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2024 WAS A VERY GOOD YEAR

Sources: BEA, BLS, Haver Analytics.  Data as of January 2025.
Investment Professional Use Only – Not for Distribution to the Public

Key Messages

• Economic growth exceeded expectations

— Well-rounded gains across personal 
consumption and business investment

— U.S. economic progress has far exceeded 
that seen in other developed countries

• The labor market has moderated, but remains 
strong by historical standards

— Unemployment is very low (4.0%)

— Weather and strikes have made 
employment hard to measure, but gains 
continue

— Job openings have moderated, but are still 
higher than prior to the pandemic

• Other positives:

— Exceptionally strong equity markets

— Monetary policy easing

— Significant investment in long-term 
economic capacity
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Theme Description Consequences

Broken Links

Countries continue to pull away from one 
another, which will have negative 
implications for commerce and global 
security. Terms of trade are likely to 
tighten, international capital flows will 
recede, and export-led economies will 
struggle.

• Nationalist industrial policy
• Increased frequency/severity of 

restrictions and sanctions
• Reduced levels of productive 

investment
• Potential tail events

Borrowed Time Governments are flooding markets with 
bond issuance, testing investor appetites.

• Higher long-term rates
• Increased market volatility
• Potential for fiscal friction
• Elevated sovereign risk

Stepping Down

Interest rates in most developed countries 
are in retreat, but not synchronously. 
Central banks face two-way risk of policy 
error as they attempt to bring financial 
conditions back to a neutral standing. 
Friction with fiscal authorities may arise.

• Renewed yield-seeking
• Moderating debt service
• Currency realignment

Pursuit of 
Productivity

AI has the potential to compensate for 
demographic deficits, but it raises a host of 
complications for countries and 
companies.  New regulation is likely in 
some parts of the world, as is heightened 
public anxiety.

• Labor displacement
• Elevated cybersecurity risk
• Incremental climate risk

THEMES TO WATCH IN 2025
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TARIFFS: A PRIMER

Sources: Tax Foundation, IMF.  Data as of November 2024.
Investment Professional Use Only – Not for Distribution to the Public
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Key Messages

 Trump: Tariffs “the most beautiful word in the 
dictionary.”

• Some truth about tariffs:

— Countries don’t pay tariffs; they act as a 
large tax increase on importing companies

— Tariffs raise prices on the products affected; 
increments are phased in over time and 
peak after a year or two

— The impact on overall inflation depends on 
the potential for substitution

— Ultimately, consumers pay the cost; lower 
income households hardest hit

— Tariffs almost always prompt retaliation, 
which diminishes growth and increases 
inflation on both sides

— Tariffs are not a major revenue generator for 
governments

— Uncertainty surrounding tariffs suppresses 
cross-border investment and global output
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AN INTERESTING TARIFF CASE STUDY

Sources: BLS, BEA, Haver Analytics, CATO Institute.  Data as of January 2025.
Investment Professional Use Only – Not for Distribution to the Public

Key Messages
• Washing machine tariffs were 

implemented in 2018; ended in 2023
• Clear changes in the trajectory of prices 

when tariffs started and ended
• Domestic producers raised their own 

prices, as opposed to taking market share
• Little retaliation from South Korea
• Korean makers opened plants in the U.S.

— Facilities were highly automated
— About 1,800 jobs were created, with an 

average wage of $47,000
— The cumulative cost to American 

consumers of higher prices was 
estimated at $1.5 billion

 Lesson learned: tariffs are essentially a 
tax on consumers that rarely have 
favorable cost/benefit dynamics
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THE STATE OF PLAY

Source: Oxford Economics, Yale University Budget Lab.  Data as of February 2025.
Investment Professional Use Only – Not for Distribution to the Public

Key Messages

• Tariffs against all Chinese products will be 
increased by 10%

— China has responded with targeted 
countermeasures

• Tariffs of 25% on U.S. imports of steel and 
aluminum have been announced

• Tariffs against Canada and Mexico have been 
threatened

— Over one-quarter of American imports and 
exports travel immediately north and south

— Trying to prompt action on immigration and 
interdiction

 A deferral of these measures expires on March 4

• Another phase involves “reciprocal” tariffs

— Countries/regions tax American imports at 
higher rates (tariffs + VATs)

— Level-setting would be a substantial 
undertaking

— Impact is over $1,000 per household per year

 If fully realized, the impact of proposed tariffs 
could cause a recession and add more than 2% to 
annual inflation
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CHINA WILL BE THE BIGGEST LOSER

Key Messages
• China is facing a series of headwinds

— Slowing exports, increasing trade friction 
— Sluggish domestic consumption
— Property sector correction
— Local government/banking solvency
— Deflation risk

 Additional U.S. tariffs and pressure on 
others to disengage will add degrees of 
difficulty

Sources: Oxford Economics, WIND, China General Administration of Customs, Haver Analytics, CEIC, Autonomous.  Data as of February 2025.
Investment Professional Use Only – Not for Distribution to the Public
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THE OVERLAP OF SECURITY

Sources: NATO, BCA Research. Data as of February 2025.
Investment Professional Use Only – Not for Distribution to the Public
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Key Messages

 A first principal: peace is very good for economic 
growth and fiscal balance

• The United States spends a much greater share 
of its GDP on defense that other Western 
countries

— Part of this goes toward augmenting the 
defense of NATO partners

• After the Russian invasion of Crimea in 2014, 
NATO countries signed a pledge to spend 3% of 
their GDP annually on defense by 2024

— Some only met this target at the very last 
minute, and several are still not in compliance

— Trying to prompt action on immigration and 
interdiction

• The White House appears to be seeking a re-set 
in relations with Western Europe

— NATO allies are planning to become more self-
sufficient in defending themselves

— This is going to be an expensive endeavor, at a 
time that budgets in Europe are stretched

 Geopolitical uncertainty is on the upswing
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TOP GEOPOLITICAL RISKS FOR 2025

Sources: Business Continuity Institute, Oxford Economics, Eurasia Group.  Data as of January 2025.
Investment Professional Use Only – Not for Distribution to the Public
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FISCAL FRICTION

Sources: Bloomberg, Haver Analytics.  Data as of January 2025.
Investment Professional Use Only – Not for Distribution to the Public
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Key Messages

• After a long period of low interest rates, 
yields have returned to more normal levels

— Central banks have been raising rates and 
reducing their balance sheets

— Budget deficits remain deep; legislatures 
can’t agree on how to control spending

• Government borrowing costs are rising 
rapidly

— Debt has increased immensely over the 
past fifteen years (and especially over the 
last two years)

— Much of it has been funded with short-
term instruments

— Interest costs are absorbing increasing 
amounts of government revenue

— This may limit the amount of stimulus that 
can be applied if recession arrives

 Stress within governments and between 
governments and central banks will likely 
increase in the years ahead
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U.S. FISCAL REALITIES

Sources: CBO, FRB San Francisco.  Data as of August 2024.
Investment Professional Use Only – Not for Distribution to the Public
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As bad as the debt situation is today, it is 
going to be much worse by midcentury

Interest costs are on track to become 
the largest category of Federal spending
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17%
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Meaningful spending 
curbs will require 

tackling the larger blocks

Social Security will need to 
be saved…again
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RECONSIDERING THE FEDERAL RESERVE

Sources: BLS, BEA, Haver Analytics, Oxford Economics.  Data as of January 2025.
Investment Professional Use Only – Not for Distribution to the Public
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Key Messages
• Inflation is proving stubborn

— Recent months have seen slight 
increases in year-over-year readings

— Growth has been strong, stressing 
economic capacity

— Tight housing and labor markets limit 
prospects of disinflation in services

• The Fed’s perceived risks to the inflation 
outlook have shifted significantly
— The FOMC is much less comfortable 

with the outlook for prices
• The December interest rate cut may be 

the last one for a while
— Key question: will tariff and 

immigration policy have a bigger 
impact on inflation or growth?

 We do not think there will be another 
until after midyear
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“RECONCILING” U.S. BUDGET PRIORITIES
Key Messages

• Work is underway to complete the Federal 
budget for fiscal year 2025 (which began last 
October)

— Spending authorization needed through 
next September

— Considering an increase in the debt ceiling

• Long-term priorities to be considered in a 
“reconciliation” bill

— Must not increase the annual deficit at the 
end of a ten-year window

— Extensions of tax cuts must be paid for with 
spending reductions or enhancement of 
other revenues

— Tariff income generated through executive 
orders cannot be used as an offset

• Can DOGE deliver?

— Commissions to rein in spending are not 
new

— Recommendations for efficiency often 
founder because of political reality

Sources: Congressional Budget Office, Committee for a Responsible Federal Budget, Evercore ISI.  Data as of January 2025.
Investment Professional Use Only – Not for Distribution to the Public

U.S. Debt to GDP Projection
With and Without TCJA Extension
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2025 THEME: PURSUIT OF PRODUCTIVITY

Sources: United Nations, Oxford Economics. Data as of November 2024.
Investment Professional Use Only – Not for Distribution to the Public

Key Messages

• Many developed countries have a 
demographic challenge

— Birth rates struggling to match 
“replacement” level

• Consequences of stagnant population:

— Worker shortages, lower potential growth

— Imbalances in public and private retirement 
systems

— Reduced levels of innovation and risk-
taking

— Harder to sustain debt levels

• Several countries have seen a substantial 
surge in immigration during the past two years

— Not all has been lawful

— Many feel the current level is too high; the 
ability to assimilate has been strained

— More sensible controls needed

 Economic and political instability around 
the world will likely keep this issue in the 
forefront
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THE IMMIGRATION PICTURE

Sources: BLS, Haver Analytics, National Statistical Agencies, Corinna Advisory. Data as of December 2024.
Investment Professional Use Only – Not for Distribution to the Public
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Key Messages

• Newcomers balance demographic profiles

— They skew younger, and have larger families

— Tendency to invention and entrepreneurship

— Alleviating labor market shortages

• A range of countries have experienced huge 
surges in immigration; not all of it has been 
legal or orderly

— Stress on housing and public services

— Challenging to national identities

— A source of deep political division

• Climate change, war, and oppression may keep 
the flows coming

— Diminished ability of poor countries and 
international organizations to manage 
migration

— Interdiction and deportation will require 
additional resourcing

 Balancing the social, economic, and political 
aspects of immigration will be very difficult 
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CAN AI OVERCOME THE DEMOGRAPHIC DEFICIT?
Key Messages

• We may have crossed an important threshold 
with artificial intelligence

— Natural language processing, along with 
advanced machine learning

— Immense amounts of investment into the 
sector

— A broad range of potential applications

— Substantial potential for productivity 
improvement

• Impact on labor markets

— Highly variable across occupations and 
nations

— Will compensate for aging populations, but 
some displacement is inevitable

• Issues for implementation

— Security/ethics/fraud

— Power needs

— Potential privacy and anti-trust regulation 
surrounding the sector (U.S. and overseas)

 At once exciting and concerning
Sources: Oxford Economics, ILO, IMF. Chart data as of January 2024.
Investment Professional Use Only – Not for Distribution to the Public
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OUR LATEST FORECASTS
• U.S.: Commentary here

• Global: Commentary here

Global Real GDP Forecasts
4Q/4Q Change

2025 2026
Canada 1.5% 1.8%
Eurozone 0.7% 1.0%
United Kingdom 1.2% 1.3%
Japan 1.0% 1.1%
China 3.5% 3.1%
Australia 2.0% 2.5%

Source: Northern Trust.  Data as of February 2025.
Investment Professional Use Only – Not for Distribution to the Public

https://www.northerntrust.com/united-states/insights-research/2024/us-economic-outlook/soft-landing-takes-shape
https://www.northerntrust.com/united-states/insights-research/global-economic-outlook
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Confidentiality Notice: This communication is confidential, may be privileged, and is meant only for the intended recipient. If you are not the intended 
recipient, please notify the sender as soon as possible. All materials contained in this presentation, including the description of Northern Trust, its systems, 
processes and pricing methodology, are proprietary information of Northern Trust. In consideration of acceptance of these materials, the recipient agrees 
that it will keep all such materials strictly confidential and that it will not, without the prior written consent of Northern Trust, distribute such materials or any 
part thereof to any person outside the recipient’s organization or to any individual within the recipient’s organization who is not directly involved in 
reviewing this presentation, unless required to do so by applicable law. If the recipient is a consultant acting on behalf of a third party client, the recipient 
may share such materials with its client if it includes a copy of these restrictions with such materials. In such event, the client agrees to comply with these 
restrictions in consideration of its accepting such materials.

The information contained herein is intended for use with current or prospective clients of Northern Trust Investments, Inc. The information is not intended 
for distribution or use by any person in any jurisdiction where such distribution would be contrary to local law or regulation. Northern Trust and its affiliates 
may have positions in and may effect transactions in the markets, contracts and related investments different than described in this information. This 
information is obtained from sources believed to be reliable, and its accuracy and completeness are not guaranteed. Information does not constitute a 
recommendation of any investment strategy, is not intended as investment advice and does not take into account all the circumstances of each investor. 
Opinions and forecasts discussed are those of the author, do not necessarily reflect the views of Northern Trust and are subject to change without notice.

This report is provided for informational purposes only and is not intended to be, and should not be construed as, an offer, solicitation or recommendation 
with respect to any transaction and should not be treated as legal advice, investment advice or tax advice. Recipients should not rely upon this information 
as a substitute for obtaining specific legal or tax advice from their own professional legal or tax advisors. References to specific securities and their issuers 
are for illustrative purposes only and are not intended and should not be interpreted as recommendations to purchase or sell such securities. Indices and 
trademarks are the property of their respective owners. Information is subject to change based on market or other conditions.

All securities investing and trading activities risk the loss of capital. Each portfolio is subject to substantial risks including market risks, strategy risks, 
adviser risk and risks with respect to its investment in other structures. There can be no assurance that any portfolio investment objectives will be 
achieved, or that any investment will achieve profits or avoid incurring substantial losses. No investment strategy or risk management technique can 
guarantee returns or eliminate risk in any market environment. Risk controls and models do not promise any level of performance or guarantee against 
loss of principal. Any discussion of risk management is intended to describe Northern Trust’s efforts to monitor and manage risk but does not imply low 
risk.

Past performance is no guarantee of future results. Performance returns and the principal value of an investment will fluctuate. Performance returns 
contained herein are subject to revision by Northern Trust. Comparative indices shown are provided as an indication of the performance of a particular 
segment of the capital markets and/or alternative strategies in general. Index performance returns do not reflect any management fees, transaction costs 
or expenses. It is not possible to invest directly in any index. Net performance returns are reduced by investment management fees and other expenses 
relating to the management of the account. Gross performance returns contained herein include reinvestment of dividends and other earnings, transaction 
costs, and all fees and expenses other than investment management fees, unless indicated otherwise. For additional information on fees, please refer to 
Part 2a of the Form ADV or consult a Northern Trust representative.

Important Information
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Forward-looking statements and assumptions are Northern Trust’s current estimates or expectations of future events or future results based upon proprietary 
research and should not be construed as an estimate or promise of results that a portfolio may achieve. Actual results could differ materially from the results 
indicated by this information. If presented, hypothetical portfolio information provided does not represent results of an actual investment portfolio but reflects 
representative historical performance of the strategies, funds or accounts listed herein, which were selected with the benefit of hindsight. Hypothetical performance 
results do not reflect actual trading. No representation is being made that any portfolio will achieve a performance record similar to that shown. A hypothetical 
investment does not necessarily take into account the fees, risks, economic or market factors/conditions an investor might experience in actual trading. 
Hypothetical results may have under- or over- compensation for the impact, if any, of certain market factors such as lack of liquidity, economic or market 
factors/conditions. The investment returns of other clients may differ materially from the portfolio portrayed. There are numerous other factors related to the 
markets in general or to the implementation of any specific program that cannot be fully accounted for in the preparation of hypothetical performance results. The 
information is confidential and may not be duplicated in any form or disseminated without the prior consent of Northern Trust.

This information is intended for purposes of Northern Trust marketing of itself as a provider of the products and services described herein and not to provide any 
fiduciary investment advice within the meaning of Section 3(21) of the Employee Retirement Income Security Act of 1974, as amended (“ERISA”). Northern Trust 
is not undertaking to provide impartial investment advice or give advice in a fiduciary capacity to the recipient of these materials, which are for marketing purposes 
and are not intended to serve as a primary basis for investment decisions. Northern Trust and its affiliates receive fees and other compensation in connection with 
the products and services described herein as well as for custody, fund administration, transfer agent, investment operations outsourcing and other services 
rendered to various proprietary and third party investment products and firms that may be the subject of or become associated with the services described herein.
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FSRA # 160018. The Northern Trust Company Saudi Arabia, PO Box 7508, Level 20, Kingdom Tower, Al Urubah Road, Olaya District, Riyadh, Kingdom of Saudi 
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