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Markets spent the week navigating ongoing headwinds and uncertainty surrounding trade tensions, fiscal policy, and the broader macroeconomic environment. Equities rallied, with small caps leading the charge and growth stocks outperforming
value stocks driven by better-than-expected economic data. Treasury yields were higher across the curve with the 2-year and 10-year Treasury yields rising 14 basis points (bps) and 11 bps, respectively. This week’s non-farm payroll report exceeded
expectations, with 139,000 new jobs added compared to the anticipated 125,000, while the unemployment rate held steady at 4.2%. Downward revisions for April and May and higher unemployment claims signal some softening in the labor market
data. Recent comments from Fed officials indicated agreement that the Fed is on a path to rate cuts this year and that inflation has stabilized, but there appears to be some disagreement regarding the potential inflationary pulse from tariffs. The Fed
remains in a wait-and-see mode, given lingering uncertainties, particularly regarding tariffs, which could drive up prices and potentially push the economy toward stagflation. Trade tensions escalated as President Trump announced plans to double
tariffs on Chinese steel and aluminum to 50%. Meanwhile, the “One Big Beautiful Bill” is creating a frenzy on Capitol Hill. Senate Republicans are struggling with reforms related to State and Local Tax (SALT) deductions, Medicaid, and cuts to the
Inflation Reduction Act, while fiscal hawks raise alarms about the ballooning deficit. The Congressional Budget Office estimates that the House version of the bill would increase the federal budget deficit by $2.42 trillion over the next decade. Tensions
surrounding the bill also flared between President Trump and Elon Musk, contributing to a sharp sell-off in Tesla stock after President Trump threatened to terminate federal contacts and subsidies for Musk’s companies including Tesla and SpaceX.
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