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Global Economic Outlook

Following the onslaught of tariffs, Ausbil went into the ‘war room’ on April 2nd to map out and
navigate economic and investment strategy. As a result, we implemented a risk management
framework based on scenario analysis. We did the same successfully during the Pandemic.

Within our base case scenario, our key assumption is that the Trump administration will negoti-
ate on a bilateral basis with willing countries to adjust their respective tariff levels lower, toward
the minimum 10% level, with the Fed cutting by up 50 to 75 basis points. For completeness,
our bear case assumes that higher tariffs remain with little downward negotiation (this is not our
view), and central banks are late to cut rates to offset the growth impact, leading to a shallow
technical recession. Our bull case assumes new bilateral negotiations result in effective tariffs
falling below the 10% average, with multiple rate cuts from the Fed totalling more than 75bps,
with the US economy achieving 2.5% year-average growth in calendar 2025, and a faster decline
in the rate of core inflation to target. Our ‘bull case’ scenario has been ascribed a 20% probability
by Ausbil, the ‘bear case’ a 15% probability, and our ‘base case’ scenario a 65% probability.
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Subsequent developments from our updated scenario analysis have validated our base case
assumptions and conclusions, with follow-up tariff relief announcements from President Trump,
and seventy-five countries currently in bilateral negotiations with the US, markedly subduing
market volatility, and seeing a return in market confidence, reflected in the outperformance of
global equity markets.

Ausbil’s view of the US economy is that tariffs will have a downward drag on growth in the near
term before growth begins to build again at the end of 2025, and into 2026. We think that the
chance of a US recession is lower than the market is ascribing given the mitigating factors dis-
cussed below. With the hard monetary tightening undertaken by global central banks in 2022
and 2023, monetary authorities have significant room to stimulate should this be needed. Of
course, we will keep a watchful eye on this and make any necessary adjustments as events
unfold.

Our base case for which we currently ascribe a 65% probability sees the US economy avoid
recession, though suffering a materially weak June quarter of stalling growth, before growth
begins to strengthen as the tariff shock is absorbed, and countries negotiate better outcomes.
Underpinning this view is a number of assumptions that we think the market has ignored, includ-
ing faster tariff relief through bilateral negotiation, the US tax reduction act, Federal Reserve rate
cuts to support the economy, and targeted assistance through tariff exemptions for key indus-
tries critical to the defence sector as part of the industrial military complex.

Under this scenario, the key question is what shape and duration the recovery will take. Ausbil
sees within our base case three potential sub-scenarios, including a V-shaped recovery (where
growth rebounds quickly after a weak quarter), a U-shaped recovery (where it takes at least two
or three quarters for growth to turn around), and a ‘tick swoosh’ shaped recovery that takes
longer. At this stage, it is too early to determine what type of recovery we will get, as it depends
on the world’s ability to reverse some of the new tariff imposts through negotiation.
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Under our base case, Ausbil has revised the US growth outlook to a lower 1.7% for calendar
2025. This average run rate masks the dynamic profile in quarterly annualised growth rates,
which will see a materially weak to stalling Q2°25, followed by a recovery starting in Q3’25
which accelerates into Q4°25, setting up a higher exit growth rate moving into 2026. As Chair
Powell views the tariff impact on core PCE inflation as predominantly transitory, the Fed will be
able to cut rates. This will function as a circuit breaker to the tariff shock, arresting collapsing
consumer and business sentiment, and redress the pause in investment plans and the tight-
ening in financial conditions from its impact on aggregate demand for goods and services. In
total, this reduces the risk of a negative feedback loop on domestic activity, triggered through
stalling employment hiring, slowing investment and consumer hesitancy to spend.

Reading the Street’s opinions on inflation, most commentators are calculating near-term up-
ward tariff inflation pressure, but they are not making any notable adjustments to inflation for
energy price falls, nor their expected slowing of growth. In other words, the market is adding
tariff inflation contribution to the unadjusted base inflation level of 2.7-2.8%. In our view, this is
unrealistic and too simplistic. Base inflation will be lower should growth slow and interest rates
reduce.

As illustrated in Table 1, tariffs were the catalyst for Ausbil to lower 2025 growth forecasts for
the US to 1.7% (from 2.2%) and global growth to a range of 3.0%-3.3% (from 3.5%). The higher
tariff situation confronting China will see the authorities “forcibly’ deploy additional expansion-
ary policy measures in meeting their resolute 5% growth target and to alleviate the expected
drag to export facing industries. For context, Ausbil still sees Chinese growth at 4.6% for 2025
(unchanged from our forecast made in 2024).

Table 1: Global growth - slower in 2025, improving growth profile into 2026

Real GDP Long run average 2025 2026
year average % 2010 to 2019 (pa) Aushbil (f) Ausbil (f)
United States 2.3 1.7 2.1
Japan 1.2 1.1 0.8
EuropefArea i.4 1.6 1.8
China 4.6 4.5
India 7.0 6.5 7.0
Australia 2.6 2.5 2.8
Global GDP 3.7 3.0t03.3 3.2t03.5

Source: FactSet, Ausbil, as at April 2025, (f) denotes forecast.

We should keep in mind that in the background there are several longer-term structural driv-
ers that are offering growth opportunities that will help drive new value supply chains across
sectors. These include an increased commitment to military spending globally (as the US
withdrawal of support for Ukraine and others has sparked an upward shift in defence spend-
ing in Europe, Scandinavia and other countries); increased investment in infrastructure to ac-
commodate the growth in artificial intelligence; ongoing investment to secure independent
energy security; and the increase in demand for electricity over carbon-based energy. Carbon
free energy sources, primarily from renewables, are expected to become the dominant force
in global energy systems, reducing reliance on fossil fuels.
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Outlook for Global Essential Infrastructure

While tariffs and mixed signals from the US economy have introduced near-term uncertainty, we
remain constructive on the outlook for both the US and Europe. The structural themes underpin-
ning portfolio performance not only remain intact—they are accelerating. Notably, the increas-
ing Al-driven buildout of data centres is driving a step-change in electricity demand, reversing
decades of flat load growth. With no new coal generation coming online in North America, the
resulting capacity gap will require a combination of renewables, flexible gas infrastructure, and
significant investment in grid transmission—creating multiple investable opportunities across the
Essential Infrastructure universe.

Against this backdrop, Essential Infrastructure remains well positioned. Its core characteristics—
contracted or regulated cash flows, inflation linkage, and low earnings volatility—continue to of-
fer defensiveness and income stability. Valuations remain attractive, particularly in areas aligned
with long-term secular trends such as decarbonisation, digitalisation, and energy transition. We
remain fully invested, with a continued emphasis on downside protection, capital discipline, and
asset quality in an uncertain macro environment.
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Outlook for Global SmallCaps

The first half of 2025 has been characterised by heightened market volatility, with a significant
fall in markets as President Trump announced his broad list of country tariffs on 2 April, “Libera-
tion Day”. The decision to impose new trade barriers and significant tariffs on China and the
European Union introduced fresh uncertainty into global markets, contributing to fluctuations in
equity valuations. The initial reaction was significantly negative with risk assets selling off. How-
ever, markets have recovered strongly since the initial shock of Liberation Day.

We continue to be overweight Europe versus the US given the attractive valuations and potential
earnings upside we see in Europe, driven by more business-friendly governments and potential
fiscal spending plans coming to fruition with a focus on European infrastructure and defence. In
the lead up to the NATO summit held in May, several of the main European countries including
the UK and Germany, committed to higher spending as a percentage of GDP on defence, and
defence-related infrastructure and support services.

Looking ahead, much still depends on the evolution of trade policy and the resilience of cor-
porate earnings in the face of ongoing uncertainty. However, several trade deals have been
finalised this quarter which has provided some stability for markets. In global small caps, we
continue to see opportunities for companies that are niche leaders within their industry that we
believe can deliver unrecognised earnings growth.
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DISCLAIMER

This material is issued by Ausbil Investment Management Limited ABN 26 076 316 473, AFSL 229722 (Ausbil) as at 15 July 2025 and is subject to
change. The material is not intended to provide you with financial product advice. It does not take into consideration the investment objectives, financial
situation or needs of any person. For this reason, you should, before acting on this material, obtain professional advice from a licensed financial adviser
and read the relevant Product Disclosure Statement which is available at www.ausbil.com.au and the target market determination which is available
at www.ausbil.com.au/invest-with-us/design-and-distribution-obligations. Any references to particular securities or sectors are for illustrative
purposes only. It is not a recommendation in relation to any named securities or sectors. The material may contain forward looking statements which are
not based solely on historical facts but are based on our view or expectations about future events and results. Where we use words such as but are not
limited to ‘believe’, ‘anticipate’, ‘expect’, ‘project’, ‘estimate’, ‘likely’, ‘intend’, ‘could’, ‘target’, ‘plan’, we are making a forecast or denote a forward-looking
statement. These statements are held at the date of the material and are subject to change. Forecast results may differ materially from results or returns
ultimately achieved. Please note that this material may contain forward looking information (such as estimates or forecasts) which are not based solely
on historical facts but are based on assumptions and judgement of Ausbil about future events and results. Any views, forecasts or opinions are held
at the date of this material and are subject to change without prior notice. Any projections provided in this material are estimates only and may not be
realised in the future. The views expressed are the personal opinion of the author, subject to change (without notice) and do not necessarily reflect the
views of Ausbil. This information should not be relied upon as a recommendation or investment advice and is not intended to predict the performance
of any investment or market. The actual results may differ materially from those expressed or implied in the material.

Ausbil gives no representation or warranty (express or implied) as to the completeness or reliability of any forward-looking statements. Such forward
looking statements should not be considered as advice or a recommendation and has such should not be relied upon. To the extent permitted by law,
no liability is accepted by Ausbil, its officers or directors or any affiliates of Ausbil for any loss or damage as a result of any reliance on this information.
While efforts have been made to ensure the information is correct, no warranty of accuracy or reliability is given, and no responsibility is accepted for
errors or omissions. Any opinions expressed are those of Ausbil as of the date noted on the material and are subject to change without notice. Figures,
charts, opinions and other data, including statistics in this material are current as at the date of publication, unless stated otherwise. The graphs and
figures contained in this material include either past or backdated data, and make no promise of future investment returns. This material may include
data and information (including research, quotes, commentary) from a third party. While we believe that the data and information to be reliable at the time
of the material, we make no representations or warranties as to its accuracy or completeness. All trademarks, logos and brand names are the property
of their respective owners. The use of the trademarks, logos and brands does not imply endorsement.
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