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Macro Matters: Stagtlation: More Damage to
Economic Growth?

Macro Matters provides a concise, comprehensive look at macroeconomic themes that matter
to clients.
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The 3 key takeaways

« Growth: Weakening amid increasing concerns about stagflation
« Inflation: Slower progress toward 2% U.S. target, with uncertain impacts from latest tariffs

o Rates: Federal Reserve (Fed) on hold—internationally, more cuts are needed

GROWTH: MORE TARIFFS IN APRIL

With the larger-than-anticipated U.S. trade tariffs announced on April 2, growth uncertainty has
increased, and we expect that the magnitude by which the global macro environment (growth
and inflation) will evolve from here will be volatile. Factors that matter the most include how
tariffs are implemented and what reciprocal measures may be implemented by U.S. trading
partners.

Our base case is that growth expectations will likely take a hit sooner and inflation expectations
will become less anchored over coming weeks and months. U.S. net exports may take years to
show a meaningful shift from these tariffs as supply chains and prices reorganize. Prices are
unlikely to fall in the short term, despite consumers’ already-weak spending, because
businesses generally pass the financial impact of tariffs on to consumers in order to protect
margins. The Trump administration’s tariffs announced thus far appear to have exceeded market
expectations, triggering strong negative reactions across asset classes. With the volatility, we
see potential opportunities revealed for active managers across asset classes when coupled
with prudent risk management.

Internationally, growth has stabilized, although the latest European purchasing managers’ data
came in weaker than expected, indicating more stimulus is needed to lift consumer sentiment.
Germany’s announcement of additional fiscal stimulus has created positive sentiment toward
European manufacturing, but it's unclear how much this will affect domestic consumption. The
considerable fiscal stimulus expected in Europe overall might lift employment and domestic
consumption if the money finds its way into private-sector innovation and job creation, over the
long term. China’s growth continues to benefit from technology innovation, including artificial
intelligence developments, and some stabilization in consumer sentiment and the property
market.

INFLATION: CONCERNS OVER TARIFFS’ IMPACT ON PRICES

The latest U.S. inflation reading came in a touch lower than expected, with February’s core
inflation at 3.1% versus the 3.2% expected. That said, the Fed upgraded its short-term price
forecasts and consumers expect higher inflation from more expensive imports. In addition to



the latest tariffs, several other measures the Trump administration is taking, such as curbing
immigration and focusing on domestic production, will likely drive structurally higher prices,
and domestic wages should increase. Commodity prices have been increasing in 2025 due to
tariff worries and sharp increases for metals, including copper and gold. Climbing commodity
prices could make it more difficult for central banks to manage inflation. Sticky inflation
combined with slowing growth data has ignited fears of stagflation.

Outside the U.S., Germany surprised with a lower-than-expected February inflation reading,
which might give the European Central Bank (ECB) more room to cut rates this year. In China,
inflation dipped into negative territory again. Despite seasonal reasons for the negative reading,
the country’s overall consumer prices trend remains deflationary.

RATES: FED ON HOLD, WITH GROWTH VERSUS INFLATION TRADE-OFF WORSENING

As expected, the Fed left rates unchanged in March, and as long as we don’t see signs of a U.S.
recession, the Fed will likely stay on hold while assessing incoming data carefully. With the
increased trade and growth uncertainties, U.S. growth could easily drop by half—to 1.2% year
over year compared with 2024—and the Fed may cut rates more meaningfully in the second
half of 2025. As a result, the short-term interest rate market has moved closer to three rate cuts
by year-end, up from two cuts at the start of 2025.

U.S. Treasury bonds and international bonds have both been supported by hopes of more rate
cuts this year. While fiscal stimulus in the eurozone and the U.S. could make interest rate
decisions more difficult over the short term, we expect the ECB and the Bank of England (BoE)
to continue rate cuts this year, eventually joined by the Fed later in the year. Although the
market expects two more cuts from the ECB and BoE in 2025, we wouldn’t rule out a more
aggressive approach if growth data remain lackluster.

SERVICES SECTOR SLOWING FROM A PEAK WHILE MANUFACTURING SECTOR
BACK IN CONTRACTION
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IMPLICATIONS FOR FIXED INCOME

With increasing global trade uncertainty and central banks still cautious about adding more
stimulus before inflation targets are hit, we believe bond markets should continue doing well.
Yields remain attractive overall.



We believe U.S. bonds will remain supported and earn the carry. Interest rates will likely
continue falling on the short end of the curve, though probably not before the third quarter of
2025. Farther out on the curve, there’s likely more interest rate volatility ahead because tariffs
can potentially increase inflation through higher import prices and a weaker U.S. dollar. We
expect the interest rate curve to continue steepening in the second half of 2025 as the market
starts rebuilding a term premium into long-maturity bonds. We favor higher-quality U.S. bonds
with low- to medium-term durations that are less affected by interest rate and growth volatility.

International bonds remain supported by lower growth and inflation, although this is largely
priced in already. We'll need to see the full effects of the fiscal stimulus through defense
spending and how much of it will drive personal consumption higher, rather than the savings
rate. We remain positive on international bonds for now.

IMPLICATIONS FOR EQUITIES

We've become more cautious on equities in the short term and continue to expect a shift away
from the highly concentrated areas of U.S. equities toward more diversified areas, including
international equities. A weaker U.S. dollar and lower rates internationally combined with the
expected negative impact of U.S. trade tariffs on U.S. consumers have led to international
equities’ outperformance. Potentially lower geopolitical risk could boost international stock
markets and more fiscal spending could boost U.S. equities, but one of the main drivers remains
the fundamental outlook on inflation and how the Fed decides to react going forward.

We expect the global equity market’s broadening to continue—including emerging markets
supported by cheaper valuations, lower real rates, weaker currencies, and more Chinese
stimulus. Focusing on quality and valuation remains a prudent approach for us.

IMPLICATIONS FOR MULTI-ASSET PORTFOLIOS

Since the beginning of 2025, we've been adding to our international equity exposure while
reducing U.S. equity exposure. European, emerging market, and Chinese equities could offer
good diversification as the rally broadens. We continue to like bonds over cash, especially on
the international side. With growth concerns outweighing inflation concerns, we expect to see
the equity/bond correlation turn negative again, enabling bonds to become an effective risk
diversifier relative to equities. Tariff concerns will likely keep introducing short-term volatility—
we’ll need to see how this ultimately affects economic growth. Currently, we favor shorter
maturities because we expect a steepening yield curve in Europe. We remain underweight the
U.S. dollar given the increased likelihood of trade tariffs triggering negative side effects on
growth and inflation.

POTENTIAL ALLOCATIONS BASED ON TODAY’S ENVIRONMENT

The table below depicts our views on short-term trends. These perspectives are developed
using quantitative analysis of data over the past 30 years overlaid with qualitative analysis by
Allspring investment professionals. The positioning of each bar in the table shows the direction
and magnitude of an overweight.



. Current month’s positioning
l Previous month's positioning

Direction of overweight
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Broad allocation

Global bonds Global equities

I
Equities
Developed markets i Emerging markets
uU.sS. = International
Defensive ll Cyclical
Interest rates
Lower = Higher
Bond yield curve
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Credit spreads
Wider = Narrower
US. dollar
Stronger = Weaker

For illustrative purposes only.
Source: Allspring Multi-Asset Solutions, based on the team's analysis of current data
and trends for each category of assets.
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This material is provided for informational purposes only and is for professional/institutional
and qualified clients/investors only. Not for retail use outside the U.S. Recipients who do not
wish to be treated as professional/institutional or qualified clients/investors should notify
their Allspring contact immediately.

THIS CONTENT AND THE INFORMATION WITHIN DO NOT CONSTITUTE AN OFFER OR
SOLICITATION IN ANY JURISDICTION WHERE OR TO ANY PERSON TO WHOM IT WOULD BE
UNAUTHORIZED OR UNLAWFUL TO DO SO AND SHOULD NOT BE CONSIDERED INVESTMENT
ADVICE, AN INVESTMENT RECOMMENDATION, OR INVESTMENT RESEARCH IN ANY
JURISDICTION.



INVESTMENT RISKS: All investments contain risk. Your capital may be at risk. The value, price,
or income of investments or financial instruments can fall as well as rise and is not
guaranteed. You may not get back the amount originally invested. Past performance is not a
guarantee or reliable indicator of future results.

Allspring Global Investments™ (Allspring) is the trade name for the asset management firms
of Allspring Global Investments Holdings, LLC, a holding company indirectly owned by
certain private funds of GTCR LLC and Reverence Capital Partners, L.P. These firms include
but are not limited to Allspring Global Investments Luxembourg, S.A.; Allspring Funds
Management, LLC; Allspring Global Investments, LLC; Allspring Global Investments (UK) Ltd.;
Allspring Global Investments (Singapore) Pte. Ltd.; Allspring Global Investments (Hong Kong)
Ltd.; and Allspring Global Investments (Japan) Ltd.

Unless otherwise stated, Allspring is the source of all data (which is current or as of the date
stated). Content is provided for informational purposes only. Views, opinions, assumptions, or
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representation regarding their adequacy, accuracy, or completeness. They should not be
relied upon and may be subject to change without notice.
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