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Editorial 3

Of carrots and sticks

Dear readers,

As July melted into August, markets found themselves
faced with carrots and sticks as each headline either dan-
gled relief or swung a blow. Tariffs and geopolitical
posturing tested markets, while strong company earnings
and hopes for interest-rate cuts dangled optimism.

Investors found their own carrots in the meantime and
shrugged off the trade-policy blitz, with the mood having
turned risk-on. Market participants justified it with
expectations of upcoming rate cuts by the US Federal
Reserve. And those hopes were only reinforced when
Chair Jerome Powell, speaking at the annual Jackson Hole
symposium in Wyoming, cautiously signaled that the first
cut in nine months could indeed be on the table as soon
as September. We believe policymakers have a tough

call to make as they weigh stubborn inflation against grow-
ing risks to the labor market—while trying to time the
cuts right. The Fed’s dot plot! points to a total of 50
basis points in cuts by year-end, but we believe inflation
doesn’t make it easy to simply open the floodgates.

It complicates the picture and limits the Fed’s room to
maneuver.

As reciprocal tariffs took effect, US President Donald
Trump turned up the heat on India, doubling tariffs to

50 percent over its Russian oil purchases. He imposed
the same levy on Brazil, citing the trial of former Presi-
dent Jair Bolsonaro. Elsewhere, the US-China trade truce
was extended to November, temporarily easing tensions
between the world’s two largest economies. Still, Chinese
growth showed a general downward trajectory, weighed
down by a struggling property market and softer loan de-
mand. Additional stimulus from Beijing now appears more
likely to us in the foreseeable future.

* See “Glossary and sources” on p. 21.

Dan Scott

Head Multi Asset,

Chief Investment Officer,
Vontobel

Strong earnings results helped lift US equities to record
highs even amid tariffs, consumers seem to be pretty
resilient, we’ve seen stimulus ranging from European
spending to NATO budgets, and even the prospect of a
ceasefire in Ukraine. Trump and Vladimir Putin met in
Alaska in early August, and while the talks produced no
breakthroughs, the dialogue stirred hopes of cooling hos-
tilities. It appears that as investors return from their sum-
mer holidays, they’re ready to put money back to work
again.

This leaves some investors questioning whether markets
have become too optimistic on equities. We think not
necessarily. There appears to be plenty of capital waiting
on the sidelines, which could support further gains.

But we also believe selectivity matters, whether through
market-capitalization-weighted indexes or regional
allocations rather than allocating to broad-based indexes.

In this Investors’ Outlook, you’ll find a detailed look at a
topic that has been a concern for market participants of
late, namely central bank independence. You’ll also learn
about what’s been screwing with US beef prices and our
take on stock markets.

We aim to help our clients reach for the carrots while
shielding portfolios from the sticks.

— Webcast
To view our webcast on recent market
developments, click here.


https://www.vontobel.com/en-ch/insights/monthly-cio-update-september-2025-focus-on-the-fed/

Stefan Eppenberger
Chief Investment Strategist,
Multi Asset Boutique, Vontobel

More spurs than brakes?

New tariffs, mixed macroeconomic data, personnel
changes at major US institutions, and ongoing geopoliti-
cal tensions have unsettled investors over the summer.
Even so, equity markets climbed. Based on current mar-
ket conditions, we believe economic growth is poised
to improve, supported by favorable monetary conditions
and the prospect of global fiscal stimulus.

Earlier rate cuts are still filtering through the economy,
and there’s a possibility the Fed will resume easing

as early as September. On the fiscal side, Germany has
already announced measures, and China may act later
this year. And while tariffs may push some prices higher,
the effect should be modest and temporary, with weaker
consumption offsetting inflationary pressure.

US politics also shape the outlook. Since Liberation Day, we
believe President Donald Trump has leaned more toward

a pro-growth stance, which may gain traction as midterm
elections approach and approval ratings declinex

The Fed’s rate decisions will hinge on labor market condi-
tions, which are difficult to read. Trump’s restrictive
immigration measures have sharply reduced the number
of foreign-born workers. From March to July, 1.7 million
dropped off payrolls data, according to the National Foun-
dation for American Policy®. Immigrants have driven

more than half of US labor force growth over the past three
decades. What’s more, since the launch of ChatGPT

and similar tools, IT job postings have declined while un-
employment among recent college graduates has risen.
It’s possible Al may be displacing roles that were once
filled by earlycareer professionals. We believe the Fed

is likely to steer interest rates back to neutral territory, a
level that neither stimulates nor hinders economic growth.

The Multi Asset Boutique’s Investment Committee has
decided to refrain from making changes to its asset
allocation after it upgraded European equities in July. Find
the details on page 5.
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We remain neutral on cash, having reduced our
holdings from overweight in July.

We continue to believe that equities offer more
attractive returns than bonds and, therefore, reiterate
our underweight position in fixed income. With the
Fed expected to normalize monetary policy and return
to a neutral rate stance, we believe yields may face
some downside from current levels, though likely more
so in shorter-dated than longer-dated yields. This
dynamic may limit returns for government bonds, de-
spite a relatively appealing overall yield level. We
remain underweight in corporate investment-grade
and high-yield bonds. For emerging-market (EM)
hard-currency bonds, we stay neutral. EM assets typ-
ically benefit from lower US interest rates and

a weaker US dollar, which supports their outlook.

We maintain a slight overweight in stocks, supported
by our positive growth outlook amid accommodative
global monetary and fiscal policies. We express our
equity overweight through allocations to Eurozone
stocks, which we upgraded to overweight from neu-
tral in July, and EM equities. In the Eurozone, the
cyclical outlook has improved on stronger fiscal stim-
ulus and rate cuts by the European Central Bank
(ECB), while policymakers are starting to tackle struc-
tural issues like weak investment and innovation.
EM stocks benefit from our bearish US dollar view,
improving sentiment toward Chinese assets, and
attractive valuations.

We remain neutral for gold, which recently breached
a record high of USD 3,500 per ounce, boosted by
investors’ rate-cut hopes. Our neutral view is partly
due to cooling central bank demand. While central
bank demand continues to provide a floor for prices,
purchases slowed to 166 tons in the second quarter
from 248 tons in the first (-33 percent quarter-on-
quarter). In line with this trend, the World Gold
Council cut its 2025 central bank gold demand fore-
cast by 100 tons.

In the absence of geopolitical escalations, oil prices
are likely to stay under pressure. The Organization

of the Petroleum Exporting Countries and its allies
(OPECH+) recently announced an additional 547,000
barrels per day production hike for September, bring-
ing total supply restored since April to 2.5 million
barrels. This higher supply is poised to outpace de-
mand: the US driving season’ ends in September,
and Chinese demand in the coming months is uncer-
tain. Industrial metals have also paused their rally
after Trump’s copper tariff threats turned out to be
less severe than initially feared. We stick to our neu-
tral view on commodities.

We reiterate our neutral stance on alternative funds
and real estate.

Note: Views are as of August 2025. Subject to change without further notice.
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When political pressure
meets monetary policy

One could accuse US Federal Reserve Chair Jerome Powell of many things—
misjudging inflation in 2021, not raising interest rates quickly enough in

2021 -2022, or not lowering them fast enough in 2025—but being thin-skinned is
not one of them. Due to his reluctance to cut interest rates, Powell has been
branded a “stubborn moron®” and an “average mentally person” with a “low IQ for
what he does®” by US President Donald Trump. Considering Trump’s repeated
attempts to influence the Fed’s rate-setting body by either threatening to fire or
outright firing Fed governors, it may be time for a closer look at central bank
(in)dependence.

In one way or another, central banks have always been
established, at least in part, to serve political interests.
The world’s oldest, the Swedish Riksbank (1668), was
created to lend funds to the government and serve as a
clearinghouse for commerce®. Other European nations
soon followed, using central banks to carry out govern-
ment policy. The Bank of England (BoE), for instance,
was founded in 1694 primarily to finance England’s war
against France.

Michaela Huber ) Stefan Eppenberger In the early 20" century, a new wave of central banks
Senior Cross-Asset Strategist, Chief Investment Strategist, d with a f .. . df ial
Multi Asset Boutique, Vontobel Multi Asset Boutique, Vontobel emerged with a focus on crisis prevention and financia

stability. Among these “second-generation” central
banks was the US Federal Reserve (Fed). Before its cre-
ation, the US experienced frequent market panics,

bank runs, and failures. The Panic of 1907 was particularly
severe, with the New York Stock Exchange losing nearly
50 percent of its value from the previous year’s peak. With
no central bank to intervene, wealthy individuals like

J.P. Morgan and John D. Rockefeller stepped in to stabilize
the financial system. The reliance on private bankers

to rescue the national financial system spurred President
Woodrow Wilson to sign the Federal Reserve Act in

1913. Just one year later, the newly created Fed already
faced its first major test.

During World War | (1914 -1918), it played a significant
role in stabilizing the economy and supporting the war
effort. So-called Liberty Bonds were sold to the public to
fund military expenses, while rising government spend-
ing and heightened demand for goods put upward pres-
sure on prices. The Fed sought to manage these pres-
sures by influencing interest rates and credit conditions,
although its tools were still limited at the time.
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Chart 1: The Fed’s independence has been tested time and again,
with a particularly extreme case in the 1970s
Annual number of interactions

= Interactions between a US president
and the Fed

Truman tries to influence during Korean
War

Eisenhower pressures Fed to cut due to
1953 - 1954 recession

B LBJ pushes McChesney Martin against
a wall after he refuses to cut rates

B Nixon asks Burns to cut rates ahead of
his 1972 re-election campaign

B Reagan administration orders Volcker
not to hike rates ahead of 1984 election

George H.W. Bush pressures Greenspan

to lower rates ahead of 1992 election

1935 1945 1955 1965 1975 1985 1995 2005 2015

Source: Thomas Drechsel: Estimating the Effects of Political Pressure on the Fed: A Narrative Approach with New
Data (2024), Vontobel. Sample period starts with Franklin D. Roosevelt (1933) and ends with Barack Obama (2016).
President-Fed interactions can also spike due to other events, such as geopolitical crises.

World War | marked a significant turning point in mone-
tary policy. Many countries, including the UK, Germany,
and France, abandoned the gold standard to print more
paper money and finance higher spending. The result-
ing inflation served as a stark reminder of the risks when
governments instruct central banks to print money at
will. In the postwar years, the concept of central bank
independence began to gain ground, emphasizing the
need for monetary authorities to set interest rates and
policy without short-term political interference. Despite
growing awareness of the importance of central bank in-
dependence, the economic collapse of the 1930s

and the demands of World War Il saw governments exert
greater control over central banks once again, whether
to address unemployment and deflation during the Great
Depression or to finance wartime government spending.
After the establishment of the Bretton Woods system in
1944, central banks assumed a central role in main-
taining fixed exchange rates. As they had to defend cur-
rency pegs, their independence remained limited.

In the decades that followed, political pressure on
central banks intensified, particularly in the US (see chart
1). In 1951, President Harry Truman attempted to com-
pel the Fed to maintain a cap on Treasury yields, thereby
effectively financing US involvement in the Korean War.

By 1965, things even turned physical: President Lyndon

B. Johnson—who was pouring money into both his
“Great Society” programs*? and the Vietham War—sum-
moned then-Fed Chair William McChesney Martin to

his Texas ranch. There, Johnson reportedly shoved Martin
against a wall and yelled, “Boys are dying in Vietnam,

and Bill Martin doesn’t care®®.” Johnson’s successor, Rich-
ard Nixon, preferred a more public (and sarcastic)
approach. At the 1970 swearing-in ceremony of Arthur
Burns, Nixon quipped, “I respect his independence.
However, | hope that independently he will conclude that
my views are the ones that should be followed+.”
Determined to get the Fed to cooperate ahead of the
1972 election, Nixon held several meetings to push

Burns to cut rates. Burns ultimately yielded, lowering
interest rates despite the inflationary risks.

The 1972 intervention resulted in what many consider
one of the most painful chapters in US economic history:
a brief pre-election boom followed by a decade of stag-
flation, i.e., a combination of stagnant economic growth,
high unemployment, and high inflation, which defies
traditional macroeconomic theory (such as the belief that
inflation and unemployment have an inverse relation-
ship). It took the so-called Volcker Shock (1979-1982) to
restore the Fed’s credibility (see chart 2). Appointed as



Chart 2: The US’s “lost decade”—Ilow growth,
high inflation, high unemployment
In %

1972 1973 1974 1975 1976 1977 1978 1979 1980 1981

= US consumer price inflation
US unemployment rate
Recession

Source: LSEG, Vontobel; sample period 1972 -1981.

chair in 1979, Paul Volcker aggressively raised the federal
funds rate from roughly 10 percent to 20 percent, trigger-
ing double-dip recessions. In doing so, Volcker resisted
political pressure from both Democratic President Jimmy
Carter, who had appointed him, and Republican President
Ronald Reagan, who inherited the recession.

From the 1990s to early 2000s, central banks entered
what is widely regarded as the “golden age” of indepen-
dence, as many institutions achieved greater de jure
independence® (see chart 3). Several factors contributed
to this trend. First, numerous countries enacted statutory
reforms or treaty provisions that explicitly defined central
bank independence. For example, the Maastricht Treaty
of 1992 enshrined the ECB’s independence in EU law. Sim-
ilarly, the Bank of England (BoE) gained operational
independence to set interest rates in 1997, and the Swiss
National Bank (SNB) was granted independence in

2000 with the adoption of a new National Bank Act. Be-
fore 2000, the SNB already enjoyed a degree of opera-
tional independence, but without explicit legal guarantees.
Second, mandates became clearer and more narrowly
defined. The adoption of so-called “inflation targeting*®” as
a key policy framework was arguably one of the most
significant developments of the era, as it enabled central
banks to prioritize managing inflation, thereby limiting

Chart 3: Over the past few decades, many central banks
gained greater de jure independence
The Central Bank Independence—Extended (CBIE) Index

1960 1970 1980 1990 2000 2010 2020
- US Switzerland = UK
Germany = France = Chile

Source: Davide Romelli, Associate Professor in the Department of Economics at Trinity
College Dublin (2023). Note: The index (0 to 1) measures de jure independence of
central banks, with higher scores indicating greater legal independence. It is built on six
pillars (governor and central bank board, monetary policy and conflict resolution,
objectives, limitations on lending to the government, financial independence, and re-
porting and disclosure) and 42 criteria that evaluate various aspects like who
appoints the governor and board members, the length of their terms, reappointment
and dismissal procedures, the central bank’s statutory objectives, who holds

final authority over monetary policy, and how the central bank reports its activities.

the scope for political interference. Third, the tenure of
many central bank governors and board members was
often lengthened, and made non-renewable, to insulate
them from political pressure. For instance, members of
the ECB’s Executive Board, including the president and
vice president, serve a single, non-renewable eight-year
term. Finally, central banks also began emphasizing greater
transparency and accountability to strengthen public
trust. They started publishing meeting minutes, releasing
economic forecasts, and holding regular press confer-
ences. This shift marked a clear break from longstanding
traditions, such as the “never explain, never excuse”
ethos or the tendency to “mumble with great incoherence'”.”

These positive changes were not limited to developed
markets. In fact, emerging-market economies like Chile
serve as powerful reminders of how past crises can

drive meaningful progress. In the early 1970s, Chile was
plagued by weak economic growth, elevated fiscal defi-
cits, and triple-digit inflation, while real interest rates were
in negative (i.e., accommodative) territory. The military
government’s push for rapid deregulation and liberaliza-
tion, combined with an overvalued exchange rate, led

to a deep economic and banking crisis in the early 1980s.
The Central Bank of Chile was granted independence in
1989 and started to pursue an inflation-targeting regime
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in the early 1990s. Today, it is considered one of the most
independent and stable central banks in the region.
Mexico provides another example of improved central bank
independence. Following a period of economic instability
in the late 1980s, marked by high inflation and debt crises,
the country reformed its central bank in 1994, granting
the Bank of Mexico constitutional autonomy and a clear
mandate to prioritize price stability. Similarly, the South
African Reserve Bank (SARB) strengthened its indepen-
dence after decades of grappling with challenges,
particularly during the apartheid era. Since 2000, the
SARB has focused on inflation targeting, enhancing its
credibility and effectiveness in monetary policy.

Better than it used to be, but increasingly at risk again
That said, one cannot help but notice that the role of
many central banks has shifted once again. Crises such
as the Global Financial Crisis (2007 -2009), the Euro
Area Crisis (2009-2010), and the Covid-19 Crisis (2020)
forced many central banks to take on broader roles: they
were not only expected to act as “lenders of last resort”
to stabilize financial institutions (e.g., through bailouts)
but also to deploy unconventional monetary tools (e.g.,
quantitative easing) to support the post-crisis recovery.
These expanded roles arguably blurred the lines between
monetary and fiscal policy, as governments grew increas-

ingly reliant on central banks to finance deficits and sta-
bilize markets. This dynamic is also evident in several

of Trump’s recent statements. For example, in June, he
remarked, “If they (the Fed) were doing their job properly,
our country would be saving trillions of dollars in interest
cost (...) we should be paying 1 percent interest, or bet-
ter!®”,

This blurring of roles is not unique to the US. In 2020, ECB
President Christine Lagarde faced criticism after unveil-
ing emergency stimulus measures to protect the financial
system. The controversy was less about the measures
themselves than about her refusal to echo the “whatever
it takes” approach championed by her predecessor,
Mario Draghi, in 2012 to save the euro. What happened?
Lagarde stated, “We are not here to close spreads (...)
there are other tools for that and other actors to deal with
those issues®”, referring to the borrowing spread differ-
ences between heavily indebted countries like Italy and
less indebted ones like Germany. Her implicit attempt

to shift responsibility back to governments led to a sharp
sell-off in Italian assets. Three years later, the BoE (legally
independent since 1997) found itself embroiled in a high-
profile dispute with the UK government. What happened?
Just days before Chancellor Kwasi Kwarteng’s “mini bud-
get,” which included GBP 45 billion in unfunded tax cuts,
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Chart 4: What happened in the hours after news reports said Trump could fire Powell soon?

Firing news* led to higher US yields

... a weaker US dollar

... and weaker US equity markets
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= US Dollar Index

= S&P 500 Index

Source: Bloomberg, Vontobel. *On July 16, 2025, news reports cited an unidentified White House official stating that Donald Trump was likely to fire Jerome Powell soon.

Note: Times are shown in Central European Summer Time (CEST).

the BoE sold GBP 40 billion worth of gilts. At a time when
inflation was running above 10 percent, the prospect of
unfunded tax cuts triggered a bond market sell-off, made
worse by pension funds facing collateral calls on lever-
aged gilt investments. Prime Minister Liz Truss demanded
an investigation into the BoE’s actions and even called for
the dismissal of Governor Andrew Bailey. Ironically, Truss
herself ultimately resigned amid the ensuing turmoil. Even
the SNB, often regarded as one of the most independent
central banks in the world, has come under increasing
political pressure. Swiss cantons, which receive a share
of the SNB’s profits, have pushed for higher distributions,
potentially prioritizing short-term financial gains over long-
term monetary stability. Additionally, climate activists

and political groups have urged the SNB to align its invest-
ment policies with environmental goals, adding a new
layer of challenge to its independence.

Turkiye offers one of the clearest examples of how politi-
cal interference can undermine a central bank and desta-
bilize an economy. While the Central Bank of the Republic
of Turkiye (CBRT) is formally independent, its governor
can be appointed or dismissed at the president’s discre-
tion. President Recep Tayyip Erdogan, known for his
unorthodox belief that cutting interest rates reduces in-
flation, has dismissed five CBRT governors since 2019,

including one just two days after a rate hike. This has led
to double-digit inflation, capital flight, and widespread
dollarization of the economy.

Fast forward to today’s threats to the Fed chair

Trump’s repeated threats to fire Powell, coupled with his
history of dismissing other government officials, have
heightened concerns that he might eventually attempt to
remove Powell. Financial markets have reacted ner-
vously whenever such threats dominated headlines. For
instance, in mid-July, Bloomberg—citing an unidentified
White House official—reported that Trump was likely to
fire Powell soon?. Following the news, US bond yields
rose (bond yields move inversely to prices), the US dollar
weakened, and US equities came under pressure (see
chart 4). As it stands, Trump cannot dismiss Powell solely
because he disagrees with his monetary policy views.
The Supreme Court case Humphrey’s Executor v. United
States (1935) established that officials of independent
agencies cannot be removed by the president “without
cause,” with “cause” typically interpreted as malfea-
sance or gross misconduct. While the Supreme Court has
recently upheld Trump’s authority to dismiss certain US
officials, it also emphasized that the relationship between
the president and the Fed is distinct from that with other
independent agencies®. This suggests that Powell may,
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in fact, be legally protected. Consequently, consensus
assigns only a very low probability to Powell being fired
in 2025.

Meanwhile, Trump and his allies have begun searching
for a “cause”. In mid-July, Office of Management and Bud-
get (OMB) Director Russell Vought sent a letter to Powell,
criticizing cost overruns tied to the renovation of the Fed’s
historic headquarters—even though the OMB has

no oversight of the Fed, which funds its operations inde-
pendently of the congressional appropriations process.
Shortly afterward, Federal Housing Finance Agency Direc-
tor Bill Pulte expressed confidence that Congress would
investigate Powell over what he described as “deceptive??”
statements made during a June Senate hearing. Even
Treasury Secretary Scott Bessent—widely regarded as a
voice of reason—called for an investigation into the

Fed’s operations and effectiveness. “What we need to do
is examine the entire Federal Reserve institution and
whether they have been successful,” Bessent said in July®.
He went on to accuse the Fed of “fearmongering over
tariffs” despite “great inflation numbers” and voiced frus-
tration with “all these PhDs over there” who, he claimed,
are unable to “break out of a certain mindset.” If predic-
tion markets are any indication, Trump will also face
difficulties charging Powell “for cause”. By mid-August, the
probability of Powell being federally charged in 2025 was
just 10 percent.

The most market-friendly outcome, in our view, would

be for Trump to allow Powell to serve out his term as chair,
which expires in May, and then appoint someone more
aligned with his preferences. Even in that scenario, how-
ever, Trump may still have to contend with Powell as a
voting member of the Federal Open Market Committee
(FOMC). This is because Powell holds two distinct terms:
one as chair (until 2026) and another as an FOMC gover-
nor (until 2028). That said, Powell could choose to leave
the Board voluntarily when his term as chair ends, follow-
ing the precedent set by some of his predecessors.

Should investors worry about an “overly
accommodative” Fed?

To answer this question, it’s worth stepping back to look
at the FOMC'’s structure. The committee has 12 mem-
bers: seven members of the Board of Governors and five
of the 12 regional Reserve Bank presidents. Governors
are appointed by the US president and confirmed by the
Senate for staggered 14-year terms, with one term expir-
ing every two years on February 1 of an even-numbered
year. The chair and vice chair serve separate renewable
four-year terms, but must be sitting governors. Of the five
Reserve Bank presidents, one seat is permanent (held

by the New York Fed president), while the other four rotate
annually. In practice, this means that over a typical four-
year term, a US president can directly appoint or reappoint
at most about two governors. For Trump, these are
Jerome Powell’s chair seat (expiring in May 2026) and
Adriana Kugler’s governor seat (expiring in January
2026). After Kugler unexpectedly stepped down in August,
Trump appointed Stephen Miran, the current chairman

of the Council of Economic Advisors, as her temporary
replacement. According to Trump, Miran is not a succes-
sor-in-waiting for Powell but is expected to serve only the
remainder of Kugler’s existing term. At the end of August,
Trump once again sought to expand his influence over the
FOMC by dismissing Fed Governor Lisa Cook on allega-
tions of mortgage fraud. Cook hired a lawyer who prom-
ised to “do whatever is necessary” to prevent this “illegal
action®.”

If market expectations are correct, there are three likely
contenders for the Fed chair role. First is Kevin Warsh, a
former FOMC governor (2006-2011) who was not only
considered to be Fed chair during Trump’s first term but
also for Treasury Secretary in his second. Some observ-
ers believe that Trump appointed Scott Bessent as Trea-
sury Secretary to keep the door open for Warsh’s
potential appointment as Fed chair. Second is Kevin Has-
sett, the current National Economic Council Director,
who has joined in criticizing the Fed’s renovation project.
Third is Christopher Waller, already a sitting FOMC
member, who recently broke rank by publicly supporting
a July interest-rate cut.

There is no denying that the Fed chair holds significant
sway over the FOMC'’s direction and agenda. Paired

with more dovish governors, the chair could potentially
push for a more accommodative monetary policy.
However, several checks and balances are in place that
we believe would prevent Trump from selecting overly
dovish or outright “unorthodox” candidates. Chief among
them is the Senate confirmation process, which acts as

a critical gatekeeper. During Trump’s first term, the Senate
rejected his nomination of Judy Shelton for a governor
position. Shelton, an economist known for her unorthodox
monetary policy views, had advocated for tying the US
dollar to gold and suggested that the Fed should be less
independent. Notably, three Republican senators joined
Democrats in voting against her. We would expect the Sen-
ate to exercise even more vigilance when confirming a Fed
chair.

Beyond these two seats, Trump has little influence over
the remaining Reserve Bank presidents. These presi-
dents are even further outside his control, as they are hired



Chart 5: Trump may want to pay attention to markets

2022

2023 2024

= US 2-year overnight index swap (left axis)
US 5-year, 5-year inflation swap (right axis)

Source: LSEG, Vontobel; as of August 11, 2025.
Note: This chart shows market swap rates, not index performance data.

by the banks’ Boards of Directors (each Reserve Bank
has its own board), which are independent of supervised
entities. Only three Reserve Bank presidents have terms
expiring during Trump’s term, and none before 2028. The
rest serve terms extending into the 2030s, well beyond
the end of Trump’s second term.

When might a new Fed chair be announced?

Since five-time Fed Chair Alan Greenspan stepped
down, successors have typically been announced about
4.5 months before the end of the current chair’s term.
For Powell, this points to an announcement in early 2026.
The timing could matter for financial markets. If a suc-
cessor is named earlier—say, in autumn 2025—markets
might begin pricing in expectations of lower borrowing
costs even while Powell is still in office.

Trump may want to pay attention to markets

Ironically, the more Trump pressures the Fed and its chair,
the less likely he is to achieve lower borrowing costs.
Why? Many of his assertions, like claiming that “people
aren’t able to buy a house because this guy (Powell) is

a numbskull (...) he keeps the rates too high®,” are at odds
with economic realities. Fed interest-rate cuts, if they
occur, do not automatically translate into lower mortgage
rates. The standard 30-year fixed-rate mortgage is
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determined not by the Fed’s overnight rate but by long-
dated Treasury yields. The greater the perceived political
influence on US monetary policy, the more volatile infla-
tion is likely to become—and the higher the compen-
sation investors will demand for holding long-term invest-
ments in the US. That compensation typically comes

in the form of higher bond yields. As we go to press, the
market’s inflation expectations—as tracked by five-year,
five-year forward swaps®*—are picking up. This suggests
that markets already price in a certain risk (see chart 5).

We believe Trump would be well-advised to pay close
attention to market signals. If he does not, investors may
consider reducing exposure to US assets and increasing
allocations to alternatives such as gold. The yellow metal
performed exceptionally well during the stagflation of
the 1970s. Its outperformance only came to an end when
Paul Volcker’s aggressive interest-rate hikes managed

to restore market confidence in the Fed’s independence.
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Focus on the Fed as markets press

for cuts

Christopher Koslowski

Senior Fixed Income &

FX Strategist,

Multi Asset Boutique, Vontobel

The Fed kept rates on hold in July as inflation stays above
target and hiring cools. Tariff uncertainty and debate
over the neutral rate initially left policymakers cautious
about signaling near-term rate cuts, though Chair
Jerome Powell opened the door to that possibility at the
Jackson Hole symposium.

In July, Powell noted the case for easing was somewhat
stronger than in June, and two officials voted for a cut, but
policy remained modestly restrictive. The data has come
in mixed: growth has slowed, unemployment ticked higher,
yet inflation is still above target and new tariffs may

add pressure. Markets hoped for hints of cuts, which they
interpreted as all but guaranteed after Powell’s dovish
comments. The risk balance is murky, though. Tariffs’ in-
flation impact is unclear, and the neutral rate itself (the
level for stable growth and inflation) is up for debate. Fed
estimates range from 2.5 percent to 3.9 percent versus
the 3 percent many investors assume. Cutting too soon,
before inflation is back at target and the labor market
weakens further, could backfire. The White House is push-
ing for steeper cuts. We believe the data doesn’t support

Chart 1: Futures imply a “Powell effect,” with markets
pricing in deeper cuts after his final meeting in April
Fed Funds implied rate, in %
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Source: LSEG, Vontobel; as of August 20, 2025.

an outsized cut. A September cut looks more plausible
now given signs of a softer job market, but payrolls are
still growing, so we see no cause for alarm.

History warns against political meddling. Research by
macroeconomist Thomas Drechsel?” shows sustained
political pressure, like in the early 1970s, can raise the
price level about 7 percent over a decade without last-
ing output gains?. In today’s high-debt, fast-moving
environment, costs could hit sooner. Markets still trust
Powell to hold the line, and that trust rests on Fed inde-
pendence (see Market Highlights chapter on page 6

for a deep dive on this topic). Futures show little change
in the Fed’s expected path since June, but now price

in more easing after Powell’s final meeting in April 2026
(see chart 1).

Tight spreads, thin cushions

Investment-grade credit is extremely tight, with spreads
around 73 basis points over US Treasuries, the narrowest
in nearly 30 years (see chart 2). That reflects stronger
balance sheets, Fed easing hopes, improved earnings, a
low perceived recession risk, and robust demand that
keep all-in yields appealing despite thin spreads. The catch
is that valuations leave little margin if growth slows as
tariffs at multidecade highs and some labor data softens.
Credit markets are signaling calm while rates markets
show more caution, which leaves little cushion if growth
disappoints.

Chart 2: US credit spreads near multi-decade lows,
leaving no cushion
US investment-grade corporate bond spread, in %
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Source: LSEG, Vontobel; as of August 20, 2025.
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Climbing the wall of worry

Mario Montagnani
Senior Investment Strategist,
Multi Asset Boutique, Vontobel

Equities kept climbing the “wall of worry” over what
usually is a quiet summer period, with most regional
indexes hitting all-time highs in local currencies.

Bullish sentiment is based on a strong second-quarter
earnings season, upbeat guidance, easing tariff uncer-
tainty, expectations for September rate cuts, anticipated
Fed leadership changes, and expected 2026 stimulus
that could boost companies’ earnings per share (EPS) as
in 2018 (see chart 1). Earnings season delivered solid
surprises with minimal tariff effects, marking an inflection
in momentum (see chart 2) and suggesting prior revi-
sions may have been too pessimistic. Going forward, earn-
ings surprises are likely to play an important role in stock
performance given stretched valuations.

Inflation remains the main driver of equities’ direction.
Billions in tariffs are now hitting the US economy each
month—but who really bears the cost? The spillover

to consumer prices is more nuanced than many assume.
Tariffs don’t automatically flow fully through to con-
sumers. Their impact depends on factors like a company’s
competitive position, demand elasticity, distribution
model, time lags, and value chain structure. We see this in

Chart 1: The 2017 Tax Cuts and Jobs Act fueled
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US Producer Price Index (PPI) data, where importers
typically absorb the first hit through margin pressure, and
the historical correlation between PPl and the US Con-
sumer Price Index (CPI*°) has been weak, suggesting
producer prices aren’t a reliable predictor of consumer
inflation. Companies also have tools to offset tariffs: pre-
buying inventory, temporarily absorbing margins, diversi-
fying supply chains, reformulating products, redesigning
value chains, and—only as a last resort—passing on
costs selectively. Recent US “Big Box®” retailer earnings
confirm this.

So, will tariffs show up in CPI? Yes, and the third quarter
could bring a step-up, but we believe the overall trans-
mission is poised to be moderate, partial, and temporary,
spread across sectors and diluted over time. Services,
which account for 70 to 80 percent of CPI, remain largely
insulated. Higher-risk areas are consumer goods such as
electronics, toys, autos, and auto parts.

Tariffs may add volatility to CPI readings in coming quar-
ters, potentially reigniting the tug-of-war between the Fed
and the Trump administration, with Powell reluctant to
cut rates. But unlike 2021 -23, we see no structural dam-
age to value chains. We view market pullbacks as oppor-
tunities to add to equity exposure.

Chart 2: Positive earnings revisions in developed markets
outnumbered negative ones in the second quarter
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Meat-flation

Michaela Huber
Senior Cross-Asset Strategist,
Multi Asset Boutique, Vontobel

US cattle prices have surged to historic highs in 2025
(see chart 1), highlighting the “three Ds” that often push
agricultural commodity prices higher: drought, disease,
and demand.

The main force behind the price surge is the multiyear
contraction of the US cattle herd. Rising production costs
and severe drought across key states like Texas, Okla-
homa, and Kansas, home to roughly one-third of the US
beef cow inventory, have led ranchers to aggressively

cull their herds. According to the US Department of Agri-
culture (USDA), the national herd is now at its lowest

level since the early 1960s (see chart 2). Supply issues have
been compounded by the closure of the US-Mexico
border to cattle imports due to the resurgence of the New
World screwworm?®, The worm—actually a type of fly—
lays its eggs in the wounds of warm-blooded animals, often
leading to death as the larvae hatch and feed on living
tissue®. In the 1950s, the screwworm devastated cattle
herds, leading to significant economic losses. Mexico,

a key source of more than one million feeder cattle annu-
ally, has faced repeated outbreaks of the parasite,

Chart 1: US cattle prices have surged to all-time highs

In US dollars per points
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— Chicago Mercantile Exchange—Feeder Cattle Index

Source: Chicago Mercantile Exchange, Vontobel; as of August 19, 2025.

sharply reducing cattle exports to the US in 2025. For
now, the border remains closed. The USDA will review the
import suspension monthly, taking into account eradica-
tion progress and the worm’s spread.

In addition, Immigration and Customs Enforcement raids
on farms and meatpacking plants targeting individuals
without proper work authorization further disrupted oper-
ations. On the demand side, consumer appetite for beef
has remained surprisingly strong. For financial markets,
surging cattle prices are contributing to broader food
inflation. While energy prices are falling, protein inflation,
led by beef, is keeping grocery inflation stubbornly high.

What are the potential sources of relief? Favorable
weather would be the most organic solution, as improved
forage availability could incentivize ranchers to rebuild
their herds. The expected record-high US corn harvest may
also boost feed supplies and lower costs. Government
programs (e.g., emergency assistance for drought-stricken
areas) could also encourage restocking efforts. Lastly,
increased imports from other countries could help rebal-
ance US supply. However, these measures won’t resolve
the low inventory problem (and may not be politically
desirable).

In the short term, the situation may worsen before it im-
proves. Rebuilding cattle supply is typically a multi-year
process. Additionally, when ranchers hold back heifers
from slaughter to expand their herds, beef production
temporarily slows. This reduction in supply will likely push
prices even higher before they eventually come down.

Chart 2: Low supply—the smallest herd in decades

In thousands
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Source: LSEG, Vontobel; as of August 19, 2025.
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Tariffs and US resilience cloud the
euro’s short-term outlook

Christopher Koslowski

Senior Fixed Income &

FX Strategist,

Multi Asset Boutique, Vontobel

The euro’s cyclical outlook has been dented by tariffs
and lingering US strength, but market trends indicate
that the longer-term bullish case against the dollar holds,
with the key risk being a stronger-than-expected US
economy.

Last year’s dollar rally was fueled by strong US growth
and repeated upgrades to gross domestic product (GDP).
But momentum faded in 2025. The US Dollar Index fell
about 11 percent in the first half of the year, marking the
end of a structural bull run that began in 2010 and deliv-
ered a cumulative gain of around 40 percent by 2024. Back
in 1985, the dollar’s slump came in the wake of the Plaza
Accord, when major economies coordinated to weaken
the US currency after a period of extreme strength.

By August 21, the US dollar had clawed back part of this
year’s losses, though the scale of the drawdown invites
comparison with the 1985 reversal following the Plaza
Accord (see chart 1).

A 15 percent US levy on the EU, coupled with a firmer
euro, leaves euro-area exporters more exposed. The big-
ger risk, in our view, isn’t further European weakness but
a US rebound. Consensus for US growth has slipped to

Chart 1: The US dollar’s worst start in decades rivals
the Plaza-era collapse
In %

1.5 percent from 2.3 percent for 2025 and to 1.7 percent
from 2 percent for 2026. Euro-area projections have held
near 1 percent (see chart 2). With Europe’s weakness
already priced in, the swing factor is US data. Incoming
releases now sit at the center of the EUR/USD outlook.
Our longer-term stance is unchanged: structurally bullish
on the euro, with stronger-than-expected US growth the
main risk.

In Switzerland, tariffs may weigh on growth, but the Swiss
franc’s outlook rests on its role as a defensive hedge,
which keeps the long-term bullish case intact. Inflation
inched higher in July, with headline CPl up 0.2 percent
year on year and core up 0.8 percent, driven by transport,
services, and some food prices, while the strong franc
kept import costs low. July’s uptick aside, inflation is still
at the low end of the SNB’s 0—2 percent range and is
likely to hover near zero in the months ahead. Some pickup
is expected only toward late 2025 as base effects fade
and tariffs filter through. Current data is unlikely to sway
the SNB’s stance, with officials focused on the franc,
wary that further appreciation could quickly erase the
modest rise in prices.

The surprise 39 percent US tariff on Swiss exports in
August initially sparked a short-lived selloff in the franc.
While such a levy may weigh on Switzerland’s growth
outlook, they don’t drive the currency. The franc’s strength
is rooted less in domestic fundamentals or rate differen-
tials and more in its role as a structural hedge. With diver-
sification back in focus and de-dollarization themes
resurfacing, its defensive appeal is as strong as ever, in
our view. These factors leave the longer-term case for a
stronger franc intact.

Chart 2: Converging EU-US growth expectations,
with a US rebound the biggest short-term risk
Annual GDP economic forecast, in %
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Economy and financial markets 2024 - 2026

The following list shows the actual values, exchange rates, and prices from 2024, as well as consensus forecasts for
2025 and 2026 for gross domestic product (GDP), inflation/inflationary expectations, key central bank interest rates,
10-year government bonds, exchange rates, and commodities.

2025 2026
GDP (IN %) 2024 CURRENT? CONSENSUS CONSENSUS

2025 2026 VONTOBEL VIEW
INFLATION IN 2025°

Eurozone

CONSENSUS CONSENSUS VONTOBEL VIEW
IN 3 MONTHS _IN 12 MONTHS IN 12 MONTHS®

CONSENSUS CONSENSUS VONTOBEL VIEW
IN 3 MONTHS _IN 12 MONTHS IN 12 MONTHS®

CONSENSUS CONSENSUS VONTOBEL VIEW
IN 3 MONTHS _IN 12 MONTHS IN 12 MONTHS®

v

CONSENSUS CONSENSUS VONTOBEL VIEW
COMMODITIES 2024 CURRENT _ IN3MONTHS _IN12 MONTHS IN 12 MONTHS®

Note: Views are as of August 2025. Subject to change without further notice.
Forecasts do not guarantee future results.

Subject to revisions (e.g., potential revisions to 4Q data)

Latest available quarter

Subject to revisions

Latest available month, G20 data only quarterly

1 above consensus, > in line with consensus, v below consensus

Source: Vontobel, respective statistical offices and central banks; as of August 21, 2025.
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Glossary and sources

The dot plot is a chart that the Fed releases. It shows where each Fed official expects interest rates to be in the future. Each dot represents

one policymaker’s projection.

Source: Forbes article, published August 19, 2025. forbes.com/sites/saradorn/2025/08/19/trumps-approval-rating-at-record-low-as-most-

say-hes-too-close-to-putin/

Source: National Foundation for American Policy report, published August 1, 2025. nfap.com/wp-content/uploads/2025/08/Labor-Force-

Analysis-for-July-2025.DAY-OF-RELEASE.2025.pdf

“Underweight” means the Vontobel Multi Asset Investment Committee has a lower preference for an asset class or sub-asset class. This

reflects the belief that the asset class is less attractive relative to others in the current market environment. It is not a recommendation to

avoid the asset entirely but suggests a reduced allocation.

“Neutral” means the Vontobel Multi Asset Investment Committee has neither a higher nor lower preference for an asset or sub-asset class.

This reflects a balanced view, where the asset class is expected to perform in line with its historical or market-average performance. It is not

a recommendation to take action but suggests maintaining the current allocation.

“Overweight” means the Vontobel Multi Asset Investment Committee has a higher preference for an asset class or sub-asset class. This

reflects the belief that the asset class is more attractive relative to others in the current market environment. It is not a recommendation to

invest heavily but suggests increasing the allocation.

«Underweight”, “neutral” and “overweight” classifications re internal views of the investment committee and should not be construed as rec-

ommendations for individual investors or a call to action. It merely reflects Vontobel’s outlook on the expected value development of a partic-

ular asset class. These evaluations are distributed solely for informational purposes to a wider audience and are not tailored to a specific

customer group.

Refers to the period from Memorial Day (late May) to Labor Day (early September) when Americans typically drive the most.

Source: Reuters article, published August 1, 2025: reuters.com/world/us/trump-fed-board-should-assume-control-if-powell-wont-lower-in-

terest-rates-2025-08-01/

Source: Fox Business article, published June 25, 2025: foxbusiness.com/economy/trump-slams-fed-chair-powell-not-cutting-rates-average-

mentally-person

Source: The Federal Reserve Bank of Cleveland, “A Brief History of Central Banks”, published December 1, 2007. clevelandfed.org/publica-

tions/economic-commentary/2007/ec-20071201-a-brief-history-of-central-banks

The Panic of 1907 was a US financial crisis triggered by a failed attempt to corner the copper market, leading to bank runs and a collapse of

trust in financial institutions. It exposed weaknesses in the banking system and spurred the creation of the US Federal Reserve.

Set of programs in the 1960s aimed at eliminating poverty and reducing racial injustice. It expanded education, healthcare, housing, and civil

rights protections in the US.

Source: Sebastian Mallaby (2016): The Man Who Knew: The Life and Times of Alan Greenspan.

Source: The American Presidency Project transcript of Nixon’s remarks, presidency.ucsb.edu/documents/remarks-the-swearing-dr-arthur-f-

burns-chairman-the-board-governors-the-federal-reserve

De jure independence means central banks are legally granted autonomy to make monetary policy decisions without direct political interference.

Inflation targeting is a monetary policy framework in which a central bank sets an explicit target or range for the inflation rate and uses inter-

est rates and other monetary tools to achieve that target. The primary goal is to maintain price stability over the medium term, which helps

foster economic growth and stability. Central banks that adopt inflation targeting typically make their inflation goals public and commit to

transparency and accountability in their policy decisions.

Consider, for example, Bank of England Governor Montagu Norman, who famously adopted the motto “Never explain, never excuse,” or five-

time Fed Chair Alan Greenspan, who once quipped, “Since I've become a central banker, I’'ve learned to mumble with great incoherence. If |

seem unduly clear to you, you must have misunderstood what | said.”

Source: Sky News article, published June 30, 2025. news.sky.com/story/trump-takes-aim-at-fed-chair-jerome-powell-again-and-says-he-

should-be-ashamed-13390649

Source: Politico article, published March 13, 2020. politico.eu/article/christine-lagarde-corona-blunder-ecb/

2 Source: Bloomberg article, published July 16, 2025. bloomberg.com/news/articles/2025-07-16/trump-likely-to-fire-powell-soon-white-
house-official-says

2 Source: Supreme Court of the United States, published May 22, 2025. documentcloud.org/documents/25951855-24a966-order/

2 Source: Bloomberg article, published July 17, 2025. bloomberg.com/news/articles/2025-07-16/pulte-confident-congress-will-probe-pow-
ell-over-renovations

23 Source: CNBC interview, published July 21, 2025. cnbc.com/2025/07/21/treasury-secretary-bessent-calls-for-a-review-of-the-entire-feder-
al-reserve.html

% Source: Reuters article, published August 27, 2025. reuters.com/business/finance/fed-governor-cook-will-sue-keep-her-job-trump-mulls-
replacement-2025-08-26/

2 Source: The Guardian article, published July 18, 2025. 24theguardian.com/business/2025/jul/18/trump-calls-fed-chair-a-numbskull-who-
makes-it-difficult-for-people-to-buy-a-house

2 An interest-rate swap that begins five years from today and lasts for five years.

27 Thomas Drechsel is a macroeconomist and assistant professor at the Economics Department of the University of Maryland, and a research
affiliate at the Centre for Economic Policy Research (CEPR).

2 Source: Research paper by Thomas Drechsel, “Political Pressure on the Fed”, published July 30, 2025. econweb.umd.edu/~drechsel/papers/
drechsel political pressure shocks.pdf

2 PPl measures the change in selling prices received by domestic producers for their goods and services, which reflects inflation from a pro-
ducer’s perspective.

% CPI measures the change in prices paid by consumers for goods and services, which reflects the cost of living.

Refers to large-format chain retailers that operate out of big, warehouse-like stores, such as Walmart, Target or Costco.

In the late 1950s, the US Department of Agriculture (USDA) initiated a large-scale screwworm eradication program using the sterile insect

technique (SIT). This method involved mass-rearing and sterilizing male screwworm flies, then releasing them to mate with wild females, thus

preventing them from producing offspring and ultimately reducing the screwworm population. The program achieved significant success,

eradicating screwworms from the southeastern and southwestern US by the late 1960s.

3 Source: US Department of Agriculture, Animal and Plant Health Inspection Service, as of August 18, 2025. aphis.usda.gov/livestock-poul-

try-disease/cattle/ticks/screwworm
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https://www.forbes.com/sites/saradorn/2025/08/19/trumps-approval-rating-at-record-low-as-most-say-hes-too-close-to-putin/
https://www.forbes.com/sites/saradorn/2025/08/19/trumps-approval-rating-at-record-low-as-most-say-hes-too-close-to-putin/
https://nfap.com/wp-content/uploads/2025/08/Labor-Force-Analysis-for-July-2025.DAY-OF-RELEASE.2025.pdf
https://nfap.com/wp-content/uploads/2025/08/Labor-Force-Analysis-for-July-2025.DAY-OF-RELEASE.2025.pdf
https://www.reuters.com/world/us/trump-fed-board-should-assume-control-if-powell-wont-lower-interest-rates-2025-08-01/
https://www.reuters.com/world/us/trump-fed-board-should-assume-control-if-powell-wont-lower-interest-rates-2025-08-01/
https://www.foxbusiness.com/economy/trump-slams-fed-chair-powell-not-cutting-rates-average-mentally-person
https://www.foxbusiness.com/economy/trump-slams-fed-chair-powell-not-cutting-rates-average-mentally-person
https://www.clevelandfed.org/publications/economic-commentary/2007/ec-20071201-a-brief-history-of-central-banks
https://www.clevelandfed.org/publications/economic-commentary/2007/ec-20071201-a-brief-history-of-central-banks
https://www.presidency.ucsb.edu/documents/remarks-the-swearing-dr-arthur-f-burns-chairman-the-board-governors-the-federal-reserve
https://www.presidency.ucsb.edu/documents/remarks-the-swearing-dr-arthur-f-burns-chairman-the-board-governors-the-federal-reserve
https://news.sky.com/story/trump-takes-aim-at-fed-chair-jerome-powell-again-and-says-he-should-be-ashamed-13390649
https://news.sky.com/story/trump-takes-aim-at-fed-chair-jerome-powell-again-and-says-he-should-be-ashamed-13390649
https://www.politico.eu/article/christine-lagarde-corona-blunder-ecb/
https://www.bloomberg.com/news/articles/2025-07-16/trump-likely-to-fire-powell-soon-white-house-official-says
https://www.bloomberg.com/news/articles/2025-07-16/trump-likely-to-fire-powell-soon-white-house-official-says
https://www.documentcloud.org/documents/25951855-24a966-order/
https://www.bloomberg.com/news/articles/2025-07-16/pulte-confident-congress-will-probe-powell-over-renovations
https://www.bloomberg.com/news/articles/2025-07-16/pulte-confident-congress-will-probe-powell-over-renovations
https://www.cnbc.com/2025/07/21/treasury-secretary-bessent-calls-for-a-review-of-the-entire-federal-reserve.html
https://www.cnbc.com/2025/07/21/treasury-secretary-bessent-calls-for-a-review-of-the-entire-federal-reserve.html
https://www.reuters.com/business/finance/fed-governor-cook-will-sue-keep-her-job-trump-mulls-replacement-2025-08-26/
https://www.reuters.com/business/finance/fed-governor-cook-will-sue-keep-her-job-trump-mulls-replacement-2025-08-26/
https://www.theguardian.com/business/2025/jul/18/trump-calls-fed-chair-a-numbskull-who-makes-it-difficult-for-people-to-buy-a-house
https://www.theguardian.com/business/2025/jul/18/trump-calls-fed-chair-a-numbskull-who-makes-it-difficult-for-people-to-buy-a-house
https://econweb.umd.edu/~drechsel/papers/drechsel_political_pressure_shocks.pdf
https://econweb.umd.edu/~drechsel/papers/drechsel_political_pressure_shocks.pdf
https://www.aphis.usda.gov/livestock-poultry-disease/cattle/ticks/screwworm
https://www.aphis.usda.gov/livestock-poultry-disease/cattle/ticks/screwworm
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