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Executive Overview

The global economy in late 2025 stands at an inflection point—characterized by slowing but resilient U.S.
growth, sticky inflation near 3%, and a Federal Reserve reluctant to declare victory. Policymakers including
Powell, Bowman, and Bostic have signaled limited scope for further rate cuts, emphasizing vigilance
against entrenched price pressures. Treasury yields have risen modestly as markets internalize a “*higher-
for-longer” stance, yet equities—led by technology and Al—continue to defy gravity, reflecting durable
earnings and investor conviction in structural growth themes.

Macro indicators portray an economy transitioning toward slower momentum: Q2 GDP growth revised up
10 3.8% but expected to ease near 2% in Q3, while durable goods orders and housing activity hint at
selective strength. The U.S. current-account deficit narrowed to $251 billion, underscoring soft domestic
demand but supporting the dollar. Globally, Europe and the UK remain manufacturing-weak, Canada is
stabilizing, and Asia’s production softens. The near-term playbook favors balanced positioning—growth-
oriented U.S. equiities, selective housing exposure, and cautious European industrial participation—until
inflation falls sustainably below 2.5%.

Key Takeaway

The macroeconomic environment of 2025-2026 is defined by transition. The U.S. economy is
decelerating but remains far from contraction. Inflation has moderated from its peaks but
remains uncomfortably above target. The Federal Reserve, cautious not to misstep, /s
navigating between the twin perils of overtightening and premature easing. The late-cycle
economy rewards discipline over direction—growth persists, but conviction belongs to those
who balance resifience with restraint.

2 | Navigating Late-Cycle Dynamics www.rckanalytics.com




Il/i/l R C K MacroMatrix | Issue 07 | October 06, 2025

Abstract

The global economy is entering a complex late-cycle phase defined by the coexistence of resilient growth
and persistent inflation pressures. In the United States, inflation remains elevated, with the core PCE
index hovering close to 3 percent, a level that continues to test the Federal Reserve’s credibility and
commitment to its long-term price stability mandate. Although the Federal Reserve has delivered a
cautious 25-basis-point reduction in September, policymakers have emphasized that the scope for
additional easing remains limited until disinflation becomes more convincing and labor market slack
begins to emerge. Statements from Chair Powell, Governor Bowman, and regional presidents such as
Raphael Bostic and the St. Louis Fed leadership collectively signal a policy stance that remains guardedly
hawkish, reflecting the institution’s desire to preserve credibility while avoiding the appearance of
premature accommodation.

Bond markets have absorbed this cautious tone in stride. Treasury yields have risen modestly across the
curve, particularly at the short end, with the three-month bill yielding roughly 3.86 percent and the six-
month near 3.70 percent. Auction demand, reflected in mixed bid-cover ratios, suggests cautious investor
appetite for short-dated government securities. Despite these upward drifts in yields, equity markets
continue to exhibit remarkable resilience. The technology complex, in particular, has pushed major indices
to fresh record highs, signaling strong earnings momentum and a persistent risk-on bias among investors
who remain confident in the structural growth story driven by artificial intelligence, cloud computing, and
data infrastructure.

Figure 1: Inflation Across Major Economies Continues to Cool Down
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Source: Data sourced from Yahoo! Finance as on October 06, 2025. ~“GSPC - S&P 500 Index (US Large Cap), DJIA - Dow Jones Industrial Average (US Industrials), ~IXIC - NASDAQ
Composite Index (US Tech), “RUT - Russell 2000 Index (US Small Cap), “FTSE - FTSE 100 Index (UK Large Cap), ~STOXX50E - EURO STOXX 50 (Eurozone Equities), “N225 -
Nikkei 225 Index (Japan Equities), VEMAX - Vanguard Emerging Markets Stock Index Fund (Emerging Markets Equities).
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Figure 2: Yield Curves of Major Global Economies
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Source: Data sourced from Yahoo! Finance on October 06, 2025

Externally, the U.S. current-account deficit narrowed sharply to $251 billion in the second quarter, largely
due to weaker import demand. The adjustment provides short-term support to the dollar but
simultaneously hints at softer domestic demand. Meanwhile, durable goods orders rose by 2.9 percent
month-on-month, and core capital goods expanded by 0.6 percent, pointing to modest business
investment anchored by transportation and technology spending. The second-quarter GDP growth rate
was revised up to 3.8 percent year-on-year, though leading indicators suggest that the third-quarter
expansion will decelerate toward 2 percent as the cumulative effects of tight monetary conditions and
real-income erosion filter through.

The labor market remains tight, with jobless claims falling to 218,000, a two-month low, but continuing
claims remaining elevated. This combination reflects both strong headline employment and emerging
pockets of weakness beneath the surface. Wage pressures, though moderating, could re-accelerate if
labor-market slack fails to materialize. In housing, new-home sales surged to an annualized pace of
800,000 units, with notable strength in the Northeast. Pending sales rose 4 percent month-on-month,
and refinancing activity has increased 31 percent year-on-year, aided by lower mortgage rates. The
existing-home market remains constrained by low inventory—roughly 7.4 months of supply—and a rising
median price of $413,500, a dynamic that supports valuations but caps transaction volumes.

Globally, the PMI landscape reveals uneven momentum. The eurozone composite PMI recovered to 51.2,
supported by services, even as manufacturing activity continues to contract. Germany'’s Ifo index fell to
87.7, underscoring corporate pessimism. In the United Kingdom, services PMI slipped to 50.8 while
manufacturing remains mired in contraction, though accelerating M4 money supply growth suggests
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some underlying liquidity support. Canada has seen a 0.5 percent increase in wholesale prices, driven by
chemicals, meat, and vehicles, and GDP growth is expected to pick up modestly in the second half even as
the labor market softens. In Asia, Singapore’s core CPIrose 0.3 percent in August, but industrial
production remains weak. These developments, combined with tepid Canadian retail sales, point to
subdued regional demand.

Commodities present a nuanced picture. U.S. crude inventories declined by roughly 600,000 barrels, while
product demand increased 0.9 percent year-on-year and distillate demand fell 5.7 percent, suggesting
that uneven end-user consumption could cap oil prices if current trends persist. Eurozone broad money
growth has slowed to 2.9 percent, and household savings remain steady, implying a tightening liquidity
environment across Europe. Consumer confidence indicators highlight the same divergence: euro-area
sentiment has improved marginally yet remains deeply negative, while U.S. consumer sentiment has
softened amid growing concerns about job stability and financial-market volatility.

Figure 3: Major Global Markets (YTD)
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Source: Data sourced from Yahoo! Finance as on October 06, 2025. “GSPC - S&P 500 Index (US Large Cap), DJIA - Dow Jones Industrial Average (US Industrials), ~IXIC - NASDAQ
Composite Index (US Tech), “RUT - Russell 2000 Index (US Small Cap), “FTSE - FTSE 100 Index (UK Large Cap), ~STOXX50E - EURO STOXX 50 (Eurozone Equities), “N225 -
Nikkei 225 Index (Japan Equities), VEMAX - Vanguard Emerging Markets Stock Index Fund

Against this backdrop, investors are gravitating toward several strategic themes. The first is continued
exposure to technology and Al-linked equities, which have demonstrated earnings resilience even as
policy rates remain elevated. The second is selective engagement with housing-related names—
particularly homebuilders and mortgage REITs—that benefit from refinancing activity and inventory
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constraints. The third is a defensive tilt toward utilities and consumer-staples sectors, which can act as
ballast if inflation proves sticky and the policy pivot is delayed. Conversely, European industrials face a
more challenging environment, burdened by weak manufacturing and rising input costs; within this
segment, firms with robust service revenues and pricing power are best positioned to withstand the
downturn.

At the micro level, innovation continues to shape the market narrative. Vanguard and IBM’s pilot project on
quantum-enhanced portfolio optimization demonstrates the potential for algorithmic breakthroughs to
redefine long-term alpha generation in quantitative investing. Meanwhile, Moomoo’s decision to launch a
physical retail-trading hub in New York City illustrates how brokerage models are evolving to cater to
community-driven retail investors, a trend with implications for fintech valuations and customer-
acquisition dynamics. On the other hand, short-seller scrutiny of Al-compute infrastructure firm
CoreWeave highlights the growing tension between high valuations and untested profitability models in
the Al supply chain. Within credit markets, a resurgence in mortgage-refinance activity—the strongest
since 2022—is supporting originator earnings and may bolster residential-lending REITs. However,
temporary disruptions such as a potential U.S. government shutdown could inject short-term volatility by
delaying key data releases, including the employment report.

Figure 4: Emerging Market Bonds Continue to Significantly Outshine Other Major Economies on a YTD basis
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Source: Data sourced from Yahoo! Finance as on October 06, 2025. Australia - iShares Core Composite Bond ETF (GOVT.AX), United States - iShares U.S. Treasury Bond ETF
(GOVT), United Kingdom - iShares UK Gilts ETF (IGLT.L), Japan - Daiwa ETF-TOPIX Mid Small (2621.T), Canada - iShares Canadian Government Bond Index ETF (XGB.TO), China -
VanEck China Bond ETF (CBON), Eurozone - iShares Global Government Bond EUR Hedged ETF (XGLE.L), Global - Vanguard Total World Bond ETF (BNDW), Emerging Markets -
VanEck J.P. Morgan EM Local Currency Bond ETF (EMLC)
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The overarching outlook for the next four quarters rests on the assumption that monetary easing will only
materialize once inflation drifts below 2.5 percent and the labor market slackens further. Until then, a
balanced portfolio tilted toward growth-oriented equities, selective housing exposure, and prudent
European positioning remains the most viable strategy.

Monetary Policy Outlook

Federal Reserve communications over recent months underscore the institution’s cautious approach
toward policy normalization. Chair Jerome Powell’s public remarks have consistently emphasized data
dependency, stressing that premature easing would risk undermining the credibility painstakingly rebuilt
after the inflation surge of 2022-2023. Governor Michelle Bowman'’s speeches have added nuance by
highlighting the asymmetry in economic risks—particularly the persistence of labor-market tightness and
the uneven transmission of policy across sectors. Raphael Bostic of the Atlanta Fed and St. Louis Fed
officials have echoed similar sentiments, indicating that while the policy stance is restrictive, there
remains a non-negligible risk that inflationary pressures could re-ignite if the Fed eases too soon.

The policy conundrum is amplified by a yield curve that remains historically flat and, at times, inverted.
Short-term yields reflect elevated term premia as investors demand compensation for policy uncertainty.
Front-end Treasury auctions reveal mixed participation: demand remains solid among money-market
funds but is tempered by institutional caution, a sign that market participants are reluctant to bet on rapid
disinflation. The Fed's limited room to maneuver stems not from a lack of willingness but from macro
asymmetry: while growth is decelerating, the inflation plateau near 3 percent prevents the central bank
from declaring victory.

In assessing the real stance of policy, itis helpful to estimate the neutral real interest rate, or r*. With
nominal rates near 4 percent and inflation expectations anchored around 2.5 percent, real yields hover
between 1and 1.5 percent—above most estimates of the neutral level, suggesting that monetary policy
remains mildly restrictive. Term-structure models imply that this restrictiveness will persistinto early
2026 unless inflation declines materially. The Fed, aware of this, is deliberately preserving flexibility,
choosing incremental rather than pre-committed adjustments.

The policy outlook can therefore be framed as conditional. A gradual disinflation path, in which core PCE
falls toward 2.3 percent and wage growth cools, would justify another 50-75 basis points of cumulative
cuts over the next year. Conversely, if inflation stabilizes above 2.8 percent and the labor market fails to
weaken, the Fed may halt cuts entirely. A recessionary shock, though unlikely in the near term, could
trigger a more forceful response, including 100-125 basis points of easing. This asymmetric framework
underscores the Fed's balancing act between preventing overtightening and safeguarding its anti-
inflation credibility.
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Growth, Demand, and Inflation Dynamics

Consumption remains the anchor of U.S. growth. Despite waning consumer confidence, household
spending has held firm, sustained by accumulated savings among higher-income cohorts and robust
wage gains in the services sector. However, the marginal propensity to consume has declined as excess
savings diminish and credit utilization rises. Higher-frequency data on credit-card delinquencies and
auto-loan defaults suggest early signs of stress, particularly among lower-income borrowers, while bank
surveys indicate continued tightening in consumer-lending standards. The labor market thus remains
both a cushion and a risk: continued job creation underpins consumption, but any deterioration could
expose the fragility of household balance sheets.

Business investment paints a picture of cautious optimism. Orders for durable goods climbed 2.9 percent
in the latest month, supported by strong transportation and defense spending, while core capital-goods
orders—excluding aircraft and defense—rose 0.6 percent. Firms continue to allocate resources to digital
infrastructure, data-center construction, and Al-related capital outlays, sectors that are less sensitive to
interest-rate fluctuations. However, broader industrial investment remains subdued, constrained by
policy uncertainty and high financing costs. Corporate management commentary from recent earnings
calls reveals a preference for balance-sheet repair and shareholder returns rather than aggressive
expansion, suggesting that the rebound in capex is likely to remain uneven.

Housing, traditionally the most interest-sensitive sector, is exhibiting a complex bifurcation. The new-
home segment has been buoyed by limited resale inventory and strong builder incentives, pushing
annualized sales to 800,000 units. Refinancing activity has rebounded sharply—up 31 percent from the
previous year—as borrowers capitalize on slightly lower rates. This trend supports mortgage-originator
profitability and mortgage-REIT earnings, but it also reflects a temporary window rather than a sustained
credit boom. Existing-home sales remain flat due to low supply and affordability challenges, while home
prices have risen to a median $413,500. The result is a market where price appreciation persists but
transaction volumes stagnate—a combination that preserves household wealth but limits broader
economic spillovers.

Inflation remains the most persistent macro challenge. The core PCE index’s plateau around 2.8-3 percent
reflects sticky services inflation and lingering wage pass-throughs. Rent inflation continues to contribute
disproportionately due to lags in measurement. Inflation expectations derived from Treasury Inflation-
Protected Securities remain anchored but not benign, with five-year breakevens hovering above 2.4
percent. The risk is that expectations become entrenched, reducing the Fed’s flexibility. Moreover,
structural changes in global supply chains—such as re-shoring and the green-energy transition—may
reinforce a higher equilibrium inflation rate than pre-pandemic norms.

The labor market adds further complexity. Initial jobless claims have declined to 218,000, the lowest in two
months, underscoring continued hiring momentum, yet continuing claims remain elevated. This
divergence suggests that while layoffs are limited, re-employment durations are lengthening, implying
emerging inefficiencies in labor reallocation. Wage growth, though moderating, remains above 4 percent
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on a year-over-year basis, consistent with a tight labor market. If claims continue to fall, wage pressures
could easily re-ignite, particularly in services industries that remain chronically understaffed.

External Sector and the Dollar

The U.S. external balance has improved marginally, with the current-account deficit narrowing to $251
billion in the second quarter. The contraction largely reflects weaker imports of consumer goods,
consistent with softening domestic demand. Exports have remained resilient in services and high-value
technology segments, though manufacturing exports have been weighed down by the eurozone
slowdown. This compositional shift offers modest support to the dollar in the short term but is not
indicative of a structural rebalancing.

From a capital-flows perspective, the dollar continues to benefit from yield differentials and safe-haven
demand. Short-term U.S. yields remain higher than those of most G7 peers, attracting both portfolio and
reserve inflows. Unless the Fed cuts rates more aggressively than expected, the dollar’s carry advantage
is likely to persist. However, the medium-term trajectory is less certain. If the Fed moves toward a neutral
stance while Europe or Japan maintains tight policy to defend currencies, relative-yield dynamics could
shift, potentially limiting further dollar appreciation.

Figure 5: Major Global Currencies Continue to Appreciate Against the U.S. Dollar

US Dollar Index ~ —— EUR/USD JPY/USD —— GBP/USD —— CAD/USD

| ey

115

110

105

100 ----{ph

95

90

2025-01 2025-02  2025-03 2025-04  2025-05  2025-06  2025-07 2025-08  2025-09  2025-10

Source: Data sourced from Yahoo! Finance as on October 06, 2025.

Global spillovers remain a source of potential volatility. Europe’s manufacturing malaise persists, with
Germany'’s Ifo index at 87.7 signaling eroding corporate confidence. Weak external demand and high input
costs continue to constrain European industrial production. Meanwhile, the United Kingdom faces a
similarly uneven landscape, where services resilience masks industrial weakness. In Canada, improving
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wholesale prices have supported nominal GDP, but labor-market softening may temper momentum.
Across Asia, Singapore’s mild inflation and slowing industrial production point to cautious regional
demand. Collectively, these patterns reinforce the notion of a multi-speed global recovery in which the
United States continues to outperform developed peers, albeit modestly.

Financial Markets and Asset Classes

Financial conditions remain broadly accommodative despite restrictive policy rates, driven by buoyant risk
sentiment. Treasury yields have inched higher, reflecting both term-premium normalization and a
recalibration of the Fed’s easing path. The yield curve remains slightly inverted, a feature historically
associated with recession risk but currently reflecting the market’s belief that policy will remain tight for
longer. Credit markets show resilience, with investment-grade spreads anchored near post-pandemic
lows and high-yield spreads only modestly wider. The absence of stress in credit markets underscores
investors’ confidence in corporate balance sheets and earnings durability, though it also signals
complacency toward downside risks.

Figure 6: Global Asset Class Performance - Gold Overheating
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Equities continue to lead global performance, powered by technology and artificial-intelligence themes.
Earnings growth in megacap technology firms remains strong, offsetting weakness in cyclical sectors.
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Valuations, however, are stretched, with forward price-to-earnings multiples in the upper decile of
historical ranges. This leaves little margin for error should growth falter or inflation re-accelerate. Sector
rotation remains selective: investors have gravitated toward quality and secular-growth exposures while
shunning deep cyclicals and small caps. The dominance of Al, data infrastructure, and software names
reflects a structural shift rather than a temporary speculative cycle, though sentiment risk remains
elevated.

Commodities present a mixed outlook. Qil prices are supported by constrained supply and geopolitical
risks but face headwinds from decelerating global demand. The 0.6-million-barrel decline in U.S. crude
inventories and uneven product demand-—rising gasoline consumption offset by falling distillate usage—
illustrate this delicate balance. Real assets such as real estate and infrastructure remain appealing as
inflation hedges, but valuations have adjusted downward in response to higher financing costs. Mortgage
REITs and housing-related equities benefit from refinancing trends, while commercial-real-estate
exposures remain vulnerable to repricing pressures. Liquidity preferences are shifting: investors are
increasingly rewarding liquid assets, creating valuation premiums for Treasuries and mega-cap equities
relative toilliquid alternatives.

Figure 7: Gold Continues its Upward Trajectory
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Risks and Scenario Analysis

Four broad macro-financial risks dominate the outlook. The firstis inflation re-acceleration, triggered by
renewed commodity shocks, wage spirals, or tariff escalation. In such a scenario, the Fed would be forced
to delay cuts or even re-tighten policy, leading to higher bond yields, weaker equities, and wider credit
spreads. The second is a growth-shock or mild recession induced by consumer retrenchment or external
demand weakness. Under that path, the Fed would likely respond with aggressive easing, flattening yield
curves and boosting long-duration assets while compressing risk premiums over time. The third is a
policy-credibility shock, where inconsistent communication or data surprises undermine confidence in
the Fed'’s inflation-fighting resolve. This could precipitate volatility spikes across asset classes and raise
term premia. The fourth risk stems from external shocks, such as a sudden oil-supply disruption, Chinese
demand collapse, or geopolitical escalation, any of which could generate abrupt market dislocations.

In all these scenarios, the underlying message is clear: volatility is likely to rise, and cross-asset
correlations may shift unpredictably. Investors must therefore manage portfolios dynamically,
maintaining optionality through liquid instruments, disciplined duration management, and tactical hedges
rather than binary macro bets.

Strategic and Tactical Positioning

Within the base-case scenario of moderate growth and gradually declining inflation, a balanced asset
allocation remains prudent. Fixed-income investors can hold moderate duration exposure, focusing on
the front to intermediate segments of the Treasury curve where carry remains attractive. Inflation-linked
securities serve as inexpensive hedges against price surprises. Equity portfolios should maintain a
modest overweight to growth and technology, given sustained earnings momentum, but remain mindful
of valuation risk. Credit exposure should concentrate on high-quality issuers where balance-sheet
strength offsets spread compression. Real assets, including infrastructure and select commodities, offer
diversification benefits, while a healthy liquidity buffer enables tactical flexibility.

Sectorally, Al-linked technology and compute-infrastructure names remain compelling due to secular
demand and relatively low sensitivity to rates. Housing-related equities can outperformin the near term,
aided by refinancing momentum and supply shortages. Defensive sectors such as consumer staples,
utilities, and health care provide protection in scenarios where inflation remains sticky or policy tightening
persists. European industrials, conversely, face headwinds from weak manufacturing and input-cost
pressures, favoring selective exposure only to firms with strong service components or pricing power.
Across all strategies, risk control should remain paramount: maintaining option-based hedges, monitoring
liquidity indicators, and adopting a barbell approach—combining high-quality duration assets with
selective risk exposure—enhances resilience against macro volatility.
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Figure 8: All S&P 500 Sectors Registered Positive Performances, Led by Technology & Communication Services
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