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Moment of clarity 

 
– Risk assets rallied in July as trade uncertainty eased, despite a continued rise in the 

effective tariff rate. 

– With policy uncertainty fading, market attention is shifting to economic data. Friday’s 

employment report underscores that the economic consequences of recent policy shifts 

are only now becoming visible. 

– Accelerated Fed easing is likely, which should help cushion the economy and markets. 

The Fed does not look ‘behind the curve,’ examining a broad set of macro indicators.  

– Still, downside growth risks have increased, reinforcing the case for pairing risk assets 

with exposure to high-quality duration within a diversified portfolio.  

 
There’s a well-worn investing cliché that “markets hate uncertainty.” While often 
repeated, it’s somewhat tautological – uncertainty is intrinsic to investing, and a wider 
distribution of outcomes naturally demands higher risk premia. What’s less mentioned , 
however, is the inverse: markets love a reduction in uncertainty, even when the 
resolution of that uncertainty is not ideal. 
 
Nowhere is this more evident than in recent market reactions to US tariff policy. Whether 
deals with individual countries have been struck or not, tariffs have only moved in one 
direction – up. Yet, as the range of potential outcomes has narrowed and worst-case 
scenarios have been avoided, policy uncertainty has declined. A 15% tariff on European 
imports feels manageable when 50% was on the table just weeks ago. Risk assets have 
responded more to this reduction in uncertainty than to the tariffs themselves, as the left 
tail of the distribution has effectively been truncated. 
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Exhibit 1: The effective tariff rate has been rising 

 
 

Source: Tax Foundation, Macrobond, UBS Asset Management. Data as of August 
2025. 
 

Exhibit 2: While trade policy uncertainty has drifted lower 

 
 

Source: Bloomberg, UBS Asset Management. Data as of August 2025. 

 
The passage of the One Big Beautiful Bill Act (OBBBA) has 
similarly brought clarity. Earlier this year, 10-year Treasury yields 
surged to 4.80% in part due to fears of unchecked fiscal 
expansion to fund Trump’s extended tax cuts. But those 
elevated yields forced lawmakers to scale back their plans for 
fiscal expansion, which together with increased tariff revenues 
helped temper concerns about runaway deficits. While deficits 
remain high – 6%–7% of GDP for the foreseeable future – the 
market now has greater confidence that deficit expansion won’t 
worsen. It’s a far-from-ideal outcome, but one that has helped 
stabilize bond market volatility, which recently neared a cycle 
low. 

Exhibit 3: Bond volatility near cycle lows 

 
 

Source: Bloomberg, UBS Asset Management. Data as of August 2025. 

 

This reduction in uncertainty matters not just for investors, but 
for companies as well. Greater clarity on tariffs enables even the 
most exposed importers to plan pricing strategies and adjust 
supply chains. The OBBBA also clarified tax treatment for capex 
and R&D, improving visibility for investment and cash 
management decisions. The ability to ‘move on’ can be a nice 
tailwind.  
 
From policy uncertainty to economic reality 
While some policy questions remain – sector-specific tariffs on 
semiconductors and pharmaceuticals, or potential secondary 
sanctions on Russian oil – the scope for major macro policy 
surprises from ‘known unknowns’ has narrowed. As a result, 
market focus is shifting to the economic data. 
 
In the previous Macro Monthly, we asked whether markets 
could look through a weakening economy if policy shocks were 
already known and understood. Our answer was yes – providing 
the labor market held up.  
 
On that front, the July employment report released Friday was a 
gut check. While the headline numbers weren’t alarming – 
73,000 jobs added vs. 100,000 expected, and unemployment at 
4.25% (slightly above the 4.2% forecast) – the real surprise was 
a sharp 258,000 downward revision to May and June figures. 
This brought the three-month average job growth down from 
150,000 to just 35,000. 
 
Markets swiftly priced in a more aggressive path of Fed rate 
cuts, reflecting a labor market that now appears significantly 
softer than previously anticipated. Part of this reflects reduced 
labor supply, with declining immigration weighing on the 
workforce. Still, this shift likely clears the way for the Fed to 
begin cutting rates in September, despite valid concerns about 
rising inflation. Encouragingly, inflation expectations remain 
anchored: one-year inflation swaps reflect tariff impacts, but 
forward-looking expectations remain stable. 
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Exhibit 4: 1Y inflation expectations reflect tariffs, the 

market-pricing of forward looking inflation expectations 

beyond 1y are remarkably stable 

 
 

Note: US Inflation Swap 1y1y shows the swap contract starting in 1y and running 
for 1y.  
Source: Bloomberg, UBS Asset Management. Data as of August 2025. 
 
Is the Fed too late to prevent an unraveling of the labor market 
and recession? We don’t think so.  It’s reasonable that hiring 
slowed in the spring amid post-Liberation Day uncertainty. But 
after an initial spike, jobless claims have been trending lower. 
The labor market remains low-churn, with limited hiring or 
firing. Nominal income growth remains solid. High-frequency 
indicators – like tax receipt growth and card spending – suggest 
consumers are holding up, as do corporate anecdotes. 
 

Exhibit 5: Initial jobless claims spiked around the spring, 

but have dropped off in the summer 

 
 

Source: Bloomberg, UBS Asset Management. Data as of August 2025. 

 

Asset Allocation 
In our view the ’muddle-through’ economy should benefit from 
accelerated rate cuts, upcoming tax relief, and continued AI-
driven capital investment. 
 
We remain constructive on the medium-term outlook for risk 
assets. We believe greater policy clarity – even with lingering 
macro risks – is a strong tailwind. Corporate America has proven 
resilient through multiple shocks and continues to deliver on 
earnings. That said, we’re entering a seasonally weaker period, 
and near-term data may be volatile, especially as markets are 
likely to have heightened focus on the Fed’s reaction function. 
We think a market pullback would be normal – and could 
present a buying opportunity. 
 
While we expect the US and global economy to cool but remain 
resilient, a sharper slowdown is still possible. Although there are 
ongoing concerns about government debt levels and persistent 
inflation, we remain confident that, in the event of a deeper 
economic slowdown, flight-to-safety flows which would support 
the Treasury market will take precedence over these issues. We 
remain short USD as the US economy and rates ‘catch down’ to 
the rest of the world. The muddle through economy is a good 
environment for carry, which we express in EM local currency 
debt. We continue to hold exposure to precious metals as a 
hedge against inflation expectations becoming de-anchored and 
any potential geopolitical shocks. 
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Asset class views  

The chart below shows the views of our Asset Allocation team on overall asset class attractiveness as of 04 August 2025. The 

colored circles provide our overall signal for global equities, rates, and credit. The rest of the ratings pertain to the rel ative 

attractiveness of certain regions within the asset classes of equities, bonds, credit and currencies. Because the Asset Class Views 

table does not include all asset classes, the net overall signal may be somewhat negative or positive.  

 Underweight  Overweight  

 
      

Global Equities      
We are overweight equities on the back of solid earnings growth, a robust AI capex 

cycle, and expectations for upcoming Fed easing. We are monitoring the cooling in jobs 

growth, but with layoffs low, we think the economy is in a muddle-through phase as 

opposed to a sharp slowdown. 

US 

     
We expect US equities to outperform as high-quality stocks continue to drive strong 

earnings, and the weaker USD is a tailwind. Given recent labor market softness, 

continued US equity outperformance may require support from Fed rate cuts.  

Europe 

     
We are underweight European equities as earnings are weak relative to other regions, 

and the year-to-date EUR strength is a headwind. Within Europe, we continue to like 

European banks which are delivering good earnings growth. 

Japan 

     
Japan has seen better nominal GDP growth, resilient earnings and improved corporate 

governance, which are tailwinds. The potential for JPY strength and sharp rises in long 

JGB yields keep us neutral.  

Emerging Markets 

     
We are overweight EM equities as EM earnings are strong across most regions and 

supported by a weaker USD. The MSCI EM index is heavily weighted by North Asian 

tech giants which we expect to do well as the AI capex cycle pushes on. 

Global Government Bonds      
We are neutral duration as near-term inflation risk and increased bond supply globally 

should work against the slower growth profile we expect for the remainder of the year. 

Short-tenor bonds may offer protection against risk assets should growth weaken more 

materially.  

US Treasuries      
We are neutral on US duration as Treasuries face volatility from policy-induced changes. 

We believe the front end of the curve still offers good protection against a weaker 

labor market, as global debt supply puts upward pressure at the long end. 

Bunds      We think the front of the German curve could rally on external growth risks but think 

fiscal spending will keep the curve steep. 

Gilts      We are overweight Gilts on attractive valuations, slowing growth, and our expectation 

for the BoE to ease more than is priced. 

JGBs 

     
We are neutral Japanese government bonds. Although the BoJ is likely to hike more, 

we expect the BoJ will be slow to act as they evaluate the effects of tariffs on the 

economy. In the meantime, carry costs of shorting JGBs are elevated due to the low BoJ 

rate. 

Swiss      We are neutral Swiss bonds. Valuations are historically expensive, and the market has 

already priced the SNB to cut rates into negative territory. 

Global Credit      
We think IG & HY credit spreads have marginal room for compression but still face the 

risk of material widening in case the economic outlook deteriorates more than 

expected. Regionally, we see Asia HY as offering the best risk-reward.  

Investment Grade Credit      With IG spreads less than 80 bps to Treasuries, we see little room for further spread 

compression. Still, corporate fundamentals and all-in yields remain attractive outright. 

High Yield Credit 

     
US HY spreads have tightened back to year-to-date lows. While we expect spreads to 

remain tight amid improving corporate credit quality and strong investor inflows, we do 

not see much room for further spread compression.  

EMD Hard Currency 

     
We believe Asia HY provides the most attractive risk-adjusted carry across global credit 

segments. The share of Chinese issuers has dropped following a 3-year default cycle in 

real estate, making for a more diversified exposure. 

FX       

USD 

     
We are bearish on the USD but reduced our conviction as the USD reached oversold 

levels. That said, we still think the USD is in a downtrend, and weakness would 

accelerate if the Fed became more dovish in reaction to weakening job growth. We 

also see room for foreign investors to increase their FX-hedge ratios.  

EUR 

     
We think the EUR can be supported by increased FX-hedging flows and as the ECB 

signaled on-hold rates over coming meetings. We also like long EUR against GBP with 

rates likely to decline in the UK amid weakening employment data.  

JPY 

     
We are neutral on JPY as the BoJ’s tightening remains gradual. That said, we think the 

JPY has plenty of room to strengthen against USD if the US economy weakens 

materially from here.  

CHF      We are negative on CHF against other non-USD reserve currencies given its low yield 

and expensive valuation.  

EM FX      We like BRL and INR, which both offer high volatility adjusted carry and a relatively low 

correlation to global equities.  

Commodities      
We are constructive on precious metals, and think silver has more room to catch up to 

gold. Oil risks are more balanced, as oversupply remains a headwind, while there are 

risks of secondary sanctions on Russian oil exports.  

 

Source: UBS Asset Management Investment Solutions Macro Asset Allocation Strategy team as of 04 August 2025. Views are provided on the basis of a 3-12 month 

investment horizon, are not necessarily reflective of actual portfolio positioning and are subject to change. 
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For global professional / qualified /institutional clients and investors. 

This document does not replace portfolio and fund-specific materials. 

Commentary is at a macro or strategy level and is not with reference to any 

registered or other mutual funds. 

 

Americas 

The views expressed are a general guide to the views of UBS Asset 

Management as of August 2025. The information contained herein should 

not be considered a recommendation to purchase or sell securities or any 

particular strategy or fund. Commentary is at a macro level and is not with 

reference to any investment strategy, product or fund offered by UBS Asset 

Management. The information contained herein does not constitute 

investment research, has not been prepared in line with the requirements of 

any jurisdiction designed to promote the independence of investment 

research and is not subject to any prohibition on dealing ahead of the 

dissemination of investment research. The information and opinions 

contained in this document have been compiled or arrived at based upon 

information obtained from sources believed to be reliable and in good faith. 

All such information and opinions are subject to change without notice. Care 

has been taken to ensure its accuracy but no responsibility is accepted for 

any errors or omissions herein. A number of the comments in this document 

are based on current expectations and are considered “forward-looking 

statements.” Actual future results, however, may prove to be different from 

expectations. The opinions expressed are a reflection of UBS Asset 

Management’s best judgment at the time this document was compiled, and 

any obligation to update or alter forward-looking statements as a result of 

new information, future events or otherwise is disclaimed. Furthermore, 

these views are not intended to predict or guarantee the future performance 

of any individual security, asset class or market generally, nor are they 

intended to predict the future performance of any UBS Asset Management 

account, portfolio or fund. 

 

EMEA 

For marketing and information purposes by UBS. 

Before investing in a product please read the latest prospectus and key 

information document carefully and thoroughly. Any decision to invest 

should take into account all the characteristics or objectives of the fund as 

described in its prospectus, or similar legal documentation. Investors are 

acquiring units or shares in a fund, and not in a given underlying asset such 

as building or shares of a company. The information and opinions contained 

in this document have been compiled or arrived at based upon information 

obtained from sources believed to be reliable and in good faith, but is not 

guaranteed as being accurate, nor is it a complete statement or summary of 

the securities, markets or developments referred to in the document. 

Members of the UBS Group may have a position in and may make a 

purchase and / or sale of any of the securities or other financial instruments 

mentioned in this document. Units of UBS funds mentioned herein may not 

be eligible for sale in all jurisdictions or to certain categories of investors and 

may not be offered, sold or delivered in the United States. The information 

mentioned herein is not intended to be construed as a solicitation or an offer 

to buy or sell any securities or related financial instruments. Past performance 

is not a reliable indicator of future results. The calculated performance takes 

all costs on the fund level into consideration (ongoing costs). The entry and 

exit costs, which would have a negative impact on the performance, are not 

taken into consideration. If whole or part of the total costs to be paid is 

different from your reference currency, the costs may increase or decrease as 

a result of currency and exchange rate fluctuations. Commissions and costs 

have a negative impact on the investment and on the expected returns. If the 

currency of a financial product or financial service is different from your 

reference currency, the return can increase or decrease as a result of currency 

and exchange rate fluctuations. This information pays no regard to the 

specific or future investment objectives, financial or tax situation or particular 

needs of any specific recipient. Future performance is subject to taxation 

which depends on the personal situation of each investor and which may 

change in the future. The details and opinions contained in this document 

are provided by UBS without any guarantee or warranty and are for the 

recipient's personal use and information purposes only. This document may 

not be reproduced, redistributed or republished for any purpose without the 

written permission of UBS Asset Management Switzerland AG or a local 

affiliated company. Source for all data and charts (if not indicated otherwise): 

UBS Asset Management. This document contains statements that constitute 

“forward-looking statements”, including, but not limited to, statements 

relating to our future business development. While these forward-looking 

statements represent our judgments and future expectations concerning the 

development of our business, a number of risks, uncertainties and other 

important factors could cause actual developments and results to differ 

materially from our expectations. A summary of investor rights in English can 

be found online at: ubs.com/funds-regulatoryinformation. 

More explanations of financial terms can be found at ubs.com/glossary 

 

Australia 

Confidential. For Professional/Institutional Investors only. Not for Retail 

distribution. This document is intended to provide general information only 

and has been provided by UBS Asset Management (Australia) Ltd (ABN 31 

003 146 290) (AFS Licence No. 222605). For professional/institutional 

investors only. This document and its contents have not been reviewed by, 

delivered to or registered with any regulatory or other relevant authority in 

any jurisdiction. This document is for informational purposes and should not 

be construed as an offer or invitation to the public, direct or indirect, to buy 

or sell securities. This document is intended for limited distribution and only 

to the extent permitted under applicable laws in any jurisdiction. No 

representations are made with respect to the eligibility of any recipients of 

this document to acquire interests in securities under the laws of any 

jurisdiction. Using, copying, redistributing or republishing any part of this 

document without prior written permission from UBS Asset Management is 

prohibited. Any statements made regarding investment performance 

objectives, risk and/or return targets shall not constitute a representation or 

warranty that such objectives or expectations will be achieved or risks are 

fully disclosed. The information and opinions contained in this document is 

based upon information obtained from sources believed to be reliable and in 

good faith but no responsibility is accepted for any misrepresentation, errors 

or omissions. All such information and opinions are subject to change 

without notice. A number of comments in this document are based on 

current expectations and are considered “forward-looking statements”. 

Actual future results may prove to be different from expectations and any 

unforeseen risk or event may arise in the future. The opinions expressed are a 

reflection of UBS Asset Management’s judgment at the time this document is 

compiled and any obligation to update or alter forward-looking statements 

as a result of new information, future events, or otherwise is disclaimed. You 

are advised to exercise caution in relation to this document. The information 

in this document does not constitute advice and does not take into 

consideration your investment objectives, legal, financial or tax situation or 

particular needs in any other respect. Investors should be aware that past 

performance of investment is not necessarily indicative of future 

performance. Potential for profit is accompanied by possibility of loss. If you 

are in any doubt about any of the contents of this document, you should 

obtain independent professional advice.  

Source for all data and charts (if not indicated otherwise): UBS Asset 

Management.  

 

Singapore 

This document and its contents have not been reviewed by, delivered to or 

registered with any regulatory or other relevant authority in any jurisdiction. 

This document is for informational purposes and should not be construed as 

an offer or invitation to the public, direct or indirect, to buy or sell securities. 

This document is intended for limited distribution and only to the extent 

permitted under applicable laws in any jurisdiction. No representations are 

made with respect to the eligibility of any recipients of this document to 

acquire interests in securities under the laws of any jurisdiction. Using, 

copying, redistributing or republishing any part of this document without 

prior written permission from UBS Asset Management (Singapore) Ltd. is 

prohibited. Any statements made regarding investment performance 

objectives, risk and/or return targets shall not constitute a representation or 

warranty that such objectives or expectations will be achieved or risks are 

fully disclosed. The information and opinions contained in this document is 

based upon information obtained from sources believed to be reliable and in 

good faith but no responsibility is accepted for any misrepresentation, errors 

or omissions. All such information and opinions are subject to change 

without notice. A number of comments in this document are based on 

current expectations and are considered “forward-looking statements”. 

Actual future results may prove to be different from expectations and any 

unforeseen risk or event may arise in the future. The opinions expressed are a 

reflection of UBS Asset Management (Singapore) Ltd's judgment at the time 

this document is compiled and any obligation to update or alter forward-

looking statements as a result of new information, future events, or 

otherwise is disclaimed. You are advised to exercise caution in relation to this 

document. The information in this document does not constitute advice and 

file://///Ubsprod.msad.ubs.net/groupshares/GLOBAL/INT_AM_SMM/38_GRAPHIC_DESIGN/02_graphic_design/05_Base/Word/_word_Macro_Monthly/2025%2007/ubs.com/glossary
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does not take into consideration your investment objectives, legal, financial 

or tax situation or particular needs in any other respect. Investors should be 

aware that past performance of investment is not necessarily indicative of 

future performance. Potential for profit is accompanied by possibility of loss. 

If you are in any doubt about any of the contents of this document, you 

should obtain independent professional advice.  

Source for all data and charts (if not indicated otherwise): UBS Asset 

Management (Singapore) Ltd. (UEN 199308367C ) 

 

China 

For eligible investors under the relevant laws and regulations of the People's 

Republic of China ("PRC") only. This document and its contents have not 

been reviewed by, delivered to or registered with any regulatory or other 

relevant authority in the PRC. This document is for informational purposes 

and should not be construed as an offer or invitation to the public, direct or 

indirect, to buy or sell securities. This document is intended for limited 

distribution and only to the extent permitted under applicable laws in the 

PRC. No representations are made with respect to the eligibility of any 

recipients of this document to acquire interests in securities under the laws of 

the PRC. Using, copying, redistributing or republishing any part of this 

document without prior written permission from UBS Asset Management is 

prohibited. Any statements made regarding investment performance 

objectives, risk and/or return targets shall not constitute a representation or 

warranty that such objectives or expectations will be achieved or risks are 

fully disclosed. The information and opinions contained in this document is 

based upon information obtained from sources believed to be reliable and in 

good faith but no responsibility is accepted for any misrepresentation, errors 

or omissions. All such information and opinions are subject to change 

without notice. A number of comments in this document are based on 

current expectations and are considered “forward-looking statements”. 

Actual future results may prove to be different from expectations and any 

unforeseen risk or event may arise in the future. The opinions expressed are a 

reflection of UBS Asset Management’s judgment at the time this document is 

compiled and any obligation to update or alter forward-looking statements 

as a result of new information, future events, or otherwise is disclaimed. 

You are advised to exercise caution in relation to this document. The 

information in this document does not constitute advice and does not take 

into consideration your investment objectives, legal, financial or tax situation 

or particular needs in any other respect. Investors should be aware that past 

performance of investment is not necessarily indicative of future 

performance. Potential for profit is accompanied by possibility of loss. If you 

are in any doubt about any of the contents of this document, you should 

obtain independent professional advice. Source for all data and charts (if not 

indicated otherwise): UBS Asset Management. 

The securities or products mentioned herein may only be permitted to be 

offered to approved PRC investors and/or eligible investors under the relevant 

PRC laws and regulations. The relevant PRC investors shall obtain applicable 

approvals/licenses/registrations from the relevant authorities (if applicable), 

and comply with the relevant laws and regulations. 

 

Hong Kong 

This document and its contents have not been reviewed by, delivered to or 

registered with any regulatory or other relevant authority in any jurisdiction. 

This document is for informational purposes and should not be construed as 

an offer or invitation to the public, direct or indirect, to buy or sell securities. 

This document is intended for limited distribution and only to the extent 

permitted under applicable laws in any jurisdiction. No representations are 

made with respect to the eligibility of any recipients of this document to 

acquire interests in securities under the laws of any jurisdiction. 

Using, copying, redistributing or republishing any part of this document 

without prior written permission from UBS Asset Management is prohibited. 

Any statements made regarding investment performance objectives, risk 

and/or return targets shall not constitute a representation or warranty that 

such objectives or expectations will be achieved or risks are fully disclosed. 

The information and opinions contained in this document is based upon 

information obtained from sources believed to be reliable and in good faith 

but no responsibility is accepted for any misrepresentation, errors or 

omissions. All such information and opinions are subject to change without 

notice. A number of comments in this document are based on current 

expectations and are considered “forward-looking statements”. Actual 

future results may prove to be different from expectations and any 

unforeseen risk or event may arise in the future. The opinions expressed are a 

reflection of UBS Asset Management’s judgment at the time this document is 

compiled and any obligation to update or alter forward-looking statements 

as a result of new information, future events, or otherwise is disclaimed. 

You are advised to exercise caution in relation to this document. The 

information in this document does not constitute advice and does not take 

into consideration your investment objectives, legal, financial or tax situation 

or particular needs in any other respect. Investors should be aware that past 

performance of investment is not necessarily indicative of future 

performance. Potential for profit is accompanied by possibility of loss. If you 

are in any doubt about any of the contents of this document, you should 

obtain independent professional advice.  

Source for all data and charts (if not indicated otherwise): UBS Asset 

Management. © UBS 2025. The key symbol and UBS are among the 

registered and unregistered trademarks of UBS. All rights reserved. 

 

© UBS 2025. The key symbol and UBS are among the registered and 

unregistered trademarks of UBS. All rights reserved. 

 

UBS Asset Management is a large-scale asset manager, with a presence in 

more than 20 countries worldwide. We take a globally connected approach 

to find the answers to our clients' investment challenges and draw on the 

best ideas and capabilities of our global set-up. To provide you with first class 

solutions, UBS Asset Management may outsource business areas and services 

to (other) business divisions of UBS Group AG, affiliated companies of UBS 

Group AG and carefully selected third party service providers on a global 

level. This applies both with respect to different services provided to you as a 

prospect and as a client, such as analyzing and providing investment 

solutions, negotiations regarding our future relationship, onboarding, as well 

as to ongoing know-your-client due diligence, transactions, processing of 

securities and other financial instruments, compliance, risk management and 

monitoring, data processing, and IT and back- and middle-office services. 

Such a global approach may require transmitting client data to affiliated 

companies and carefully selected third party service providers. This might 

include entities that are not subject to banking secrecy (if applicable at all) 

and or that are not subject to the data protection laws applicable in your 

location, the location of the UBS Asset Management entity you are in contact 

with, or to your future relationship with UBS Asset Management. This global 

approach also may require storing client data in global IT systems. UBS Asset 

Management is subject to statutory obligations regarding the confidentiality 

of data relating to the business relationship with its clients. 

You can rely on UBS Asset Management and its affiliated companies treating 

all data with strictest confidentiality; third party service providers are carefully 

selected and contractually bound to strictest confidentiality obligations in line 

with highest UBS standards. 
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