remains at its highest level in decades at about 15 percent, 
acting as a tax on the economy. While the full impact of tariff hikes 
has yet to materialize, the coming months are expected to bring slow 
growth and rising inflation as businesses absorb some of the higher 
tariff costs through lower profit margins and pass the rest on to 
consumers. While peak uncertainty is likely behind us, there is likely 
to be continued caution from businesses and consumers. Downside 
risks may be tempered by the administration’s reluctance to maintain 
policies that could inflict significant economic harm.

Meanwhile, the federal budget, shaped by the One Big Beautiful 
Bill, should provide a modest boost to growth, primarily in 2026. 
We expect both consumer and business spending to get a lift from 
tax cuts early next year. Although the bill contains more cost cutting 
measures than had been anticipated, concerns remain about fiscal 
sustainability. Even with a potential boost from tariff revenues, fiscal 
deficits would exceed 6 percent of gross domestic product (GDP) 
over the next decade.  We see U.S. real GDP growth of slightly below 
1 percent in 2025, with a modest recovery in 2026. In the near term, 
households are likely to experience reduced spending power due to 

higher prices on imported goods. Indeed, discretionary consumer 
spending has already seen a sharp pullback in the first half of the 
year. Business investment is also likely to slow, though AI-related 
investment remains a notable exception. Weaker consumer and 
business spending will likely lead to more labor market softening, 
with unemployment rising to around 4.5 percent by year end.

We see inflation rising above 3 percent by the fourth quarter, 
driven by tariff-related price increases. However, this is expected 
to be a one-time boost rather than a persistent trend. Underlying 
disinflationary forces—such as cooling housing and wage inflation—
should eventually prevail as higher unemployment and reduced 
consumer spending power help contain broader price pressures. 
The Fed’s cautious stance reflects a wait-and-see approach to 
evolving policy and economic conditions. The Fed might have 
already been lowering the policy rate again had the uncertainty from 
tariff policy not been introduced. As some time has now passed, 
we expect easing to commence later this year as policy certainty 
increases and labor market weakness becomes more pronounced, 
with rate cuts accelerating in 2026 to 3.125 percent as the Fed gains 
comfort that tariff driven price increases will not be an ongoing 
source of inflation. The Fed is expected to view risks of labor market 
weakness as a more persistent problem than tariff driven inflation.

Easing is expected to commence later 
this year as labor market weakness 
becomes more pronounced, with  
rate cuts accelerating in 2026 to  
3.125 percent as the Fed gains comfort 
that tariff driven price increases will  
not be an ongoing source of inflation.

A Softening Labor Market Should Prompt Fed Easing Later this Year

Source: Guggenheim Investments, Haver. Data as of 5.30.2025. Gray areas represent recession.

Fed easing should commence this fall, with some fiscal boost coming in 2026.
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This material is distributed or presented for informational or educational purposes only and should not be considered a recommendation of any particular security, strategy or investment product, or as 
investing advice of any kind. This material is not provided in a fiduciary capacity, may not be relied upon for or in connection with the making of investment decisions, and does not constitute a solicitation 
of an offer to buy or sell securities. The content contained herein is not intended to be and should not be construed as legal or tax advice and/or a legal opinion. Always consult a financial, tax and/or legal 
professional regarding your specific situation.

This material contains opinions of the authors, but not necessarily those of Guggenheim Partners, LLC or its subsidiaries. The opinions contained herein are subject to change without notice. Forward-
looking statements, estimates, and certain information contained herein are based upon proprietary and non-proprietary research and other sources. Information contained herein has been obtained 
from sources believed to be reliable but are not assured as to accuracy. Past performance is not indicative of future results. There is neither representation nor warranty as to the current accuracy of, nor 
liability for, decisions based on such information.
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downward and their value is unlikely to rise to the same extent as comparable fixed rate securities. High yield and unrated debt securities are at a greater risk of default than investment grade bonds 
and may be less liquid, which may increase volatility. Investors in asset-backed securities, including mortgage-backed securities and collateralized loan obligations (“CLOs”), generally receive payments 
that are part interest and part return of principal. These payments may vary based on the rate loans are repaid. Some asset-backed securities may have structures that make their reaction to interest 
rates and other factors difficult to predict, making their prices volatile and they are subject to liquidity and valuation risk. CLOs bear similar risks to investing in loans directly, such as credit, interest rate, 
counterparty, prepayment, liquidity, and valuation risks. Loans are often below investment grade, may be unrated, and typically offer a fixed or floating interest rate.
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