EADLINES

with Ronald Temple, Chief Market Strategist

1 August 2025
The Headlines

+ US trade policy: The United States and European Union agreed to a 15% tariff on EU goods and a 50%
tariff on steel and aluminum pending further negotiations. The United States announced tariffs on 69
other countries ranging from 10% to 41%.

+ United States: The Federal Reserve held interest rates constant as expected. Markets reduced
expectations for rate cuts to 33 basis points (bps) by year end after the meeting but revised those
expectations up to 55 bps after Friday's employment report. | continue to expect no rate cuts in 2025.

US GDP rebounded to a 3.0% annualized quarter-on-quarter (q-o-q) growth rate in Q2-25 due to large
swings in net trade and private domestic investment. Real final sales to private domestic purchasers,
a better gauge of underlying economic strength, slowed to a pace of 1.2% g-0-q annualized.

+ China: Purchasing Manager’s Index (PMI) data were weaker than expected with manufacturing
indexes from both the National Bureau of Statistics (NBS) and S&P Global falling below 50.

+ Eurozone: Inflation was slightly above expectations as was GDP growth for the region.
+ Japan: The Bank of Japan (BoJ) held rates constant and offered few clues on future hikes.

+ Looking ahead, next week will be much less active with Chinese inflation and trade data and the Bank
of England (BoE) likely to hold rates constant.

The Week Behind

Region Indicator Date Period Comp Consensus Actual Prior Reading
United States Fed Funds Target Rate 30 July Level 4.25% - 4.50% 4.25% — 4.50% 4.25% - 4.50%
Job Openings 29 July June Level 7.50mn 7.44mn 7.77mn
Nonfarm Payroll Growth 1 Aug July m-0-m 104,000 73,000 147,000
Revisions to Prior Two Months 1 Aug May-June -258,000 16,000
Unemployment Rate 1 Aug July Level 4.2% 4.2% 41%
Eurozone HICP Inflation 1 Aug July y-0-y 1.9% 2.0% 2.0%
Core HICP Inflation 1 Aug July y-0-y 2.3% 2.3% 2.3%
Japan Bank of Japan Policy Rate 31 July Level 0.50% 0.50% 0.50%
The Week Ahead
Region Indicator Date Period Comp Consensus Actual Prior Reading
China CPI 8 August July y-0-y -0.1% 0.1%
PPI 8 August July y-0-y -3.2% -3.6%
United Kingdom Bank of England Bank Rate 7 August Level 4.00% 4.25%
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The Week Behind

1.

The United States and European Union agreed to the outlines of a trade accord.

The outlook: While the terms of the agreement were less bad than the potential 30% tariff President
Trump had threatened as of 1 August, the 15% tariff still represents a material increase in the cost
of goods imported into the United States. The effects on both the EU and US economies are likely to
be negative with lower growth in the European Union and higher inflation in the United States. In
both economies, it appears likely that the tariff increase will lead to lower corporate profit margins.

The details: The broad outlines of the agreement were reached in a one-hour meeting in Scotland
between President Donald Trump and European Commission President Ursula von der Leyen after
months of negotiations between the United States and European Union. The key terms of the
agreement include:

e 15% US tariff imposed across EU exports including autos and auto parts.

e Semiconductors and pharmaceuticals are initially covered by the 15% tariff as well, but
upcoming Section 232 investigation results are likely to lead to higher tariffs on these
goods.

e 50% tariff on EU steel and aluminum exports (2% — 4% of EU exports to the United States)
remains in place, but Von der Leyen indicated the two sides agreed to subsequently reduce
these tariffs and replace them with a quota system.

¢ Both sides will adopt “zero for zero” tariffs on aircraft, certain chemical and agricultural
products, and various raw materials.

e The EU agreed to purchase $750 billion of energy products, semiconductors, and military
equipment ($250 billion per year over three years) while also investing $600 billion in the
United States through Trump'’s second term. After the announcement of the agreement, the
European Union acknowledged that it has no authority or mechanism to invest $600 billion
in the United States, highlighting the questionable nature of commitments such as these in
trade negotiations.

2. The United States announced tariffs on 69 other trade counterparts ranging from 10% to 41%

effective 7 August.

The outlook: The US trade story is not yet over, but the key country-level tariffs are likely to remain
largely in place into 2026. The next chapter of the story is likely to focus on sectoral tariffs for
semiconductors, pharmaceuticals, lumber, and aircraft. There will be room for countries to continue
negotiating trade agreements to reduce their tariff levels for exports to the United States, but
attention will also likely shift to the renegotiation of the United States-Mexico-Canada Agreement
(USMCA) late in 2025.

The details: The United States set a minimum 10% tariff on imports, as expected, and set a 15%
tariff on countries with a trade surplus against the United States. The United States also imposed
higher tariffs on some important trade counterparts. Notably, the tariff on imports from Taiwan was
set at 20%, Switzerland at 39%, and India at 25%. Goods from Canada that are not USMCA-
compliant will be subject to a 35% tariff. The United States announced another 90-day extension of
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negotiations with Mexico during which time the tariff on goods imports that are not USMCA-
compliant will be set at 25% while steel and aluminum imports will be subject to a 50% tariff.
Mexico agreed to remove all non-tariff barriers during this period.

Goods transshipped through a different country will be subject to a 40% tariff to try to prevent tariff
evasion with a focus on Chinese products. The de minimis exemption will also end as of 29 August
with significant implications for direct product shipments from China to US consumers.

. The Fed held rates constant, as expected.

The outlook: As expected, the Fed held rates at 4.25% — 4.50% and made no changes to the pace of
quantitative tightening. After the meeting, markets decreased the amount of policy easing expected
by year-end to only 33 bps, the lowest amount since February. However, after the Friday
employment report, markets reassessed this view and sharply increased expectations for rate cuts
to 55 bps by year end. | continue to believe the Fed will not reduce rates at all this year given rising
inflation caused by tariffs and a relatively stable unemployment rate.

Markets Are Pricing ~55 bps of Additional Fed Easing through 2025*

Federal Reserve Target Rate and Implied Rate through May 2026
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Source: Bloomberg, Chicago Mercantile Exchange, Federal Reserve
Note: As of 1 August 2025
LAZAR D * Markets imply an 89% chance of a 25-bps rate cut at the September meeting and a 51% chance of an additional 25-bps cut at the October meeting.

The details: In a 7-2 decision, the Fed held rates constant. During the press conference after the
release of the FOMC decision, Fed Chair Jay Powell indicated that “in coming months” the Fed will
receive a good amount of data that will indicate the degree to which tariffs will translate to higher
inflation. He also noted that the “economy is not performing as if restrictive policy were holding it
back inappropriately.” Powell said the labor market is still in balance with quits, job openings, and
the unemployment rate all stable. He acknowledged that payroll growth is decelerating but also
correctly suggested that the unemployment rate is likely to be a better gauge of employment
conditions given the sharp reduction in immigration into the United States which lowers the “break-
even” rate of job growth required to maintain a stable unemployment rate. Powell reminded the
audience that GDP growth is not the Fed’'s mandate. Instead, the Fed’s mandates are to maintain
stable prices and maximum employment.
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Chris Waller and Michelle Bowman each released statements after the FOMC meeting explaining
their dissenting views. In each case they highlighted concerns over labor market weakening and
argued for cutting rates now to avoid unnecessary damage to employment. While | am somewhat
sympathetic to their arguments, and have considered them thoroughly, | would align with the
majority of the FOMC members who believe it is more appropriate to hold policy constant until
there is greater clarity in terms of the effects of tariffs and stricter immigration enforcement on
inflation and employment.

. Headline US GDP rebounded more sharply than expected in Q2-25, but the first-half figures were

obfuscated by large swings in imports.

The outlook: | expect US GDP to decelerate because of tariffs and stricter immigration
enforcement. Tariffs are likely to reduce real income for American workers as price increases
accelerate faster than wages. Stricter immigration enforcement is likely to reduce potential GDP
growth, as the pace of economic growth for every economy is driven by two factors: the number of
hours worked by its citizens and the productivity per hour of work.

Until recently, the United States enjoyed potential GDP growth of 1.7%—2.0% per annum driven by
moderate immigration inflows, domestic population growth, and productivity gains. With the sharp
decline in migrant arrivals combined with a significant increase in deportations, | expect the
population component of US GDP growth to decline by as much as 50 bps per annum reducing
potential GDP growth to 1.2%—1.5% per annum. This does not affect GDP per capita as the change
is driven entirely by population growth, not productivity.

The details: Real GDP rose in Q2-25 by an annualized 3.0% rate versus an expected 2.5% increase.
This growth followed a decline of 0.5% in Q1-25, with the bulk of the large swings being driven by
net trade figures. In Q1-25, imports surged as companies tried to front-run tariff increases. In Q2-25,
these import figures fell back to more normal levels.

Within the GDP report, | focus on final sales to private domestic purchasers. This metric removes
trade-related volatility as well as any government spending effects. The growth rate of final sales to
private domestic purchasers fell to 1.2% g-0-q annualized from 1.9% in Q1-25 and was the slowest
increase since Q4-22.

Net trade added 5.0 percentage points to the annualized growth rate in Q2-25 after detracting 4.6
percentage points from the Q1-25 rate. Gross private domestic investment subtracted 3.1
percentage points from the growth rate in Q2-25 after adding 3.9 percentage points in Q1-25.

. US labor market reports revealed further softening in job growth but slightly higher wage gains.

The outlook: Changes in immigration policies are likely to lead to a sustained downshift in US
employment growth. The effect on unemployment, however, might be relatively limited as lower
immigration means less growth in labor supply at the same time labor demand is also likely to
weaken due to lower growth in consumption. In recent months, we might have gotten an early
glimpse of how this will play out over time with the labor force, total employment, and the
unemployment rate stabilizing.

| am increasingly of the view that nonfarm payroll growth is likely to weaken further but that the
unemployment rate might not move materially higher. If that is the case, there is little reason for the
Fed to cut rates in what appears to be a full-employment economy.
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The details: This week was a busy one for labor market data. The Job Openings and Labor Turnover
Survey (JOLTS) showed a decline in job openings from 7.71 million to 7.44 million. The job
openings, quit, and hiring rates all nudged lower. The hire rate fell to 3.3%, a level more typical of
2013 when the unemployment rate spent much of the year above 7%.

The Hire Rate Is at 2013 Levels when Unemployment Approximated 7%
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LAZARD Note:  As of June 2025

The monthly Employment Situation report indicated that nonfarm payroll growth fell short of
expectations. But more importantly, results for the prior two months were revised sharply lower by
258,000 jobs in total such that job growth on a year-to-date basis has now fallen to only 85,000 per
month, the slowest pace since 2010.

Year-to-Date US Job Creation Has Slowed to the Lowest Level since the Global Financial Crisis

Average Monthly Change in Private Nonfarm Payrolls
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LAZARD Note:  As of July 2025
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Even while employment growth decelerated, labor costs rose slightly more than expected. The
Employment Cost Index, the most comprehensive assessment of compensation pressures, rose by
3.6% year-on-year (y-o-y) in Q2-25 versus 3.5% in Q1-25. | do not expect wage growth to
reaccelerate given the softening of the labor market, but the Fed is likely to focus on this data
carefully to ensure that tariff-induced inflation does not translate into higher wage pressures.

. US Personal Consumption Expenditure (PCE) inflation rose more than expected in June, and April
and May figures were revised upward.

The outlook: | expect PCE inflation to reaccelerate, alongside Consumer Price Index (CPI) inflation,
as tariffs work their way through the supply chain to consumers. The increase is likely to exceed
100 bps given the ~15 percentage point increase in the weighted average tariff on goods imports
into the United States. With core PCE inflation currently running at 2.8% y-o-y, we are likely to see
core PCE inflation top 3.5% by early 2026.

The details: Headline PCE inflation rose 0.3% month-on-month (m-o0-m) and 2.6% y-o-y in June while
core PCE rose 0.3% and 2.8%. May figures were revised higher to 0.2% m-o-m and 2.4% y-o-y for
headline PCE inflation while core PCE was only revised higher for the y-o-y figure to 2.8% from 2.7%.

Personal income and spending both rose 0.3% m-o-m in June.

. China’'s PMI reports were weaker than expected.

The outlook: | expect ongoing weakening for China’s PMIs going forward as the sharp increases in
US tariffs on Chinese exports cut US demand. To date, sustained effects have been harder to
identify as customers have front-loaded orders to try to avoid tariffs.

The details: The NBS PMI and the S&P Global (formerly Caixin) Manufacturing PMI declined to
levels below expectations. Both the NBS and S&P Global Manufacturing PMls fell below 50 which
suggests activity is contracting.

In the NBS PMI, the output sub-index fell to 50.5 from 51.0 while the new orders sub-index fell to
49.4 from 50.2. Within the NBS Non-Manufacturing Index, the construction PMI fell materially to
50.6 from 52.8. Within the S&P Global Manufacturing Index, the output sub-index fell sharply to 48.5
from 52.1. The new exports sub-index also fell to 47.9 from 49.4 marking the fourth consecutive
month below 50.

July China PMI Data

Release Date Consensus Actual Prior Month
7/30/2025 NBS Manufacturing 49.7 49.3 49.7
Non-Manufacturing 50.2 50.1 50.5
Composite * 50.2 50.7
7/31/2025 S&P Global Manufacturing 50.3 49.5 50.4

Source: Bloomberg, China Federation of Logistics & Purchasing, S&P Global
* No consensus estimate available on Bloomberg.
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8. Eurozone preliminary July inflation reports were largely in line with expectations.

The outlook: Inflation in the Eurozone is likely to undershoot the European Central Bank’s 2% target
in the year ahead. US trade policy is likely to be an important driver of lower inflation as US tariffs
reduce exports from the Eurozone and as China seeks alternative markets to sell excess production
due to high US duties.

The details: In July, inflation was slightly higher than expected in the Eurozone in aggregate as well
as in France, Italy, and Spain. German inflation came in slightly below expectations. Headline
inflation for the Eurozone stood at 2.0% y-o-y with core inflation at 2.3%. Services inflation in the
Eurozone decelerated to 3.1% from 3.3% y-o-y while core goods prices rose 0.8% y-o-y in July
versus 0.5% in June.

Eurozone Harmonised Index of Consumer Prices for July

Release Date  Country Consensus Actual Prior Reading
7/30/2025 Spain Headline m-o-m -0.4% -0.4% 0.7%
Headline y-o-y 2.6% 2.7% 2.3%

7/31/2025 France Headline m-o-m 0.2% 0.3% 0.4%
Headline y-o-y 0.8% 0.9% 0.9%

7/31/2025 Germany Headline m-o-m 0.4% 0.4% 0.1%
Headline y-o-y 1.9% 1.8% 2.0%

7/31/2025 ltaly Headline m-o-m -1.1% -1.0% 0.2%
Headline y-o-y 1.6% 1.7% 1.8%

8/1/2025 Eurozone Headline m-o-m -0.1% 0.0% 0.3%
Headline y-o-y 1.9% 2.0% 2.0%

Core y-0-y 2.3% 2.3% 2.3%

Source: Bloomberg
Note: Consensus estimates changed in some cases from what was previewed previously.

9. Eurozone preliminary Q2-25 GDP reports were slightly better than expected for the region, France,
and Spain while Italy’s results were weaker than expected.

The outlook: | continue to expect GDP growth in the Eurozone to accelerate in 2026 after enduring
headwinds from US tariffs in 2025. Large increases in German spending on infrastructure and
defense are likely to boost growth meaningfully next year with such spending representing as much
as 1% of Eurozone GDP and over 3% of German GDP. My optimism regarding this spending is partly
based on an expectation that over time these expenditures will deliver more positive multiplier
effects due to stronger innovation and better productivity than economists currently expect.

The details: The flash GDP estimate includes reports from 12 countries. Spain and Portugal
reported the strongest GDP gains while Ireland’s figure was the weakest due to large swings in
pharmaceutical exports. Germany and Italy were also among the weakest reports with 0.1%
declines in GDP on a g-0-q basis. Domestic demand appears to have been resilient with some
weakness resulting from a payback after exports were front-loaded in Q1-25 ahead of US tariffs.
The impact of trade might explain the relative weakness in Germany and Italy where manufacturing
is a bigger portion of the economy than in France and Spain.
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Preliminary Q2-25 GDP

Release Date  Country Consensus Actual Prior Reading Revised
7/29/2025 Spain GDP g-o-q 0.6% 0.7% 0.6%
GDP y-o-y 2.5% 2.8% 2.8%
7/30/2025 France GDP g-0o-q 0.1% 0.3% 0.1%
GDP y-o-y 0.5% 0.7% 0.6%
7/30/2025 Germany GDP g-o-q -0.1% -0.1% 0.4% 0.3%
GDP y-o-y 0.2% 0.4% 0.0% 0.3%
7/30/2025 ltaly GDP g-o-q 0.1% -0.1% 0.3%
GDP y-o-y 0.6% 0.4% 0.7%
7/30/2025 Eurozone GDP g-o-q 0.0% 0.1% 0.6%
GDP y-o-y 1.2% 1.4% 1.5%

Source: Bloomberg

10. The BoJ held rates constant as expected.

The outlook: Markets are pricing a 60% chance of a 25-bps rate hike by year end, but | expect no
additional rate changes in 2025. Between the effects of US tariffs and changes in the Japanese
governing coalition, | believe the BoJ would be wise to keep policy unchanged.

The details: In a unanimous decision, the BoJ kept rates on hold at 50 bps. The BoJ raised its
forecast for fiscal year (FY) 2025 GDP growth to 0.6% from 0.5%. It also materially raised its core
CPI (prices excluding fresh food) forecast for FY2025 to 2.7% from 2.2% while nudging FY2026 and
FY2027 higher by 10 bps in each case to 1.8% and 2.0%, respectively.

In the press conference after the BoJ meeting, Governor Kazuo Ueda gave no hints in terms of the
timing for future rate increases. He indicated that progress in achieving the BoJ’s price goals was
advancing “extremely slowly” and also said that there is little risk of the BoJ falling “behind the
curve” suggesting that no action is likely in the near-term.

The Week Ahead

1. China is expected to report a moderate deceleration of export growth and an accelerated decline
in imports.

The outlook: China's trade figures could take months to normalize after the disruption created by
US tariffs. My operating assumption is that companies will try to redirect trade through other
countries to avoid tariffs where possible while also trying to figure out which parts of their supply
chains should be relocated to minimize tariffs.

Export growth in July is expected to have decelerated to 5.5% y-o0-y from the 5.9% pace in June.
Imports are expected to decline by 1.5% after rising by 1.1% in June.
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2. China’s consumer prices are expected to decline slightly from year-ago levels while the Producer
Price Index (PPI) is expected to remain in deflation for the 34th consecutive month.

The outlook: The PPl is expected to have declined by 3.2% versus the -3.6% y-o-y figure in June. CPI
is expected to return to deflation at -0.1% in July versus an increase of 0.1% y-o0-y in June.

China’s Inflation Is Undesirably Low with PPI Deflation for 33 Months and CPI <1% for 29 Months

China CPland PPI
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LAZARD Mote:  As of June 2025

3. The BoE is expected to cut rates by 25 bps.

The outlook: The BoE is likely to ease rates by 25 bps at the 7 August Monetary Policy Meeting. At
the last meeting, the vote was 6-3 with the majority in favor of holding rates constant and three
voters supporting a 25-bps cut. This meeting is also unlikely to have unanimous agreement.

Markets Suggest ~47 bps of Additional BoE Rate Cuts through 2025*

Implied Eurozone Deposit Rate through March 2026
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LAZAR D * Markets currently imply a 92% chance of a 25-bps cut in August and a 5% chance of an additional 25-bps cut in September.
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Important Information
This content represents the views of the author, and its conclusions may vary from those held elsewhere
within Lazard.

These materials have been prepared by Lazard for general informational purposes only on a non-reliance
basis, and they are not intended to be, and should not be construed as, financial, legal, or other advice.

In preparing these materials, Lazard has assumed and relied upon the accuracy and completeness of any
publicly available information and of any other information made available to Lazard by any third parties,
and Lazard has not assumed any responsibility for any independent verification of any of such
information. These materials are based upon economic, monetary, market, and other conditions as in
effect on, and the information available to Lazard as of, the date hereof, unless indicated otherwise.
Subsequent developments may affect the information set out in this document, and Lazard assumes no
responsibility for updating or revising these materials.

These materials may include certain statements regarding future conditions and events. These
statements and the conditions and events they describe are inherently subject to uncertainty, and there
can be no assurance that any of the future conditions or events described in these materials will be
realized. In fact, actual future conditions and events may differ materially from what is described in these
materials. Lazard assumes no responsibility for the realization (or lack of realization) of any future
conditions or events described in these materials.

No liability whatsoever is accepted, and no representation, warranty, or undertaking, express or implied, is
or will be made by Lazard or any of its affiliates for any information contained herein or for any errors,
omissions, or misstatements herein. Neither Lazard nor any of its affiliates makes or has authorized to be
made any representations or warranties (express or implied) in relation to the matters contained herein or
as to the truth, accuracy, or completeness of this document.

Nothing herein shall constitute a commitment or undertaking on the part of Lazard to provide any

service. Lazard shall have no duties or obligations to you in respect of these materials or other advice
provided to you, except to the extent specifically set forth in an engagement or other written agreement, if
any, that is entered into by Lazard and you.

By accepting this document, each recipient agrees to be expressly bound by the foregoing limitations.
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