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Economic Outlook – key views
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Worst-case scenarios are off the table, but material uncertainty remains

Growth Inflation Central Banks Risks

Global economy to slow 

following tariffs by the US on 

global trading partners

US likely to stall as tariffs 

lead to a large fiscal 

tightening. Europe/China to 

avoid recession with support 

from looser monetary and 

fiscal policy

US inflation likely to move 

higher in the near term as 

tariffs lead to a one-off spike 

in price levels

US wage growth slowing, 

labour markets balanced so 

no recurrent inflation

Ex US, inflation is likely to 

fall

The Fed will want to assess 

the impact of tariffs and 

proceed cautiously in the 

near term 

The ECB & BOE to cut 

gradually. The BOJ should 

resume to gradually hiking 

rates

Growth risk due to tariffs 

direct shock and the 

associated uncertainty. Tariff 

inflation risk

Tariff pauses and negotiations 

mean the worst-case 

scenarios appear off

Upside growth risks from AI



Timeline of US Tariff Announcements in 2025

Effective Date Target Countries/Sector Action

4 February 2025 China 10% on all goods imports 

4 March 2025 Canada, Mexico
China

25% on goods not UMSCA compliant (c56%), 10% for Canadian energy
Raise effective tariffs to 20% 

12 March 2025 Steel & Aluminium 25% on all imports

2 April 2025 Venezuelan Oil importers 25% tariffs on all goods (biggest buyers: China, Spain, India)

3 April 2025 Autos 25% on all imported vehicles

5 April 2025 All 10% baseline tariff on all goods imports into the US

9 April 2025 “Reciprocal” tariffs Individual tariffs on countries with the biggest trade deficit, lowered to 10% 
universal tariffs on all (ex China) for 90 days

12 April 2025 China 145% tariffs with China retaliating by placing 125% tariffs

3 May 2025 Car parts 25% on certain imported car parts

14 May 2025 China Tariffs lowered to 30% by the US and to 10% by China

28-29 May 2025 All Court of International Trade ruling that all tariffs applied under IEEPA 
exceeded President’s authority; subsequently blocked by appeals court

TBD Pharmaceuticals, 
semiconductors Expect tariffs on pharmaceuticals



Average tariff rate to jump even after pause on reciprocal 
tariffs
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Tariffs = large tax hike on the US consumer (direct impact)

5Source: JP Morgan, Tax Foundation, Mercer. As at April 2025
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Growth negative, inflation positive shock (direct impact)

6

-2.5%

-1.5%

-0.5%

0.5%

1.5%

2.5%

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

2025 2026

Tariff impact on US GDP (YoY)

Trade Deficit Tax-like effect Financial Conditions
Uncertainty Total

Source: Mercer, Goldman Sachs. As at April 2025



Uncertainty weighs on confidence (indirect impact)

7



China’s economy in need of rebalancing
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Japan has entered a structurally higher nominal GDP growth environment…
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…supported by higher wages and inflation
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Shunto Spring Wage Negotiation Agreed 
Pay Increases

Source: Statistics Bureau of Japan, Japan Trade Union Confederation. Data as of May 28, 2024.
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Fed has tough balancing act, ECB can cut, BoJ to hike

11© 2025 Mercer (US) LLC. All rights reserved.

Source: Goldman Sachs, Barclays. Data as of May 27, 2025.

Fed BoE ECB BoJ

Now 4.5% 4.25% 2.25% 0.5%

2025 -59bps -47bps -57bps +20bps

2026 -38bps -11bps +14bps +11bps

2027 +18bps +6bps +27bps +14bps



Asset class outlook – key views
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Equities Growth Fixed   

Income

Defensive Fixed 

Income

Currencies

The outlook for equities is 

bearish because of slowing 

growth and rising inflation.  

Earnings per share growth 

forecasts appear too 

optimistic

Corporate balance sheets in 

reasonable shape. However, 

growth is softening, which 

should lead to higher 

defaults. Spreads may 

widen from currently tight 

levels

Long gilt yields attractive 

from a valuation 

perspective as offering 

yields not seen since the 

1990s

Investment grade spreads 

are relatively tight, given 

the uncertain outlook

US dollar weakness likely 

to continue given the 

slowdown in US growth. 

USD still expensive

Japanese yen, euro are 

cheap and are expected to 

benefit from valuation 

rerating and narrowing of 

growth differentials 



Equities not cheap, earnings expectations optimistic
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Equity positioning stretched

14s



Japanese Equity – improving profitability to support ROE

Return on Equity: DM ex Japan vs. Japan

Source: Bloomberg. Data as of April 30, 2025.
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Credit spreads remain at historically tight levels
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Yields broadly normal levels (we see regional opportunities)
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Frontier Market Debt yields remain attractive
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Yen remains remarkably cheap, should move as BoJ hikes
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Current Global DAA views
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Liquid SAA relative opportunities through the lens of a 6-18 month investment horizon

Position Change Position Change
Equities -5% Defensive Fixed 5%

Developed -6% Nominal Gov 0%
Emerging 0% Long Dated UK Gilts 5%

Small Cap 0% Real Gov 0%
Japan 1% IG Credit 0%

Growth Fixed 4% Net FX Position
EM Debt (HC) 0% USD -5% ↓2%
EM Debt (LC) 0% CHF -3%

Global HY -3% EUR 2%
Frontier Debt 5% JPY 3% ↓1%

Asia HY 2% CNH 0% ↑3%
FM FX 3%

Commodities 0%
Cash & Cash Like -4% Tracking Error (p.a.) 1.01% ↓5bps

Global Unconstrained

Source: Mercer. For illustrative purposes only. As at April 2025. 
*Latest change made on 22 May 2025.
An unconstrained portfolio is one that is able to invest in a broad range of liquid asset classes including being underweight cash. 
Tracking error is the relative risk of the DAA positions. Net FX position includes physical currency exposure through asset class tilts 
plus currency overlay positions. All fixed income assets are USD hedged excluding emerging/frontier market debt. Equities are 
unhedged. 2% p.a. max tracking error. 0.25%-0.5% value add expected over the medium term.
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Important notices 

References to Mercer shall be construed to include Mercer (US) LLC and/or its associated companies.

© 2025 Mercer (US) LLC. All rights reserved. 

This content may not be modified, sold or otherwise provided, in whole or in part, to any other person or entity without Mercer's prior written permission. 

Mercer does not provide tax or legal advice. You should contact your tax advisor, accountant and/or attorney before making any decisions with tax or legal implications. 

This does not constitute an offer to purchase or sell any securities. 

The findings, ratings and/or opinions expressed herein are the intellectual property of Mercer and are subject to change without notice. They are not intended to convey any guarantees as to the future performance of the investment products, asset 

classes or capital markets discussed. 

For Mercer’s conflict of interest disclosures, contact your Mercer representative or see mercer.com/footer/conflicts-of-interestmercer-investments. 

This does not contain investment advice relating to your particular circumstances. No investment decision should be made based on this information without first obtaining appropriate professional advice and considering your circumstances. Mercer 

provides recommendations based on the particular client's circumstances, investment objectives and needs. As such, investment results will vary and actual results may differ materially. 

Past performance is no guarantee of future results. The value of investments can go down as well as up, and you may not get back the amount you have invested. Investments denominated in a foreign currency will fluctuate with the value of the 

currency. Certain investments, such as securities issued by small capitalization, foreign and emerging market issuers, real property, and illiquid, leveraged or high-yield funds, carry additional risks that should be considered before choosing an 

investment manager or making an investment decision. 

Information contained herein may have been obtained from a range of third party sources. While the information is believed to be reliable, Mercer has not sought to verify it independently. As such, Mercer makes no representations or warranties as 

to the accuracy of the information presented and takes no responsibility or liability (including for indirect, consequential, or incidental damages) for any error, omission or inaccuracy in the data supplied by any third party. 

For the most recent approved ratings of an investment strategy, and a fuller explanation of their meanings, contact your Mercer representative. 

 Not all services mentioned are available in all jurisdictions. Please contact your Mercer representative for more information.

Investment management and advisory services for U.S. clients are provided by Mercer Investments LLC (Mercer Investments). Mercer Investments LLC is registered to do business as “Mercer Investment Advisers LLC” in the following states: 

Arizona, California, Florida, Illinois, Kentucky, New Jersey, North Carolina, Oklahoma, Pennsylvania, Texas, and West Virginia; as “Mercer Investments LLC (Delaware)” in Georgia; as “Mercer Investments LLC of Delaware” in Louisiana; and 

“Mercer Investments LLC, a limited liability company of Delaware” in Oregon. Mercer Investments LLC is a federally registered investment adviser under the Investment Advisers Act of 1940, as amended. Registration as an investment adviser does 

not imply a certain level of skill or training. The oral and written communications of an adviser provide you with information about which you determine to hire or retain an adviser. Mercer Investments’ Form ADV Part 2A & 2B can be obtained by 

written request directed to: Compliance Department, Mercer Investments 99 High Street, Boston, MA 02110. 

Certain regulated services in Europe are provided by Mercer Global Investments Europe Limited and Mercer Limited. 

Mercer Global Investments Europe Limited is regulated by the Central Bank of Ireland under the European Union (Markets in Financial Instruments) Regulation 2017, as an investment firm. Registered office: Charlotte House, Charlemont Street, 

Dublin 2, Ireland. Registered in Ireland No. 416688. Mercer Limited is authorized and regulated by the Financial Conduct Authority. Registered in England and Wales No. 984275. Registered Office: 1 Tower Place West, Tower Place, London EC3R 

5BU.

Investment management services for Canadian investors are provided by Mercer Global Investments Canada Limited. Investment consulting services for Canadian investors are provided by Mercer (Canada) Limited. 
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Important notices 

This material is distributed in Hong Kong by Mercer Investments (HK) Limited. Registered Office: 28/F, Devon House, Taikoo Place, 979 King’s Road, Quarry Bay, Hong Kong.

This publication has not been reviewed by the Securities and Futures Commission or the Mandatory Provident Fund Schemes Authority.

All information published should be used for general information purposes only and does not constitute an invitation, offer or recommendation to acquire, purchase or subscribe for any securities or any solicitation of such an offer. Any investment or 

potential transaction described or contemplated in connection with information published on this website is subject to legal and regulatory requirements applicable in your jurisdiction and you shall be solely responsible for complying with such legal 

and regulatory requirements.

The Information published does not constitute investment advice and does not have any regards to the specific investment objectives, financial situation or particular needs of any person. Mercer Investments (HK) Limited may, from time to time, at 

its absolute discretion change, delete or replace the materials and information provided herein.  Please refer to the Important Notices. 

This material is distributed in Japan by Mercer Investments (Japan) Ltd. (Financial Instruments Firm: Director-General of the Kanto Local Finance Bureau (Kinsho) No. 454, Member Association: Japan Investment Advisers Association, Type II 

Financial Instruments Firms Association).

This publication has not been reviewed by the Kanto Local Finance Bureau or the Financial Services Agency of Japan.

The Information published does not constitute investment advice and does not have any regards to the specific investment objectives, financial situation or particular needs of any person. Mercer Investments (Japan) Ltd. may, from time to time, at its 

absolute discretion change, delete or replace the materials and information provided herein.  Please refer to the Important Notices. 

This material is distributed in Singapore by Mercer Investment Solutions (Singapore) Pte. Ltd. Company Registration Number 201525146K. Registered Office: 8 Marina View #09-08, Asia Square Tower 1, Singapore 018960. 

This publication has not been reviewed by the Monetary Authority of Singapore.

The Information published does not constitute investment advice and does not have any regards to the specific investment objectives, financial situation or particular needs of any person. Mercer Investment Solutions (Singapore) Pte. Ltd. may, from 

time to time, at its absolute discretion change, delete or replace the materials and information provided herein.  Please refer to the Important Notices. 

This publication has not be reviewed by any regulator or government authority and is directed at and intended for institutional investors.

Investment advisory services for Brazil clients are provided by Mercer Human do Brasil (Mercer Brazil), a company regulated by the Brazilian Securities and Exchange Commission to provide Financial Advisory services. This does not constitute an 

offer or a solicitation of an offer to buy or sell securities, commodities and/or any other financial instruments or products or constitute a solicitation on behalf of any of the investment managers, their affiliates. For the avoidance of doubt, this is not 

formal investment advice to allow any party to transact. Additional advice will be required in advance of entering into any contract. The findings, ratings and/or opinions expressed herein are the intellectual property of Mercer and are subject to 

change without notice. They are not intended to convey any guarantees as to the future performance of the investment products, asset classes or capital markets discussed.  Past performance does not guarantee future results.

Commentary is for illustrative purposes only and is not intended as a comprehensive guide to election impact or policy positions. As of Jan 27, 2025.
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