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New tariffs imposed on a broad range of U.S. trading partners on April 2 have prompted questions from investors about their 
potential economic and market impact. Here are some observations about the tariff announcement and other recent policy initiatives 
by the new administration. 

 1.  Based on what was in the April 2 announcement, the negative impact on U.S. gross domestic product (GDP) from the tariffs 
could be somewhere between 0.5%-1.0% in 2025. Much depends on how long they remain in place; one potential offset is the 
fact that the broader Canada and Mexico tariffs are still on hold. That said, the breadth and complexity of these tariffs means 
that they may not be easy to negotiate away; the fact that they could last longer than originally expected may mean that they 
have a bigger negative impact on the United States than other countries. Another key question is the ultimate effect on 
consumer prices, and how any uptick in inflation affects spending on goods and services. The effect on business spending is 
also something to watch. These factors increase the risk of a U.S. slowdown, in our view, though we would emphasize that 
recession is not our base case right now

 2.  The tariff announcement comes amid the administration’s efforts to cut government spending. The announced cuts have not 
been seen in hard economic data yet, including the March U.S. payrolls data released on April 4. The U.S. job market remains 
robust. We have not seen a meaningful rise in the unemployment rate yet, though the cuts could be reflected in that data series 
in the second half of the year. It’s important to remember that Federal Government employees represent less than 5% of the of 
the total U.S. workforce, so government job cuts by themselves would not be enough to bring down the entire economy. The 
private sector still looks robust. The potentially negative impact to the economy could be counterbalanced later by planned tax 
cuts and the possibility of additional fiscal stimulus from Congress. 

 3.  The Federal Reserve (Fed) is in a tricky position and has acknowledged the difficulty. Fed Governor Philip Jefferson recently 
reiterated that the Fed is not in a hurry to adjust rates and will remain in a wait-and-see mode, which aligns with our view.  
The Fed is more concerned about the impacts of slowing growth than reigniting inflation. They are likely to overlook price 
 level increases resulting from tariffs, viewing them as potentially one-off events. If growth slows sufficiently, it could help bring 
inflation back down. And currently, the market is pricing in more Fed cuts, which seems reasonable given the expected 
negative growth impacts. It will be challenging for the Fed to respond aggressively to softening growth, and they will likely  
react differently compared to other types of growth shocks because of the inflationary impacts. Note, too, that inflation 
expectations have been on the rise. This trend will likely be difficult to ignore because the Fed is concerned about maintaining 
its inflation-fighting credibility. That means the Fed may not react as quickly or aggressively to a slowdown as it has in the past, 
opting for a more cautious stance.

 4.  Taking a global perspective, we believe non-U.S. exposure remains attractive compared to U.S. exposure, as the announced 
broad-based tariffs could potentially hurt the United States more than other nations due to limited substitution options for 
consumers and companies. European countries like Germany, with more fiscal space, can offset negative impacts. A further 
weakening of the U.S. dollar also supports non-U.S. exposure. 
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Investment Implications
Fixed Income

Given the ongoing uncertainty engendered by the tariffs, we believe a degree of caution is appropriate in this environment. We 
continue to favor longer-duration, fixed-rate securities and higher-quality, less-leveraged companies.  We have been adding duration 
to portfolios, which has been a hedge for equity and riskier credit exposure, with room for Treasury yields to move lower from here, 
in our view. That has been the good news, unlike 2022, when most asset classes moved lower.

Despite the need for caution, strong fundamentals in the private sector, including higher-quality high yield bonds with better balance 
sheets, suggest good investment opportunities. Lower yields could also benefit many companies. Credit fundamentals for many 
high-quality high yield bonds remain sound, so there may be opportunities to add to positions in these issues should spreads 
continue to widen.  

Equities

We are closely monitoring the potential impacts of the announced tariffs on innovation equities. Our portfolios are predominantly 
U.S.-focused with limited global exposure, and most of our companies do not deal in physical goods. Consequently, the direct 
impact from tariffs is somewhat limited. However, we are more concerned about the broader implications of lower economic growth 
and increased recession risks. We are particularly vigilant about companies whose profitability is projected further into the future. 
Furthermore, the stocks we own are of innovative, growth companies--who then, by nature, are market share takers. The risk for our 
portfolios is valuation compression if indeed that lower economic growth plays out, and their market share gains are temporarily 
interrupted by interim spending hesitation from their customers. 

During periods of economic uncertainty, the scarcity of secular growth companies increases and earnings visibility becomes crucial. 
Therefore, we are reducing exposure to businesses with highly discretionary customer spending and instead continue to favor those 
with subscription-based revenue models. This approach helps mitigate the risk of future negative estimate revisions in the coming 
quarters exacerbating market valuation compression.

As we noted earlier, we believe now is an attractive time for non-U.S. exposure. Given the possibility that the United States may  
feel a greater economic impact from the tariffs, an allocation to non-U.S. equities could be a good way to achieve geographic 
diversification.

In looking at value equities, we anticipate a negative impact on the market as the tariffs were higher than expected. On the positive 
side, the Fed is in an easing cycle, so unlike the 2022 environment, monetary policy can potentially support the market. Also, the 
release of first-quarter earnings may provide companies the opportunity to trade on their fundamentals rather than macro factors.

From a technical standpoint, the market trend remains challenged, but market breadth is reaching oversold levels. Many investor 
sentiment indicators have been at these oversold levels for weeks, often signaling the potential for a relief rally. Nonetheless, we 
remain cautious until we see improvements in market trends, such as indexes moving above key moving averages and an expansion 
in uptrends and snapbacks.

Municipal Bonds

High-quality municipal bonds are currently providing compelling tax-equivalent yields across the curve. Longer duration municipals 
are showing attractive relative value compared to Treasuries, as the municipal market remains one of the few segments of the fixed 
income market where investors are generously compensated to extend duration. Intermediate term bonds also benefit from 
municipals’ steeper yield curve and allow for one of the best risk/reward dynamics. 

In terms of fundamentals, tax revenues continue to experience growth and muni issuers’ rainy-day balances are near record levels. 
It’s also important to consider that the municipal market is a primarily domestic asset class and provides exposure to domestic 
industries that will not face tariffs. Given the positive backdrop for municipal credit, the high yield muni segment also merits 
consideration, in our opinion. And while the fundamental strength of the municipal market is near record levels, it’s also worth noting 
that municipal credit has historically shown resilience in past recessions.

We recently discussed the potential impact of federal spending reductions on municipal bond sectors. While certain segments of the 
market are more exposed to federal funding changes, we do not anticipate substantial near-term impacts from these reductions. 
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Glossary Definitions

A basis point is one one-hundredth of a percentage point.

Diversification is the spreading of investments both among and within 
different asset classes and is an important tool in managing investment risk. 

Duration is a measure of the sensitivity of the price (the value of principal) of a 
fixed income investment to a change in interest rates.

The Federal Reserve (Fed) is the central bank of the United States. The 
Federal Open Market Committee (FOMC) is the branch of the Fed that 
determines the direction of monetary policy in the United States.

The federal funds rate is the interest rate at which depository institutions 
lend reserve balances to other depository institutions overnight on an 
uncollateralized basis. Fed funds futures are financial futures contracts 
based on the federal funds rate and traded on the Chicago Mercantile 
Exchange. These futures are considered a direct reflection of collective 
marketplace insight regarding the future course of the Federal Reserve’s 
monetary policy.

Spread is the percentage difference in current yields of various classes of 
fixed-income securities versus Treasury bonds or another benchmark bond 
measure. A bond spread is often expressed as a difference in percentage 
points or basis points (which equal one-one hundredth of a percentage point). 
The option-adjusted spread (OAS) is the measurement of the spread of a 
fixed-income security rate and the risk-free rate of return, which is adjusted to 
take into account an embedded option. Typically, an analyst uses the spread 
versus Treasuries.

Treasuries are debt securities issued by the U.S. government and secured 
by its full faith and credit. Income from Treasury securities is exempt from 
state and local taxes.

Yield is the income returned on an investment, such as the interest  
received from holding a security. The yield is usually expressed as an  
annual percentage rate based on the investment’s cost, current market  
value, or face value.

Yield curve is a line that plots the interest rates, at a set point in time, of 
bonds having equal credit quality, but differing maturity dates. The most 
frequently reported yield curve compares the three-month, two-year, five-year 
and 30-year U.S. Treasury debt. This yield curve is used as a benchmark for 
other debt in the market, such as mortgage rates or bank lending rates. The 
curve is also used to predict changes in economic output and growth.

Important Information

The information contained herein is provided by Lord, Abbett & Co. LLC 
(“Lord Abbett”).  Lord Abbett is a registered investment adviser under the U.S. 
Investment Advisers Act of 1940 (the “Advisers Act”), as amended, and is 
subject to the Advisers Act rules and regulations adopted by the U.S. 
Securities and Exchange Commission (‘SEC”). Registration with the SEC 
does not imply a particular ability or training. Lord Abbett is a global asset 
manager with headquarters in Jersey City, New Jersey.

Certain information provided in the material has been obtained from third 
party sources and such information has not been independently verified by 
Lord Abbett. No representation, warranty, or undertaking, expressed or 
implied, is given to the accuracy or completeness of such information by Lord 
Abbett or any other person. While such sources are believed to be reliable, 
Lord Abbett does not assume any responsibility for the accuracy or 
completeness of such information. Lord Abbett does not undertake any 
obligation to update the information contained herein as of any future date.

Certain information contained in the material constitutes “forward-looking 
statements,” which can be identified by the use of forward-looking 
terminology such as “may,” “will,” “should,” “expect,” “anticipate,” “project,” 
“estimate,” “intend,” “continue,” or “believe,” or the negatives thereof or other 
variations thereon or comparable terminology. Due to various risks and 
uncertainties, actual events, results or actual performance may differ 
materially from those reflected or contemplated in such forward-looking 
statements. Nothing contained in the material may be relied upon as a 
guarantee, promise, assurance or a representation as to the future.

Market forecasts and projections are based on current market conditions  
and are subject to change without notice. Projections should not be 
considered a guarantee.

Past performance is not a reliable indicator or guarantee of future 
results. All investments involve risk, including the loss of capital. 

The views and opinions expressed are those of the Lord Abbett author as of 
the date of the material, and do not necessarily represent the views of the firm 
as a whole. Any such views are subject to change at any time based upon 
market or other conditions and Lord Abbett disclaims any responsibility to 
update such views. References to specific asset classes and financial 
markets are for illustrative purposes only. This material is not intended to be 
relied upon as a forecast, research or investment advice. Neither Lord Abbett 
nor the Lord Abbett author can be responsible for any direct or incidental loss 
incurred by applying any of the information offered. 

The information in this material does not constitute a distribution, an offer, an 
invitation, a personal or general recommendation or solicitation in any 
jurisdiction. This material has not been reviewed or approved by any 
regulatory authority in any jurisdiction.

None of the information provided should be regarded as a suggestion to 
engage in or refrain from any investment-related course of action as neither 
Lord Abbett nor its affiliates are undertaking to provide impartial investment 
advice, act as an impartial adviser, or give advice in a fiduciary capacity.

Mentions of specific companies are for reference purposes only and are not 
meant to describe the investment merits of, or potential or actual portfolio 
changes related to, securities of those companies.

Asset allocation or diversification does not guarantee a profit or protect 
against loss in declining markets.

Unless otherwise noted, all discussions are based on U.S. markets and U.S. 
monetary and fiscal policies.

This material may not be reproduced in whole or in part or any form without 
the permission of Lord Abbett. Lord Abbett mutual funds are distributed by 
Lord Abbett Distributor LLC.

Equity Investing Risks

The value of investments in equity securities will fluctuate in response to 
general economic conditions and to changes in the prospects of particular 
companies and/or sectors in the economy. While growth stocks are subject 
to the daily ups and downs of the stock market, their long-term potential as 
well as their volatility can be substantial. Value investing involves the risk that 
the market may not recognize that securities are undervalued, and they may 
not appreciate as anticipated. Smaller companies tend to be more volatile 
and less liquid than larger companies. Small cap companies may also have 
more limited product lines, markets, or financial resources and typically 
experience a higher risk of failure than large cap companies.

Fixed-Income Investing Risks

The value of investments in fixed-income securities will change as interest 
rates fluctuate and in response to market movements. Generally, when 
interest rates rise, the prices of debt securities fall, and when interest rates fall, 
prices generally rise. High yield securities, sometimes called junk bonds, carry 
increased risks of price volatility, illiquidity, and the possibility of default in the 
timely payment of interest and principal. Bonds may also be subject to other 
types of risk, such as call, credit, liquidity, and general market risks. 
Longer-term debt securities are usually more sensitive to interest-rate 
changes; the longer the maturity of a security, the greater the effect a change 
in interest rates is likely to have on its price. 

Foreign Company Investing Risks 

Investments in foreign companies and in U.S. companies with economic ties 
to foreign markets generally involve special risks. These companies may be 
more vulnerable to economic, political, and social instability and subject to 
less government supervision, lack of transparency, inadequate regulatory and 
accounting standards, and foreign taxes. Foreign company securities also 
include ADRs, which may be less liquid than the underlying shares in their 
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primary trading market. Foreign securities also may subject the Fund’s 
investments to changes in currency exchange rates. Emerging market 
securities generally are more volatile than other foreign securities, and are 
subject to greater liquidity, regulatory, and political risks. Investments in 
emerging markets may be considered speculative and generally are riskier 
than investments in more developed markets. Emerging markets are more 
likely to experience hyperinflation and currency devaluations. Securities of 
emerging market companies may have far lower trading volumes and less 
liquidity than securities of issuers in developed markets. In certain emerging 
market countries, governments participate to a significant degree in their 
respective economies. Action by these governments could have a significant 
adverse effect on market prices of securities and payment of dividends. 
Companies with economic ties to emerging markets may be susceptible to 
the same risks as companies organized in emerging markets.

Important Information for U.S. Investors

Lord Abbett mutual funds are distributed by Lord Abbett Distributor LLC.

FOR MORE INFORMATION ON ANY LORD ABBETT FUNDS, CONTACT 
YOUR INVESTMENT PROFESSIONAL OR LORD ABBETT DISTRIBUTOR 
LLC AT 888-522-2388, OR VISIT US AT LORDABBETT.COM FOR A 
PROSPECTUS, WHICH CONTAINS IMPORTANT INFORMATION ABOUT 
A FUND’S INVESTMENT GOALS, SALES CHARGES, EXPENSES AND 
RISKS THAT AN INVESTOR SHOULD CONSIDER AND READ 
CAREFULLY BEFORE INVESTING.

The information provided is not directed at any investor or category of 
investors and is provided solely as general information about Lord Abbett’s 
products and services and to otherwise provide general investment education. 
None of the information provided should be regarded as a suggestion to 
engage in or refrain from any investment-related course of action as neither 
Lord Abbett nor its affiliates are undertaking to provide impartial investment 
advice, act as an impartial adviser, or give advice in a fiduciary capacity. If you 
are an individual retirement investor, contact your financial advisor or other 
fiduciary about whether any given investment idea, strategy, product, or 
service may be appropriate for your circumstances.


