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TWO POLICY RISKS IN THE SPOTLIGHT
There are two significant policy risks looming in the weeks 
ahead: U.S. domestic policy risk and global policy risk. 
Overall, financial markets believe that these two policy 
risks could limit economic growth and cause inflation. 
However, we continue to believe that the optimal way to 
navigate these risks is through a tactical and flexible
approach. As more details of policy changes emerge, we 
could witness substantial market moves in either direction. 
For example, meaningful progress in trade negotiations 
with Canada and Mexico could provide quick relief to 
markets and lead to a risk-on environment. On the 
contrary, a prolonged period of intense negotiations with 
all U.S. trading partners could cause investors to lose
patience and exert downward pressure on risk assets. 

Domestic Policy Risk: The current federal government 
funding expires on March 14th. To avoid a shutdown, 
Congress needs to pass new spending legislation or 
extend the current funding. There are significant 
disagreements between Democrats and Republicans over 
the Trump Administration’s actions, such as dismantling
government programs and agencies, and freezing 
government grants. Some Democrats are willing to use 
the threat of a shutdown as leverage to force changes in 
the Trump Administration’s decisions. Given the slim 
majority in both the Senate and the House, it will be very 
difficult to pass funding bills without Democratic support. If 
a potential shutdown were to continue into the month of 
April, this could create further downside risks to growth.

Global Policy Risk: As expected, the Trump 
Administration started the process of renegotiating trade 
agreements with its major trading partners. While this did 
not come as a surprise, it happens at a time when the 
geopolitical landscape is in flux, with high-stakes 
diplomacy and potential shifts in trade policies creating 
uncertainty. The trade discussions between the EU and 
the U.S. are likely to intensify in the coming weeks. We
believe that there are positive paths for both sides to
agree on a deal which would involve greater EU imports of
liquefied natural gas (LNG) and increased military 
spending. However, discussions about non-tariff trade 
barriers are unlikely to be resolved quickly. In summary, 
markets are priced for an increase in U.S. tariff rates last 
seen in the 1960s. While some of the benefits may show 
up in increased domestic capacity to produce certain 
goods (e.g. cars, steel, aluminum), this could be a slow 
process and could be undermined by pressure on 
consumer spending as prices for many consumer goods 
are likely to reflect higher tariff costs much sooner.  

In conclusion, the financial markets are facing a period of 
heightened uncertainty driven by policy risks, slower 
growth, and inflation concerns. The combination of
domestic political gridlock and ongoing global trade 
tensions requires investors to be disciplined about portfolio 
strategy and maintain flexibility to adjust their risk stance 
as new information emerges.

TARIFFS EXPECTED TO INCREASE FROM THE CURRENT LEVEL OF AROUND 2.5%
The baseline market expectation seems to be for the average tariff rate to increase towards ~5%.

Source: Northern Trust Asset Management, Macrobond, U.S. Bureau of Economic Analysis, Kalshi and Polymarket betting odds as of 
2/18/2025. 1H = First half. Actual tariff rate from 1959 through 2024. Polymarket and Kalshi betting odds defined on page 5. Historical trends 
are not predictive of future results.

Kalshi betting odds: 62% chance 6% is breached in 2025

Polymarket betting odds: 40% chance 5% is breached in 1H 
2025
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BASE CASE EXPECTATIONS
Soft Landing Central Bank Easing

Global growth will settle around trend, supported by 
ongoing U.S. economic strength and labor market/
consumer resilience. Inflation will settle at lower levels, 
but tariffs could cause some bumps along the way.

Lower inflation has allowed major central banks to start 
cutting policy rates. We expect central bank easing 
to continue, though the timing and trajectory could be 
complicated by tariffs.

RISK CASE SCENARIOS
Reflation Supply Restraint

Policies of the incoming U.S. Administration have a net 
stimulative effect, leading to above-trend growth, persistent 
inflation and a pause in the Fed rate-cutting cycle.

Supply-side disruptions from immigration restrictions 
and higher tariffs weigh on economic activity and halt the 
disinflationary process until a recession takes shape.



Prepared by Northern Trust Asset Management for United Bank.
NTAM is not affiliated with United Bank and permission to distribute this content does not constitute or imply any endorsement or sponsorship of any 
third party’s product, services, or organization.
UNLESS NOTED OTHERWISE, DATA IN THIS PIECE IS SOURCED FROM BLOOMBERG AS OF FEBRUARY 2025.
The information contained herein is intended for use with current or prospective clients of Northern Trust Investments, Inc (NTI) or its affiliates. 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. 
(NTI) or 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, its accuracy and completeness are not guaranteed, and is subject 
to change. 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.
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, 
advisor 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 (NTI) or its affiliates’ efforts to monitor and manage risk but does 
not imply low risk.
Past performance is not a guarantee of future results. Performance returns and the principal value of an investment will fluctuate. Performance 
returns contained herein are subject to revision by (NTI) or its affiliates. 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 NTI prospects 
or clients, please refer to Part 2a of the Form ADV or consult an NTI representative for additional information on fees.
Forward-looking statements and assumptions are (NTI) or its affiliates’ 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.
Northern Trust Asset Management is composed of Northern Trust Investments, Inc. Northern Trust Global Investments Limited, Northern Trust Fund 
Managers (Ireland) Limited, Northern Trust Global Investments Japan, K.K, NT Global Advisors, Inc., 50 South Capital 
Advisors, LLC, Northern Trust Asset Management Australia Pty Ltd, and investment personnel of The Northern Trust 
Company of Hong Kong Limited and The Northern Trust Company. 
NOT FDIC INSURED | MAY LOSE VALUE | NO BANK GUARANTEE
© 2025 Northern Trust Corporation. Head Office: 50 South La Salle Street, Chicago, Illinois 60603 U.S.A.
ViewPoints reflects data as of 2/19/25. ©2025. All Rights Reserved.

Powered by

DEFINITIONS:
Polymarket betting odds: Polymarket users can create prediction markets around any real-world event that they choose. To do so, they propose 
an event, such as “Will [Event] occur by [Date]?” The market creator defines the possible outcomes (e.g., Yes or No) and adds details to clarify 
conditions for resolution. Other users can then participate by placing bets on the outcome they believe is most likely. As bets are placed, Polymarket 
automatically adjusts odds based on the market’s activity. If more users bet on one outcome, the odds will reflect a higher likelihood of that event 
happening.
Kalshi betting odds: At the core of Kalshi’s pricing system is the concept of market-assigned probability. The platform continuously assesses the 
collective sentiment of its users regarding the likelihood of an event resulting in a “Yes” or “No” outcome. This probability is expressed as a 
percentage, ranging from 0% (certain to not happen) to 100% (certain to happen). The contract price for a particular event is directly tied to this 
probability. As the perceived likelihood of a “Yes” outcome increases, the contract price for “Yes” will rise, while the contract price for “No” will 
correspondingly decrease. Conversely, if the market believes a “No” outcome is more probable, the contract price for “No” will increase, and the 
contract price for “Yes” will fall.


