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The economy & markets

March 2025 included a challenging period for U.S. equity markets, as policy uncertainty
negatively impacted investor expectations for growth and inflation. The markets have
stabilized in the near term thanks to resilient economic results. However, volatility is likely to
continue until the key sources of policy uncertainty, such as U.S. trade and tariff policy,
stabilize. While the future of U.S. trade policy remains uncertain, pre-existing trends toward
re-globalization suggest that capital investment in supply chains will persist, making growth
and inflation stickier, all else equal.

The U.S. Federal reserve has revised its expectations in 2025 lower for growth and higher for
inflation, raising investor concerns about a “stagflation” scenario in the United States. We
also expect slower growth and inflation, but believe the risk of true stagflation is still lower
than investors think. U.S. growth is slowing but not absent.

Investors became more bullish on European equities and credit in response to
announcements of higher defense and infrastructure spending there. We remind global
investors that Europe was already outperforming thanks to a faster interest rate
normalization process there.

U.S. policy uncertainty is also impacting the Bank of Japan. The BOJ says that it would like to
wait to see how wage inflation makes its way through the economy. We expect another hike
this year, likely before September, but a consistently weaker U.S. dollar / stronger yen could
lower the inflation outlook and slow the BOJ’s policy.

Asset allocation views: resilience in U.S. and European private credit

At the beginning of 2025, investors expected a pickup in mergers and acquisitions (M&A)
activity in the U.S. and Europe, thanks to gradually falling interest rates and an improving
U.S. regulatory backdrop. However, policy uncertainty have resulted in a slowdown in deal
flow to begin the year.

During a turbulent time, private credit has been a relative bright spot, topping private asset
classes in terms of fundraising growth, increases in assets under management, and
performance.

In the event of a more significant economic slowdown, the direct relationship between
borrowers and lenders in private credit may allow funds in this space to navigate risks more
fluidly. This appears to be even more the case for the middle market. Historically speaking,
default rates for middle-market private companies have been lower and recovery rates have
been higher when compared to similar asset classes.
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